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FOREWORD 


Tus volume is the product of the 
gourd Table Conference over which 
AL. Culbertson presided at the Insti- 
ivte of Politics, at Wuihamstown, 
Massechusetts, dvrimg July and Au- 
gust, 1923. Mr. Culbertson has brought 
np to date and augmented the subject 
matier which he presented al that time 
in his round table addresses. The Sup- 
plement contains all the special ad- 
dresses made at the different sessions 
of the Round Table Conference. 

Wherever uvossible footnote refer- 
ences are inserted in the monopraph by 
Mr. Culbertson calling attention to 
special addresses in ihe Supplement 
elaborating and developing special 
pheses cf the particular subject under 
discussien. There is not always corm- 
plete agreement between the position 
taken by Mr. Culbertson and some of 
those who spoke- at the conference. 
Tunis adds rather than detracts from 
che vaiue of the volume, as it reflects 
the spirit of freedom which charac- 
terized Lhe discussions at the Institute 


‘ of Politics. 


This volume is published with the 
coöperation of the Institute of Politics. 
Tre spirit of that Institute and partic- 
warly of the presentation made by Mr. 
Culber(son is shown in the comment 


py Str Edward Grigg, at the Rounc 
Table Conference on August ?th, 1923> 

I am very grateful to Mr. Culbertson for 
leting me say a few words this afternoon, 
because I should like the oppoztunity of 

congratulating Mr. Culbertson 
himself on the, as it seems to mr. extras. 
dinarily feir objective way in which the 
discussions of this Round Teble have heen 
carried on. I marked with great apprecis- 
ticn the fact that, in dealing with subjects 
which are highly controversial, the facts 
are always clearly slated withovt color. 
And | think it is a very great tribute to 
him and the way the whole Round Tebic 
is conducted that it in so. Tt is also a erect 
tribute to the Institute of Politics, 

In substance and in preceutation 
this volume is a dislinct contribution 
to the facts that determine the whole- 
someness of international relations o> 
the one hand, and the need for respon- 
sible goverament in interuetionar sela- 
tions on the ciber. The subject is 
handled in a masterful and convinciag 
manner. Mr. Culbertson bas bajancec. 
well the various interests involycd. 
His conclusions looking toward a mere 
just and effective world order he las 
reached with the poise of the sehon 
and of the experienced admiinistretor 

CLYDE L. Mave, 
kario” 


Raw Materials and Foodstuffs in the Commercial 
Policies of Nations 


By Wri1am S. CULBERTSON 


* CHAPTER I 
THE BASIS OF NATIONAL POWER 


YESTERN civilization has been 
deeply influenced by economic 
factors. Every phase of our life re- 
flects the results of our modern meth- 
ods of production and distribution. So 
much that goes en about us we accept 
as everyday commonplaces. Yet 
these very commorplaces constitute 
the basis of our life. The production 
of products in factories and on the 
ranch or farm, the flow of commerce 
from one section or country to another, 
the accumulation and investment of 
capital, the development of transporta- 
tion on land and sea, the rapidly grow- 
ing systems of communications, the 
distribution of raw materials and 
energy resources—-these are factors 
which shape and in some cases deter- 
mine our political and social life. 
-They are often obscured by political 
and personal conditions and the results 
are proposals or conceptions which 
have no relation to the essential facts. 
For example, it is proposed to outlaw 
war by resolution. This is a naive 
conception of our modern world which 
contemplates the removal of the possi- 
bility of war by a mere agreement that 
war shall not be. Just as far from the 
truth, however, is the contention that 
war is an inevitable accompaniment of 
human relationships. 


Economic Causes of War 


The objective occasions of war would 
soon disappear if the external causes 
tending to make war inevitable were 
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removed. But we cannot stop war by 
peace resolutions so long as we have 
those external causes operating, The 
efforts of those who seek peace must be 
concentrated upon the removal of the 
causes of war and the provision of guar- 
anteegs of security which will make 
armed force unnecessary. If we are to 
understand our modern world, we must 
recognize that war follows in necessary 
sequence upon causes arising out of the 
processes of production, trading and 
financing. Personal and political 
factors necessarily are added to and at 
times obscure the economic causes of 
rivalry between nations. Not infre- 
quently the economic causes of war are 
entirely lost sight of at the time of 
crisis. Propaganda is resorted to. In 
the stress of patriotism and sentiment 
the purposes of the war are summed up 
in a phrase or idealized declaration 
which may be related only remotely to 
the basic causes of the struggle. 

Wars are frequently ascribed to po- 
litical and personal differences which 
may be the immediate cause of the con- 
flict, but which have arisen from more 
fundamental economic differences ex- 
isting between the warring nations. 
The complexity of modern life is such 
that even the close observer often fails 
to realize the forces which are operating 
—but this is not strange since the very 
leaders in the business of producing,. 
trading and financing seldom under- 
stand the political consequences which 
may follow upon their daily actm 


Q THE ANNALS OF THE AMERICAN ACADEMY 


Nati8nal security and the preservation 
of world peace depend upon an analysis 
of the ecgnomic basis of our society and 
the provision of means of adjusting 
economic disputes before they reach 
the stage of political differences þe- 
tween nations. Nations which are at 
peace today can argue themselves into 
a false security through peace societies, 
and through pleasant references to 
their past relations, but if economic 
rivalry is permitted to go on unre- 
strained, unsuspecting peoples will 
awake some morning and find them- 
selves at war. War is not a necessary 
accompaniment of human relation- 
ships, but the causes of war are 
imbedded in our economic life and, if 
they are not removed, war follows in- 
evitably upon them. 

For the purposes of the present dis- 
cussion it is not necessary to consider 
the question whether or not all inter- 
national wars are caused by economic 
rivalry. Certainly history records 
wars to which the economic factors 
have had remote, if any, relation. The 
important thing to recognize is that 
wars do result from economic causes. 
The relations of nations are not always 
complementary; they are often an- 
tagonistic. Competition between two 
national groups for markets, sources of 
raw materials and opportunities to in- 
vest capital, if persisted in and if vital 
to national welfare, sooner or later re- 
fiects itself in rivalry between govern- 
ments and peoples. This may be 
proper or improper. But before we 
can have an intelligent opinion on it we 
must recognize that it exists. To 
speak of the economic causes of war has 
been considered improper and even 
disloyal. It must not be so any longer, 
If the menace of modern war, which 
mow is the curse and disgrace of our 
civilization, is to be removed, we 
must know what we are fighting 
aout. 


Tus BACKGROUND or MODERN 
COMMERCE 


1. Territorial Conquests 


A glance at the background of our 
modern world is necessary to an under- 
standing of its problems. The first 
fact of importance is the territorial con- 
quests of the son-European world by 
the discoverers, explorers, adventur f 
and settlers in the 16th, 17th and 18th 
centuries. The first nations to/par- 
ticipate actively ip this conquest were 
Portugal and Spain. The Portuguese 
ships went east around the southern 
cape of Africa and made their way to 
India and the Spice Islands. They 
thus broke the monopoly which the 
Venetians held of ‘the trade with the 
East by way of Egypt. Trade in those 
days consisted chiefly of articles of 
smal] bulk and high unit value such as 
teas, spices and silks. The Portuguese 
Government maintained a state mo- 
nopo:y in trade with the East and all 
interlopers were dealt with severely. 

Spanish ships sailed westward and 
laid the foundation of Spanish culture 
in the Americas. Spain also sought to 
establish trade monopolies. Not only 
were other Europeans excluded from 
trade with the Spanish colonies in the 
new world, but the movement of 
Spanish ships was strictly regulated in 
accordance with what was conceived to 
be the interest of the state. 

It is a striking commentary on the 
religious and political conditions of the 
15th century that the Pope could di- 
vide the non-European world by the 
Treaty of Tordesillas (1494) between 
Spain and Portugal. 

The trade monopolies of Portugal 
and Spain soon led the Dutch to seek 
a greater share of the profits. No 
longer content merely to act as dis-° 
tributing agents from Spanish and 
Portuguese ports, the Dutch attacked 
boldly the Portuguese in the east and 

i 


S a 


Raw MATERIALS AND FOODSTUFFS 8 


the Spanish in the west. Before the 
end of the 17th century, Portugal had 
lost to the Dutch the Spice Islands, in- 
cluding Ceylon, and retained only a few 
trading points on the coasts of Asia and 
Africa. The Dutch had also estab- 
lished settlements in Guiana and at 
the Cape of Good Hope. Tke Dutch 
trade conquest had beer? accomplished 
through powerful trading companies 
which were granted the sovereign rights 


~ of making treaties, raising armies and 


conducting local government, and war 
was looked upon as a necessary accom- 
paniment of a business venture. 

In the meantime, France and Great 
Britain bezame interested in trade with 
the non-European world. A blow was 
struck by the English about the middle 
of the 17th century against Dutch 
trade by the enactment of stringent 
navigation laws the purpose of which 
was to “clip the wings of the Dutch.” 
The Dutch trade monopoly was gradu- 
ally whittled down until, in the 18th 
century, France and Great Britain 
faced each other as the chief colonial 
rivals of the world. Just before the 
middle of the 18th century began that 
great struggle between these countries 
for world supremacy. It was con- 
tinued in the Seven Years War (1756- 
1763), and did not conclude until 
the Congress of Vienna. France was 
ousted from Canada, from India and 
from various lesser colonies. Thus, in 
spite of the loss of the thirteen Ameri- 
can colonies which occurred during this 
period, Great Britain laid the founda- 
tion of her great empire. 

The effect of the discoveries and con- 
quests upon the non-European world 
was far-reaching. In the temperate 
zone outside of Europe, the foundation 
was laid for settlement colonies which 
were subsequently to become nations, 
rivaling in power the nations of Europe. 
The United States became independent 
and, with the purchase of the Louisiana 


Territory from France, the foundation 
was laid for a great state. The begin- 
nings of a nation appeared if South 
Africa. In South America colonies 
developed which early in the 19th cen- 
tury became independent nations. 

Africa, except in the extreme south 
and in the extreme north, was hardly 
touched by this first wave of conquest 
of the non-European world. Trading 
posts were established on the coast, 
but the life of the interior was ‘prac- 
tically in no case affected. The civili- 
zations of Asia were not affected by 
Western ideas. In a few isolated in- 
stances, as, for example, Java, the life 
of native peoples was interfered with, 
but‘in general their manners and cus- 
toms, both in Africa ‘and Asia, re- 
mained undisturbed. 

The character of trade and industry 
during the centuries preceding the Con- 
gress of Vienna contrasted strikingly 
with trade and industry today. The 
ships were small and the quantity and 
variety of products which were carried 
extremely limited. The goods carried 
were chiefly luxuries and had relatively 
little relation to industry as it was then 
conducted. Industry itself was in the 
handicraft stage. Capital had not ac- 
cumulated; division of labor had not 
developed; the laborer performed prac- 
tically all of the processes necessary for 
the making of any given article. He 
sold it himself and thus received the full 
value of his labor. Those raw mate- 
rials used were the raw materials close 
at hand and, even in such cases, the 
methods for preparing them were crude 
as compared with those of the present 
day. 

The state policy which in general 
guided the statesmen of this period has 
been called mercantilism. Its chief 
principle was the use of the power of 
the state to gain economic and political 
prestige. Typical policies of the pg- 
riod were harsh navigation lews, hig 
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tariffs, prohibition, trade restrictions 
and commercial wars. Colonies were 
desired “because it was believed that 
they would add to the economic and 
political strength of nations. World 
affairs were directed from Europe and 
in the interests of European nations. 
The non-European world consisted of 
pawns in the game played by European 
states. 


2. The Industrial Revolution 


The second factor of great impor- 
tance which lies at the basis of our 
modern life is the advance in produc- 
tion, science and business organization 
which began at the end of the 18th 
century. Its effects were felt first in 
Great Britam. In that country, the 
basis of the new industrialism was laid 
which now prevails in Western states 
and is spreading to Asia. The begin- 
nings of this revolutionary change in 
our economic life were characterized by 
a series of great mechanical inventions. 
Steam was applied to machinery. The 
old spinning wheel began to give place 
to power spinning; the hand loom to 
the power loom. The cotton gin was 
invented. ‘Technical methods handed 
down from father to son, and in their 
essentials centuries old, gave way 
gradually before the new machine pro- 
duction. The early inventions were 
but a beginning. As time went on, the 
complex structure of modern industry 
was reared. Machinery was gradually 
applied to practically every industry. 
Scientific discoveries increased the ef- 
ficiency of industry. Chemistry and 
physics, biology and geology all con- 
tributed to laying the foundation of 
industry, which has led to the charac- 
terization of our life as a machine 
civilization. , 

Laborers no longer worked individu- 
ally, but were gathered into factories 
Where they obtained a share of the in- 
come of*society from a wage. The 


control of industry fell into the hands 
of a capitalistic class. Capital accu- 
mulated in large quantities and busi- 
ness organization was perfected. J 
Production began on a large scale. 
Great quantities of standardized prod- 
ucts were turned out so that things 
which h&8d been luxuries for the rich 
became tht comforts of the common 
man. In addition to capital, business 
organization and labor, large-scale 
production also required power to turn 
the machinery, lafge quantities of inex- 
pensive raw materials and transporta- 
tion. Coal became the very basis of 
industrial development. It was Eng- 
land’s coal which contributed not the 
least to her rapid rise as an industrial 
power. Raw materials, frequently 
bulky, had to be transported long dis- 
tances. 

Soon after the middle of the 19th 
century this was made possible by a 
further improvement in the technique 
of our civilization. Steam had been 
applied to transportation and there 
was now rapidly developed a vast net- 
work of railroads and steamship lines. 
The character of transportation was 
changed. The carrying capacity had 
increased and now bulky foodstuffs 
and raw materials became important 
factors in the carrying trade of 
the world. Communication was im- 
proved. Not only was the useful 
postal service established, but electrical 
communication—cable and radio— 
virtually abolished time and space in 
the distribution of news and commer- 
cial information.! 

During this period political philoso- 
phy, as well as other lines of thought, 
was dominated by the idea of individ- 
ualism. This philosophy appealed to 
the prejudices and served the purpose 
of the new industrial and trading class 

1 Ses page 240. The Effect of Cable and Radio 


Control on News and Commerce. Admiral 
W. L. Rodgers, United States Navy. 
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in Great Britain. It was a part of the 
general movement away from restraint 
in all lines, which characterized the lat- 
ter part of the 18th century and the 
first part of the 19th century. It first 
was applied to domestic industry with 
disastrous social effects and Jater be- 
came the basis of the free-trade move- 
ment in England. j 


3. Modern Imperialism 


A third factor which characterizes 
our modern world and which followed 
upon and is to some extent a conse- 
quence of fhe first two factors is the 
growth of a modern type of economic 
imperialism. The roots of this devel- 
opment are found in the nature of 
capitalism itself. The capitalistic or- 
ganization of machine production tends 
to produce more goods than can be sold 
at a profit. Capital also tends to accu- 
mulate rapidly. In other words, con- 
sumption both of goods and of capital 
tends to lag behind production. The 
capitalistic class, therefore, which is in 
control of modern business, is con- 
stantly seeking new markets in which 
to dispose of goods and new opportuni- 
ties for the investment of surplus 


- capital. 


These statements are not made in 
condemnation of capitalism. For the 
time being, no more successful organi- 
zation of our economic life is available 
and capitalistic production is probably 
the best means for the development of 
world resources. However, it is neces- 
sary, if maladjustments and conflicts 
are to be avoided, that we understand 
fully the tendencies and possibilities of 
capitalistic expansion. 

These tendencies of capitalism ap- 
peared first in Great Britain. Other 
nations, however, particularly the 
United States and Germany, soon 
realized that their political strength 
depended upon their economic strength 


‘and they began to follow England’s ex- 


# 


ample. They erected tariffs against 
English goods. The United Stgtes, be- 
ing rich in natural resources and having 
a vast home market for its own in- 
dustries, was at first little interested in 
foreign trade and in the development 
of a colonial empire. But Germany, 
like England, began to look abroad for 
markets and for sources of raw 
materials. 

A second conquest of the non-Euro- 
pean world, which began about 1880, 
was destined to be more thorough and 
far-reaching in its consequences than 
the conquest which followed the dis- 
coveries of the 15th and 16th centuries. 
European nations, barred from Latin- 
America by the Monroe Doctrine, 
turned their attention to Africa, Oce- 
ania and Asia. Africa was partitioned. 
France and Great Britain from old 
possessions on the coast pushed into 
the hinterland and preémpted large 
areas of “unoccupied” land. Leopold 
launched his venture—a business ven- 
ture—in the Congo region. Portugal 
clung to those parts of her colonies that 
were left after the first impact of the 
colonial conquest of the continent. 
Germany, realizing that it was behind 
in the colonial race, annexed a million 
square miles of tropical Africa. A like 
scramble for territory went on in the 
Pacific. In Asia, spheres of influence 
were staked cut within which the re- 
spective Western nations were to have 
first lien on commercial privileges and 
which were to become protectorates or 
colonies if the Asiatic governments con- 
tinued to crumble before Western “civ- 
ilizing’” methods. 

Along with this extension of Euro- 
pean political control over Africa, Oce- 
ania and Asia went the development 
of trade. European industries sought. 
larger profits in the sale of their 
products overseas. Enormous trading 
companies, in some cases with politica 
power, were chartered and granted con- 
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cessions to trade within large areas of 
Africa and of the Pacific Islands. In 
Asia Western products were offered to 
the natives in increasing quantities. 
Then followed a period of the invest- 
ment of capital. Concessions were 
granted for the exploitation of minerals 
and for the development of plantations. 
Large sums of money were loaned to 
weak governments in Southern Asia 
and in Northern Africa. Europe began 
to force itself, through its economic or- 
ganization, into the very life and civi- 
lization of the African and Asiatic 
peoples. 


CONSEQUENCES OF Economic 
IMPERIALISM ° 


Two consequences (of the many)* 
of this rapid expansion of industry, 
trade and finance are especially signifi- 
cant. In the first place, it has im- 
creased the rivalry and conflict among 
Western nations. The building of ar- 
maments during the last fifty years is 
traceable to the rivalry of European 
areas. The ideas of economic imperial- 
ism thus affected the conduct of mod- 
ern Industrial states. In many of its 
features the situation was not unlike 
that created by the mercantilism of 
Colbert, Cromwell and Frederick the 
Great. The power of the state was 
thought to depend upon colonial pos- 
sessions, the control of markets and re- 
sources of raw materials, and upon the 
investment of capital in economically 
backward countries, and to get and 
hold these economic privileges arma- 
ments and war were regarded as 
justifiable. 

The same rivalry is illustrated by the 
contest between certain nationals of 
the United States, Great Britain and 

. France, supported in various degrees 
by their respective governments, for 


2 See page 256, for a discussion of population 


nd other factors by Professor Archibald C. 
Coolidge, “of Harvard University. 


the control of petroleum concessions. 
Furthermore, the struggle between 
France and Germany for the control of 
the Ruhr is a struggle for the national 
power which that nation will have 
which controls the Lorraine iron, the 
Ruhr coal, and the steel plants of 
German* and of France.? 

The second consequence of the ex- 
pansion of the economic life of the 
West is a clash between Western and 
Oriental civilization. The people of 
Asia resent being £uropeanized. Japan 
adopted the material machinery of the 
West and with it threw ôf Western 
control. Western methods in Asia are 
forging weapons which may some day 
be turned against the West. 


Critics OF Economic [MPERIALISM 


Economic imperialism in the modern 
world has not been without its critics. 
Counter-forces have at several points 
operated effectively. 

Nationalism has in some instances 
been a counter-force. Japan, ~ India 
and Persia are examples of developing 
nationalities which have checked mod- 
ern imperialism, but one of them— 
Japan—has developed an imperialism 
of its own. Protective tariffs—an ex- 
pression of nationalism—in the self- 
governing Dominions of the British 
Empire have tended to decentralize the 
industry of Great Britain. The rise of 
small nationalities in Europe is also a 
protest against an imperial state. 

The labor movement, particularly in 
Great Britain, has been opposed to 
modern economic imperialism. Its 
leaders have been effective in their 
analysis of the overseas’ growth of 
capitalism. 

Finally, there have been a number of 
movements in favor of international 


3 Leith, C. K.: “The World Iron and Steel 
Situation in its Bearing upon the French Occupa- 
tion of the Ruhr.” Foreign Affaire, June 15, 
1923, p. 186. 
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+- coöperation which, to a greater or lesser 
degree, have modified the force of 
imperialism. They imclude missions, 
internationalsocieties, scientificand sta- 
tistical organizations. The chief rea- 
son why these agencies have not been 
more effective is that they do not seem 
to understand the real issues ifvolved. 


a 
Economic Rrvatry IN Raw 
MATERIALS AND Foopstrurrs 


Of the larger world questions briefly 
summarized thus far*in this chapter, 
the problem of raw materials and food- 
stuffs is one This problem will serve 

k to illustrate the issues which arise and 
the causes of economic rivalry in the 
modern world. No more effective way 
to check the tendencies which today 
lead toward war can be found than by 
analyzing and giving publicity to the 
basis of national power. 

The power of a nation rests prima- 
rily upon the independence and energy 
of its population. This, however, is 
not sufficient to make a nation power- 
ful in world affairs. There must be an 
industrial, an economic basis, which 
gives the nation strength and power. 
There must be economic diversifica- 
tion. An adequate food supply is es- 


TF 


d 
sential, as is also a development of 
manufacturing industries. 

Manufacturing, however, cannot de- 
velop unless a nation has adequate 
energy resources and a control of ade- 
quate supplies of essential raw mate- 
rials. The chief sources of energy used 
in production and distribution are: 


Coal 
Petroleum 
Water power 


The energy resources of different 
countries is dependent upon their geo- 
graphical and geological positions, and 
upon this, to a large extent, depends 
their political power. The following 
is a discussion of the energy resources 
of certain countries by Dr. Thomas T. 
Read, of the Federal Bureau of Mines: 


The real basis of power of a nation is its 
energy resources, rather than its man- 
power strength. The modern way to use 
the energy of a man is to employ it m a 
way similar to the little detonator of the 
big explosive shell; the little charge sets off 
the big one and does an amount of work 
far in excess of its own capacity. The 
energy output of an average workman is 
about a tenth of a horse-power. The energy 
expended by a coal miner in an eight-hour 
day thus amounts to about that available 


Engerer Resources 


COUNTRY 
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Coan PETROLEUM WaTERPOWER 
(MILLIONS OF (Marons or | (MiLuIoNns oF 
Hr. Yrs.) Hr, Yra.) Hr. Ygs.) 
500,000 400 37 
200,000 60 2D 
48,000 g 24 
49,000 40 224 
27,000 (?) l 
19,000 (?) 4 
17,000 280 13 
14,000 45 1 
11,000 70 27 


A * Based on estimate of coal resources given in Coal Resources of the World by Internationa! Geo- 
logical Congress. Later estimates appearing in the China Year Book credit China with very muche» 
smaller amounts of coal. 
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from 8 pounds of coal. A Japanese mimer, 
who gets out 1,400 pounds of coal a day, 
thus multiplies his energy by 700. It is 
somewhat like planting one grain of wheat 
and having 700 grow from it. The Ameri- 
can miner gets out 8,800 pounds of coal in 
a day and so multiplies his energy by 4,400. 
There are 41 million wage earners in the 
United States and their energy output is a 
little over 4 million horsepower, or only 9 
times the potential energy output in the 
form of coal, of 100 miners. The power 
minerals, coal, petroleum and water power, 
are, therefore, the real sources of strength 
in an industrial civilization. 

Just where the United States stands on 
this basis is best brought out by some com- 
parative figures which may be stated in 
millions of horsepower years, so that the 
figures will be easier to handle. Taking the 
estimates of probable and possible available 
coal, petroleum and waterpower in the 
principal countries of the world, and reck- 
oning them in terms of millions of horse- 
power years, they line up something like 
this: (See table on page 7.) 

No other country than these has as much 
as one fiftieth part of the total energy re- 
sources as the United States, and it is quite 
evident that many parts of the globe never‘ 


4What of industrial alcohol from tropical 
vegetation? 

The figures of the energy resources of the 
world called forth some discussion in open con- 
ference. General Crozier questioned the au- 
thority of the figures given in regard to the coal 
resources of China (t.e. two hundred thousand 
million horse power years). He stated that the 
head of the Chinese Geological Service had told 
him that Chinese coal would not last 40 years if 
used as rapidly as that of the United States was 
now being used. 

Mr. Edward P. Warner, of the Massachusetts 
Institute of Technology, pointed out that the 
figures show immensely greater totals for the 
coal resources than for oil and water power. 
The present consumption of oil in the United 
States would exhaust our supplies in 50 years 
and the present world consumption would ex- 
haust the world’s oil, excluding shale oil, within 
approximately the same period. An amount 


* equal to the power now used could be obtained 


from water. With the improvements in the 
transmission of electrical power it is daily be- 


ming more feasible to make use of water power. 


desades ago electricity was transmitted at 


can support an industrial civilization of 
any magnitude, for they simply have not 
the resources of energy. 

Countries differ greatly in the degree to 
which they have developed their resources. 
The United States had resources before 
1492 even greater than now, because they 
were all unused. China is in somewhat the 
same posttion today as the United States 
was 400 vears‘ago. Japan, on the other 
hand, is an example of a country that has 
developed its very limited resources to a 
large extent. Japan’s energy resources are 
less than one five-hundredth part of those 
of the United States and therefore the Jap- 


10,000 volts pressure; recently ithad been sent 
experimentally at one million volts, saving 99 per 
cent of what would formerly have been lost on 
the way. In the long run, therefore, we can 
count on greater power from water then from 
oil, On the other hand, there is nothing to take 
the place of the lubricating oils derived from 
petroleum. To a certain extent, but only to a 
certain extent, castor oil and graphite can take 
its plece. Lubricating oils are as essential to the 
age of machinery as is power. The power now 
derived from gasoline and other lighter oils can 
be obtained from industrial aleohol. Our policy, 
therefore, should be to save our petroleum for 
lubricating oils and develop our water power 
resources to furnish power. 

Professor Campbell commented upon the 
prospective exhaustion of our oil resources, 
drawing the moral that we should improve our 
methods of consuming coal. For instance, there 
had developed a method of gasifying coal com- 
pletely in one process. Instead of .producing 
gas and coke, this process produces gas with no 
residue except ash. The same amount of plant 
can thus turn out 24 times as much gas as before. 
The lower-grade coal which will not stand the 
cost of transportation can thus be turned into 
gas and the power derived from this gas can be 
transmitted as electrical power. 

Dr. Adam Shortt stated that Western Canada 
hes no water power east of the Rockies and no 
coal through considerable areas. The Cana- 
dians, however, are experimenting with the 
production of electricity from lignite in big 
generating stations situated at the mines, and the 
power is easily distributed through the Prairies 
in the form of electricity. 

Miss Ila Grinnell raised the question whethèr 


the production of industrial alcohol on a large _ 


scale might not produce changes in the sug- 
gested ranking of the energy resources of the 
nations. 
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$ anese cannot afford to use their energy for 


ga 


rough uses that require large quantities 
such as in breaking stone. Weaving silk 
or decorating porcelain requires but little 
energy in proportion to the selling value of 
the finished product, and the natural de- 
velopment of the Japanese people will be 
toward industries that require q high de- 
gree of skill and relatively dittle energy. 


EssEnTIAL Raw MATERIALS 


Equal in importance are certain 
essential raw materials, especially iron 
ore. An exhaustive’ list of raw ma- 
terials is not necessary in the present 
discussion.” The following list, how- 
ever, will be suggestive of the scope of 
the raw materials problem: 


Animal 
Hides and skins 
Silk 
Wool 
Mineral 
Metals 
Antimony 
Chromite 
Copper 
Graphite 
Tron ore 
Lead 
Magnesite 
Manganese 
Mineral oils 
Molybdenum 


Chemical raw materials 
Iodine 
Nitrate 
Phosphate 
Potash 
Sulphur and pyrites 
Salt 


r— Clays and building materials 


Asbestos 
China clays 


Lime 

Mica 
Vegetable 

Abaca (Manila hemp) 

Camphor 

Castor beans and castor oil 

Gutta percha 

Hemp 

Henequen 

Jute 

Kapok 

Resin 

Rubber 

Shellac 

Sisal 

Turpentine 

Vegetable oils 

Ap equal dégree of importance in the 
commercial policies of nations is ob- 
viously not to be attached to all raw 
materials. Some are more vital in 
national life than others. A division 
might be made between those energy 
resources and raw materials which are, 
and those which are not, likely to 
cause international complications. But 
such a division is relative. Those 
resources and materials which are 
likely to cause international difficulty 
are the energy minerals—coal and oil— 
which are essential and exhaustible 
and a considerable number of products 
which are more or less complete natural 
(or artificial) monopolies of certain 
countries or groups of countries. 
Others may become temporarily im- 
portant as a result of temporary in- 
terruption of a supply or of transporta- 
tion, and in time of war the need of 
self-sufficiency in a wide range of ap- 
parently unimportant materials is em- 
phasized dramatically. 


Tae COMMERCIAL POLICIES 
OF NATIONS 


What has been said indicates that in, 
the modern world geology and geog- 
raphy have a close relationship to the 
commercial policies of nations. Ige 
norance of this fact or a failute to ad- 
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mit it candidly has been responsible for 
many misguided efforts toward peace. 
A desi% to control coal and iron ore 
deposits or petroleum deposits has at 
times‘ been the determining factor in 
boundary disputes. It is a fact of 
major importance that energy re- 
sources and essential raw materials are 


not equitably distributed over the 


earth’s surface. Nations, favored geo- 


logically or climatically, tend to shape 
their policies to conserve, develop and 
even monopolize the resources within 
their own borders; nations,’ poor in 
resources, if they aspire to a position of 
influence in the councils of nations, 
seek colonies, spheres of influence, or 
guarantées which will assure them a 
supply ofethé essentials necessary to 
building a modern economic state. 


| CHAPTER I . 
IMPORT DUTIES ON RAW MATERIALS 


Perhaps the most obvious measure 
used by nations to increase their 
self-sufficiency and to diversify their 
economic life is the import tariff. 
Nations usually show their first con- 
cern for the conservation and develop- 
ment of resources withm their own 
borders. In the case of countries 
favorably located climatically and 
favored by nature with geological 
deposits of important raw materials, 
this aspect of commercial policy as- 
gumes greater importance than it does 
in the case of countries having limited 
resources within their own borders. 

About the time free-trade economists 
had reached, to their satisfaction, the 


"A fairly loose use of the word “nation” 
seems unavoidable without constantly interrupt- 
ing the train of thought with explanation. The 
word “nation” may mean in this discussion the 
people of a given organized political unit, or their 
government, or even groups of nationals operat- 
ing more or less with the approval or support of 
their government. It is sgid, for example, that 
Great Britain has many millions invested in a 
given country. What is probably meant is that 
Britiah citizens have invested in private enter- 
prise in that country or they have bought{bonds 
issued by the foreign government. Govern- 
ments usually, but not always, are interested 
indirectly. The part they play ranges alli'the 
way from exercising a general oversight of the 
activities of their nationals, to see that fair’and 
equal treatment is meted out, to masking in the 

ise of a private concern to accomplish definite 
political ends. 


conclusion that tariffs were to be 
abolished, the revival of economic 
rivalry among nations restored tariffs 
to a prominent place in the com- 
mercial policies of the world and today 
they are probably the most universal 
government measure affecting world 
commerce. ‘Tariffs, it is true, have 
been of chief significance in the 
development of manufactures. In- 
deed, the manufacturing class in in- 
dustrial countries has generally been 
opposed to duties on raw materials, 
and in European countries the rule has 
been to retain industrial raw materials 
on the free list. 


A CLASSIFICATION OF Raw MATERIALS 


In the United States, however, the 
political influence of the agricultural,’ 
forest and mining interests has resulted 
in the imposition of import duties on 
meny raw materials. For this reason, 
as well as because of the American 
interest in the problem, import duties 
on raw materials will be considered 
with particular reference to the United 
States. A classification is presented 

t See pages 200, 201 and 207. European Agri- 
cultural Policies, Dr, FE. M. Surface, Department, 
of Commerce; Relation of Population Growth and 
Land Supply io the Future Foreign Trade Policy 
af the United States, Dr. L. C. Gray, Department 
of Agriculture; Dizcussion on Agricultural Poli- 
cies, Mr. W. S, Culbertson. 
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as an appendix to this chapter which 
emphasizes the distinctions in com- 
mercial policy. The first division is 
on the basis of the dependency of the 
United States upon foreign sources. 
The second division is between repro- 
ducible and non-reproducible’ raw 
materials. The former are these which 
can be reproduced ovér g compara- 
tively brief period of time by cultiva- 
tion or breeding (¢.g. cotton or rubber). 
The latter are those raw materials 
which once consumgd are not at all 
replaceable by man (e.g. minerals), 
or at least pot within a brief period (e.g. 
forests). Minerals are classed as non- 
reproducible with a full appreciation 
of the fact that prospecting may result 
in the discovery of new reserves. High 
prices or national necessity may thus 
bring out new supplies, but the dis- 
tinction still remains and the pos- 
sibility of exhaustion is merely removed 
to a later time. 

Any classification of this character is 
necessarily a rough approximation. 
Admitting that different opinions may 
place a given product in different 
groups, the broad classifications are of 
significance in analyzing the general 
problem.? This classification places 
raw products into three groups: 


The Practical Need for Inter- 
Mr. C. E. 


7 See page 189. 
national Conservation of Minerals. 
Julihn, Bureau of Mines 

$ The following classification was adopted by 
the British Dominions Royal Commission in its 
report in 1917 (Cd. 8462), pp. 66, ef seg.: 


Marerars of Waca ram Worup’s Requires 
MENTS ARM MAINLY on WH8SOLLY PRODUCED 
WITHIN THE EMPIRB 

We doubt whether it was realized before the 
war, that the Empire had substantially a monop- 
oly of the world’s production or distribution of 
certain most valuable commodities of commerce. 

Even if the fact were dimly recognized, no effort 

had been made by the Governments of the Em- 


‘pire individually, or in coöperation, to use these 


commodities to their commercial advantage. 

Canada produces much the largest proportion 
of nickel, cobalt and asbestos, and, in conjunc- 
tion with India, of mica. 


I. Practical Total Dependence 6f the 
United States on Foreign Countries. 

Il. An Adequate Domestice Supply 
and in Some Cases an Exportable Sur- 
plus. 

Ill. Not Produced in Sufficient 
Amounts in the United States to Satisfy 
Home Consumption, and Domestic Sup- 
ply Must Therefore Be Supplemented by 
Imports from Foreign Countries. 


Each of these classes is subdivided 
into reproducible and non-reproducible 
raw materials. 

No useful purpose will be served by a 
detailed discussion of the raw materials 
listed in this classification. Many of 





Néw Zealand produces practically the only 
supply of Kauri gum and phormium fibre. 

The Union of South Africa has the virtual 
monopoly of diamonds and ostrich feathers. 

India has a monopoly of jute, whilst the West 
African Colonies yield the major portion of the 
world’s supply of palm nuts and palm kernels, 
and the Eastern Colonies of plantation rubber, 

The British Empire produces about 40 to 45 
per cent of the world’s total supply of wool. If 
merino wool only is taken, the proportion is 
much higher. The Empire also produces over 
60 per cent of the world’s output of gold. 


MATERLALS oF WEICH THE EMPIRE'S Requme- 
MENTS ÅRE APPROXIMATELY EQUALLED BY 
ExemE PRODUCTION 


The second category embraces many staple 
foodstuffs and commodities of which the produc- 
tion is widespread both in the Empire and else- 
where. In many cases the position is that whilst 
the Dominions are self-supporting, the United 
Kingdom isnot. Wheat, meat, butter, wool and 
cheese are examples of this kind. 


ÅRTICLES MAINLY PRODUCED AND CONTROLLED 
OUTSIDE THE EMPIRE 

It is in this group of articles that the possibility 
of economic pressure from foreign countries con- 
trolling supplies of raw materials requires es 
pecially to be provided against, and that Govern- 
ment action is most needed in order to promote 
economic independence. In our opinion no 
general remedy applicable to all classes of goods 
exists; the action needed must vary in character 
with each article and the precise line to be taken 
in each cage can only be suggested to the Govern- 
ments interested after careful examination by the 
best expert authorities. : = 
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them will be referred to in subsequent 
chapters to illustrate different com- 
mercialgpolicies. Only a few will be 
discussed at this place for the purpose 
of bringing out the principles involved 
in levying import tariffs on raw mate- 
rials. General theories do not help very 
much in tariff making, but there are 
certain broad principles which help to 
define the field. This is the purpose 
which led to this classification. 


I. Raw MATEBIALS FOR WHICH THE 
Unirep States 1s Toray De- 
PENDENT. 


In the first place, then, consideration 
will be given to raw materials for a 
supply of which the United States is 
totally or almost totally dependent on 
foreign countries. Three important 
textile fibres are not produced in the 
United States—sisal, jute and silk. 
Yucatan dominates the world market 
in stsal, but manila from the Philip- 
pines is a substitute limiting the con- 
trol of the sisal producers. India’s po- 
sition in jute, and Japan’s in suk are 
almost monopolistic. No satisfactory 
substitute has been found for jute, but 
artificial silk is becoming an important 
competitor with natural silk. Rubber 
is another product of which we must 
get our entire supply from abroad. 

Certain branches of the American 
vegetable oil industry are largely de- 
pendent upon foreign sources of raw 
material. Notable among these is the 
copra-crushing industry. Our supply 
of copra, the raw material of coconut 
oil, comes chiefly from the Philippines. 
None is produced in continental 
United States. Coconut oil is used 
principally in the soap industry and to 
a less extent in oleomargarine and lard- 
substitute manufactures. The product 
af domestic crushers comes into com- 
petition with imported coconut oil and 
indirectly with other foreign and do- 
Teastic vegetable oils and animal fats. 


Tin is the only major metal not 
found in the United States in deposits 
of sufficient purity and extent to justify 
a domestic mining industry. Small de- 
posits have been found at widely sep- 
arated points and attempts have been 
made to develop them, but up to the 
present time the domestic output has 
been absolutely negligible. None of 
these devefopments justify any hope 
that the United States can ever be- 
come independent of foreign sources of 
supply. The countries of largest pro- 
duction in order of their importance are 
the Malay Peninsula, Bolivia, Dutch 
East Indies, China and Nigéria. Brit- 
ish interests have prohibited the ex- 
portation of tin ore® and concentrates 
from British possessions, and we are 
dependent upon British territory for 
much of our supply of refined tin. 

There is, as a matter of fact, no 
economic justification for the smelting 
of imported ore in Cornwall, where 
most of the British works are located. 
Not only is there no good port, but 
both fuel and raw materials must now 
be brought from a distance. The loca- 
tion of this business is a survival of the 
days when the Cornish mines were able 
to produce a large output. The British 
smelting interests have attempted to 
hold control of this industry by the 
imposition of differential export taxes 
on tin ore and concentrates in the col- 
onies. Unless it can be proven to the 
satisfaction of the Governmentthatsuch 
ores or concentrates are to be smelted- 
and refined in England or a British 
possession a prohibitive surtax is levied. 

In spite of this limitation of raw ma- 
terial American smelters have recently 
invaded the field of tin reduction, and 
it is this branch of the industry in 
which the United States may become a 
real factor in production. The do-: 
mestic industry depends upon Bolivia 
for its ore supply. 

9 For further discussion see chapter V. 
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The United States is practically to- 
tally dependent on outside sources for 
its supply of platinwm. In the years be- 
fore the European war 90 per cent of 
the world’s supply came from Russia. 
Since 1914, at first due to the war and 
later to the general disorganization, 
the production of this metal af least for 
export ceased. As paoduction from 
the Russian field fell off, the Colombian 
deposits (controlled by American capi- 
tal) were developed until they supplied 
the bulk of the world’s needs. These 
deposits are not as extensive as those 
in Russia, and the great demand has 
seriously depleted their reserve. 

Three big corporations control the 
entire world’s production of nickel. 
The largest of these is an American 
company—The International Nickel 
Company—but its mines are situated 
in Canada. A French company, So- 
ciété Anonyme de Nickel, has plants in 
England and France operating on ore 
from New Caledonia. The only other 
important producer is the Mond Nickel 
Company, which sends its Canadian 
ore (matte) to Wales for refining. The 
country of largest production is Can- 
ada. Her great ore bodies at Sudbury, 
Ontario, furnish fully 60 per cent of the 
world’s output. New Caledonia, a 
French colony in the South Pacific, 
supplies most of the remainder. ‘The 
deposits in the United States are low 
grade, scattered, and unimportant as 
compared with the enormous ore de- 
posits of Canada and New Caledonia. 
Until recently most of the world’s 
nickel was refined in American plants, 
but as a result of increasing agitation 
in Canada for the home refining of the 
Sudbury matte & refinery was erected 
at Port Colburn, Ontario, during the 
war and the American plant has been 
‘dismantled. There is also some agita- 
tion for protection either in the form of 
a bounty or an export tax on the ore 
and matte to foster the industry in 
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Canada. It is fairly certain that gn the 
future we shall be wholly dependent on 
foreign sources for our supply $f nickel 
except a sporadic output at one smelter 
in Missouri and from another in New 
Jersey, the latter utilizing New Cale- 
donian matte. 

Domestic deposits of antimony are of 
both high and low grade, but are widely 
scattered and of doubtful importance. 
Previous to the sudden stimulation in 
1915 and 1916, antimony mining in the 
United States was insignificant. In 
1918 some half-dozen mines main- 
tained operations, but they contrib- 
uted less than 2 per cent of the do- 
mestic requirements. China has large, 
eagjly mined and rich deposits, which, 
with cheap labor, make that country 
foremost among the sources of the 
world supplies. Deposits in other 
countries, notably Mexico, Canada and 
Bolivia, are much superior to those of 
the United States, but China can fur- 
nish the antimony supply of the world 
at costs that are extremely low. It 1s 
unlikely that American mines could 
furnish any large supply except at a 
very high cost. 

The amount of asbestos consumed by 
the United States annually exceeds the 
combined consumption of all the other 
countries of the world. For our supply 
of raw material we are dependent upon 
Canada, which supplies about 95 per 
cent of our total annual imports. 
Known deposits of asbestos in the 
United States are entirely inadequate 
to supply our domestic needs, and 
although efforts are being made by the 
Government to discover additional 
areas, it is probable that no very large 
deposits of this mineral exist in this 
country. Since the United States is 
the largest manufacturer of asbestos 
products in the world, a part of this 
product finds its way back to Canada. 
As a result of this, there has been in 
recent years agitation for the ense- 
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menù of an export tax or embargo 
having for its purpose the establish- 
ment oftransference of this industry to 
Canada. 

Obviously, such products as copra, 
tin ore, platinum, nickel, antimony and 
asbestos, of which practically our 
entire supply comes from foreign coun- 
tries, present many serious problems 
(e.g. the problem of military needs), 
but at least they present no protective 
import tariff problem. No American 
producers exist to ask for protection, 
and American consumers desire to get 
their raw materials from abroad as 
cheaply as possible. Revenue needs 
might lead to the imposition of a duty 
on these products, but usually they 
are on the free list. 


O. Raw Marerratrs or WHICH THE 
UNITED STATES Has an ADEQUATE 
Domestic SUPPLY 


In striking contrast with our natural 
poverty in the raw materials classified 
under the first main division of the 
classification is the richness of our 
position in other raw materials repre- 
sented by those classified under the 
second and third divisions. Our domi- 
nant position in cotton needs no com- 
ment in this connection. In our 
early tariff acts cotton was occasionally 
dutiable, but with the exception of a 
duty of 7 cents per pound on long 
staple cotton in the Emergency Act of 
1921 (now repealed) cotton has been 
exempt from duty since shortly after 
the Civil War. 

Canadian competition has resulted 
in import duties being imposed from 
time to time on forest prcducts, but in 
recent years a large percentage of the 
industry has favored free trade, partly 
on general principle, partly because of 
American holdings in Canada. 

In the case of crude metals and 
minerals we are absolutely dependent 
Of foreign nations for but few. In 


times of peace considerable quantities 
of certain minerals are imported as a 
matter of economic convenience and 
price, but if the occasion arises most 
of the minerals can be produced with- 
in our borders to supply domestic 
needs. 

Our domestic supply of lead ore.is 
ample for qur domestic needs. Chiefly 
because of competition from Mexico 
lead ore has been dutiable. Large 
quantities of lead, however, are im- 
ported in bond fgom Mexico, smelted 
and refined in American plants, and 
the pure metal re-exported., 

In respect to petroleum and sulphur 
the United States is on an export basis 
and under such conditions an import 
duty would not affect the price and 
would be merely nominal. 

Although we import large quantities 
of copper from South America and 
Mexico, our domestic production is a 
dominant factor in the world market. 
Our imports consist of crude metal 


(containing silver and gold) which is 


refined in domestic plants and the pure 
metal exported. Formerly we were 
dependent upon foreign sources for our 
supply of molybdenum, but the needs of 
war developed our domestic resources 
so that we advanced from a state of 
almost complete dependence to one 
of considerable overdevelopment. We 
have the largest iron and coal reserves 
in the world. Imports, when they 
exist, are to supply local or special 
needs. The Pacific Coast, for example, 
is supplied in part by the coal of British 
Columbia. We import considerable 
quantities of Swedish, Mediterranean, 
Cuban and South American iron ore— 
in some cases because it is cheap, in 
other cases because it is free from 
objectionable impurities, and in still 


other cases because it contains small’ 


amounts of nickel, chromium or man- 
ganese. We import from 10 to 20 per 
cent of our domestic consumption of 


x- 
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bauxite, used in the manufacture of 
aluminum. Both price and superior 
quality enter into these importations. 
We have very large reserves of this raw 
material. We also import considerable 
quantities of pure aluminum in the 
form of ingots, sheets and shapes, but 
this is a matter of convenienee or price 
since plant capacity afid pre supplies 
proved sufficient during the war to 
satisfy not only our own expanded needs 
but also a demand for export. 

Generalizations goncerning import 
duties on products listed under the 
second division (7.¢., raw materials of 
which we have an adequate supply and 
in some cases an exportable surplus) 
is not practicable except within limits. 
It would not be true to say that these 
products present no tariff problems. 
Producers of some of these products 
have been most insistent for protection. 
The very fact that the supply is ade- 
quate to domestic needs has been urged 
as a reason for reserving the home 
market by duties for the American 
producer. When the export trade is 
not an important factor in the trade, 
tariffs will favor the producer and, if he 
is strong, he will probably get protec- 
tion. 

When, however, there is a large ex- 
portable surplus, and particularly when 
the American product dominates the 
world market, tariff duties are merely 
nominal when they exist, except that 
without them there might be small local 
importations. Products lke cotton, 
petroleum and sulphur are naturally on 
the free list. Prices are fixed by inter- 
national competition or by monopoly 
and a tariff would have no effect if 
levied. 


LU. Raw MATERIALS or WHICH THE 
Unitep States Has AN INADE- 
QUATE SUPPLY 


The value of the classification of raw 
materials into reproducible and non- 


reproducible becomes more efident 
where consideration is given to the im- 
port tariff problems in the tMird divi- 
sion. If the environmental conditions 
are favorable, the quantity of the 
reproducible products can be increase 
by cultivation and breeding. Whether 
or not they are produced depends on 
such factors as price and competition 
with other lines of production (e.g., 
competition of dairying with sheep 
husbandry). If, then, a country wishes 
to encourage the production of these 
products, it can under certain condi- 
tions do so by imposing an import 
tariff which raises the price. Two 
very dissimilar cases—tobacco and 
wool—will be used to amplify the 
problems presented by products in the 
third division. 

Although the United States occu- 
pies an outstanding position as the 
world’s largest producer and exporter 
of leaf tobacco, our manufacturing in- 
dustries are dependent upon foreign 
sources for certain particular varieties 
of leaf required by them. Chief among 
these varieties are cigar wrapper, 
Havana filler, and Turkish cigarette to- 
bacco. 

Imports supply approximately 30 
per cent of the domestic consumption 
of cigar wrapper. Most of the imports 
originate in the Dutch East Indies, 
principally in Sumatra. In addition 
small quantities of Havana wrapper are 
imported to supply the demands of our 
clear Havana industry. Since 1910 im- 
ports have averaged somewhat over 
5,000,000 pounds, while the duty of 
$1.85 per pound has been equivalent on 
the average to over 170 per cent ad 
valorem. Should imports of cigar 
wrapper be cut off, the cigar industry 
would be embarrassed because of the 
difficulty of substitution of domestic 
for foreign leaf. 

Sumatra tobacco is marketed al- 


most entirely in the Netherlands. ‘Phe <= 
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prodqction and distribution is con- 
trolled by four large producing com- 
panies Which have joint interests and 
which entered into agreements to limit 
the 1919 and 1920 crops to 150,000 
bales as against a normal production of 
250,000 bales. The tobacco is sold at 
public auctions or “inscriptions.”’ 

The principal source of imported 
cigar filler is Cuba; imports from that 
source amounted, in 1921, to 17,000,- 
000 pounds. Havana filler has an im- 
portant place m the domestic cigar in- 
dustry, both as the raw material for the 
clear Havana cigar manufacturers of 
Florida and also for blending with do- 
mestic filler in cheaper and moderate 
priced cigars. Because of its peculiarly 
aromatic character, it is especially 
adapted for this latter use and its im- 
portance is not adequately measured 
by the amount of imports. 

The domestic cigarette industry 1s al- 
most entirely dependent upon imports 
for its supply of Turkish tobacco. In 
recent years imports have averaged 
about 28,000,000 pounds. There has 
been a small production of tobacco 
from Turkish seed in California which 
has not amounted to over 1,500,000 
pounds in any year and which manu- 
facturers assert is not of a quality to be 
an acceptable substitute for the im- 
ported leaf. By far the largest part of 
the domestic cigarette production con- 
sists of blended brands of cigarettes 
which require Turkish leaf. ‘Turkish 
is also required by manufacturers of 
pure Turkish brands. The large Amer- 
ican cigarette companies maintain sub- 
sidiary buying companies in the Near 
East. Exports have been subject to 
restrictions imposed by the Turkish 
Government tobacco monopoly or 
“Régie,” and the various governments 
have imposed export taxes from time 
to time. Recently the Greek Govern- 
ment has required that for the purchase 


ame oMtobacco drachma exchange must be 


' tion of its annual need is wool. 


bought from the national bank at a 
fixed price which was higher than the 
market price. This requirement indi- 
rectly operates as an export tax. 

An excellent example of a reproduci- 
ble raw material of which the United 
States must import a substantial por- 
The 
larger portjon®of the world’s wool is 
raised in semi-arid regions where other 
forms of agriculture are unprofitable, 
or In areas distant from the consuming 
markets where the,population is sparse, 
land relatively low in price, and the 
more extensive forms of agriculture are 
the rule. In the more advanced coun- 
tries sheep have become a supplement 
to general farming and wool is, to a 
large extent, a by-product. ‘The an- 
nual woo! production of the world is es- 
timated at approximately 2,600,000,- 
000 pounds. The greater part of the 
exportable surplus of the world comes 
from Australasia, the River Platte 
region and South Africa. The con- 
suming countries are in the northern 
hemisphere, and include England, 
France, Germany, Belgium and the 
United States. 

The United States produces about 
300,000,000 pounds of wool. Until 
very recently this production had re- 
mained stationary for three decades. 
On the other hand, domestic consump- 
tion of improved wools has been 
increasing. Approximately 50 per 
cent—perhaps a little more—of our 
domestic consumption of wool is im- 
ported wool. Our growing consump- 
tion, coupled with the world’s shortage 
of wool and a tariff duty of 81 cents per 
clean pound, has tended to increase the 
domestic clip. The tendency is for 
domestic production to increase under 
the stimulus of the resulting high 


prices. Although the United States ` 


will remain permanently an importer 
of a substantial portion of its im- 
proved wools, recent conditions have 


Y 
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indicated how the domestic supply of a 
reproducible raw material can be 
increased. 

The duty on wool furnishes an 
excellent example of two problems 
which arise from the imposition of 
tariff duties on raw materials. The 
first is the problem of compensatory 
duties. A duty on a rw material is a 
burden’ to the manufacturer who con- 
sumes it. If this burden is to be 
placed upon him, he is entitled to claim 
a compensatory duty m addition to the 
protective duty, if any, upon his 
finished product. Since 1867 the most 
perplexing problem connected with the 
wool schedule of the tariff has been the 
adjustment of the compensatory duties. 
In the second place the problem of the 
pyramiding of prices presents itself. A 
duty on raw material tends to be 
pyramided in the prices of the finished 


product, and the consumer ultimately ` 


pays a price enhanced beyond the 
amount of the duty imposed upon 
the raw material. In some instances 
this difficulty might be avoided by 
granting bounties on the production 
of the raw material, but bounties 
have not been popular in the United 
States. 


[IRREPLACEABLE MINERALS 


Antonio sneeringly asked, after Shy- 
lock had described Jacob’s trickery 
with his Uncle Laban’s flocks: “Is your 
gold and silver ewes and rams?” And 
Shylock replied: “IF cannot tell; I make 
it breed as fast.” Antonio’s remark, 
reflecting the medieval view of usury, 
was not sound when applied to the 
money market, but it is true when ap- 
plied to the exploitation of non-re- 
producible raw materials. Minerals 
are not ewes and rams, and they do not 
increase. Once taken from the ground 
and used they are not replaceable by 
the genius of man. Some, like iron, 
are in part recovered from scrap, but 
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others, like tungsten, are totallPlost..® 
Before analyzing this problen, further 
several minerals will be discussed of 
which the United States does not have 
an adequate supply. 

For a decade before the European 
war the United States produced less 
than 1 per cent of its total manganese 
ore supplies.” The cutting off of foreign 
supplies forced an expansion of domes- 
tic production from about 3,000 tons in 
1918-1914 to over 300,000 tons in 
1918, or alrnost 50 per cent of our con- 
sumption. Although not impossible, 
it would be only under the strongest 
pressure that domestic producers could 
supply the normal requirements for 
mafiganese in the United States. Our 
reserves are limited, and production at 
this rate would exhaust the American 
resources in a few years. Furthermore, 
on account of the lower average grade 
of American ore, greater dependence on 
domestic supplies would involve 
changes in American steel work prac- 
tice. 

The chromite problem differs from 
that of manganese in degree only, the 
industries consuming a tonnage of 
approximately one-eighth that of man- 
ganese. Our chromite resources are 
insignificant in comparison with those 
of Rhodesia, New Caledonia, Asia 
Minor, Russia and Brazil, and they 
are scattered and generally of undesir- 
able quality. The deposits of high- 
grade ore in the above-mentioned 
countries run into millions of tons, 
while the largest body of chromite ore 
in the United States is estimated to con- 
tain less than 18,000 tons. With for- 
eign chromite entirely excluded it is es- 
timated by the United States Geologi- 
cal Survey that the known resources 
of the United States would be depleted 
in five years or less. The question of 


13 See page 189. The Practical Need for Inter- 
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national Conservation of Minerals. Mr. C. Ta. „amm 


Julihn, Bureau of Mines. 
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quality of domestic supplies is even 
more important than in the case of 
mangarese. The principal chromite 
producing countries are New Cale- 
donia, Rhodesia and Russia. New 
Caledonia and South Africa in normal 
times supply over 65 per cent of the 
world’s production. 

The vanadium production of the 
world is practically monopolized by 
one American company, the Vanadium 
Corporation of America. The largest 
known ore deposit in the world is 
located in Peru. The only other 
deposits that have supplied any con- 
siderable commercial output are lo- 
cated in Colorado. The deposits in 
both these localities are owned sand 
operated by the above company. 

The United States is now the largest 
producer of fluor spar in the world, 
though it meets with competition from 
Great Britain and Germany. Most 
of the domestic material comes from 
Ilinois and Kentucky. ‘The principal 
foreign production is as a joint product 
of lead mining in England. Germany 
has also an unknown exportable sur- 
plus. The situation in the United 
States is none too encouraging. Do- 
mestic resources seem to be in danger 
of depletion in a decade. 

Eighty per cent of the world’s 
production of tungsten comes from the 
United States, China, Burma and 
Bolivia. The United States is the 
largest consumer of tungsten. Al- 
though it ranks as tae largest single 
producer, the domeszic supply must 
be supplemented by importation. 
Tungsten deposits are characteristically 
erratic. Three stages can be dis- 
tinguished in their exploitation: (1) A 
stage when the ore can be picked up on 
the surface or gouged from easily- 
mined deposits; (2) a transition stage 
in which the easily- and cheaply- 
mined material has been largely ex- 


ome usted and underground mining is 


begun; and (8) the stage of production 
from developed underground mines. 
The domestic deposits are typically low 
grade and production is in the second 
stage. In the other countries, notably 
Bolivia, Burma and China, there are 
large deposits in the primary stage. 
Domestie ores are usually less con- 
taminated whth harmful impurities 
than the foreign ores. Before the war 
Germany was not only the clearing 
house for most of the tungsten ore 
mined in the world, but a large part of 
the tungsten powder and ferro-alloy 
produced was manufactured in that 
country and furnished to steel makers 
throughout the world. This situation 
was abruptly changed by the European 
war, and both England and the 
United States now possess smelting 
facilities sufficient for their own needs. 

Quality rather than price and reserve 
is the determining factor in the 
magnesite situation. Austria and 
Greece have enormous deposits of 
excellent material. The United States 
developed during the war deposits 
ample for its own needs and if the 
occasion should arise, it is reasonably 
certain that they could be materially 
increased. The trade distinguishes 
two kinds of magnesite—the dead 
burned variety, which is used in the 
metallurgical industries and in the 
manufacture of refractory brick, and 
the caustic calcined variety, which is 
used in the manufacture of oxychloride 
cements for the building industry. 
The Austrian magnesite has just the 
right proportion of iron in it to give the 
desired bonding action for the brick, 
while the miners in Washington State 
are obliged to add iron to the magne- 
site. ‘The domestic industry, however, 
should soon adjust itself to meet 
competition on the quality basis. 
The chief drawback in the utilization 
of domestic deposits is geographical. 
They are situated on the Pacific Coast, 
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whereas the bulk of this heavy material 
is consumed in the East. 

India, the United States and Canada 
(in the order named) are the largest 
producers of commercial mica in the 
world. Other countries contribute 
small quantities from time to time, but 
they are not controlling factors. The 
Muscovite or white méca deposits of 
India constitute the chief sources of 
the world’s supply. Since these de- 
posits are rich and extensive and supply 
the best qualities for all general pur- 
poses, Indian mica dominates the mar- 
ket in the United States and other 
countries, 

Phlogopite or amber mica is princi- 
pally produced m Canada. In fact, 
until recent years the entire world sup- 
ply of amber mica was furnished by 
Canada. This mica, however, is used 
principally for special purposes in the 
electrical mdustry, and while indis- 
pensable does not compete actively 
with the domestic mica. 

Quickstlver is an essential war min- 
eral, for it is an indispensable ingredi- 
ent in the manufacture of all detonat- 
ing devices for high explosives. No sat- 
isfactory substitute has yet been found. 
Domestic ore deposits are low grade 
and erratic. The average metal con- 
tent of the ore mined in the United 
States is less than one half of 1 per cent. 
Extensive supplies of ore are found in 
Spain where the metal content aver- 
ages 8 per cent and over. Italy has 
enormous reserves that are two and 
three times richer than the American 
deposits, and can be mined more 
cheaply. Without tariff protection the 
quicksilver industry could not exist in 
the United States. 

Graphite as used in the industries 
may be divided into three varieties: 
the crystalline, amorphous and arti- 
ficial. Interest centers chiefly in the 
material capable of being made into 
crucibles—the crystalline variety. 


Quantitatively the crystalline g¢fiphite 
resources of the United States are dis- 
tinctly inferior to those of the fwo main 
foreign sources—Ceylon and Madagas- 
car. The domestic ore, as mined, aver- 
ages about 5 per cent graphitic con- 
tent, whereas the foreign carries 50 per 
cent and over. The Ceylon graphite, 
especially, has had some technical su- 
periority and much popular reputation 
for the making of crucibles. Recent 
experiments by the Bureau of Mines 
have shown, however, that the domes- 
tic material makes quite as good cruci- 
bles as the foreign variety. 

The incandescent gas mantle gives the 
cheapest illumination wherever natu- 
raleor manufactured gas is available. 
Thedomesticmanufacture of such man- 
tles is well established and a considera- 
ble export business has been developed. 
The fundamental raw material is a 
mineral known as monazite sand, which 
contains the phosphates of cerium, 
thorium and lanthanum. From the 
time of the invention of the incandes- 
cent gas mantle up to about 1809 the 
only known deposit of monazite was in 
Brazil and the industry was dominated 
by Germany. In 1909 very rich and 
extensive deposits of monazite sand 
were discovered along the seacoast of 
Travancore in southern India. Not- 
withstanding a duty of 4 cents per 
pound, the Carolina mines in the United 
States have been unable to compete 
with the Brazilian and Indian product. 

Abrasive materials may be divided 
into two classes: Natural abrasives and 
artificial abrasives. The most marked 
tendency of the abrasive industry has 
been the steady decline of natural 
abrasives and the increasing promi- 
nence of the artificial abrasives. This 
is due to the higher efficiency, greater 
uniformity, and dependability of the 
artificial abrasives. There has been a 
steady growth in their use until today 


less than one third of the crude abr" 
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sives ousumed are natural products. 
Prior to the invention of artificial 
abrasivs, the United States was largely 
dependent upon Turkey, Italy and 
Greece for a large part of her natural 
abrasives. At the present time, we are 
dependent upon Canada for the most 
important abrasive materials—the 
crude artificial abrasives. The two 
principal artificial abrasives were the 
invention of Americans and their de- 
velopment has been carried out by 
American companies. The plants of 
these two firms were originally located 
at Niagara Falls, New York, but they 
have been forced to erect their new 
plants in Canada in order to secure 
sufficient power (water) at a reasongble 
cost. About 65 per cent of the crude 
artificial abrasives consumed in the 
United States are now produced in 
Canada and then imported into this 
country for final manufacture into 
finished products. 

Certain of the minerals thus briefly 
discussed—manganese, chromite, tung- 
sten—present certain common prob- 
lems which were first brought to the 
nation’s attention by the war ex- 
perience. In the pre-war period these 
minerals in most cases were imported 
from foreign countries. High prices 
and the war demand stimulated Ameri- 
can production and in many cases we 
discovered that we were self-sufficient 
if we were willing to pay the price. On 
the one hand, is the question of indus- 
trial and military self-sufficiency; on 
the other, the value to our consumers of 
less expensive supplies from foreign 
countries which have exportable sur- 
pluses. 


TARIFF DUTIES on [RREPLACEABLE 
MINERALS 


The decision whether import duties 
should be imposed on the importation 
of these and similar non-reproducible 


maa inerals must be reached after con- 


sidering a number of factors. In the 
first place, there is the producer’s in- 
terest. Persons owning deposits of 
these minerals claim the right to be en- 
couraged in their exploitation. They 
present the usual arguments for the 
protection of an infant industry, and 
argue that if other interests are to be 
protected, thay, too, are ertitled to 
protection.* It is also true that tariff 
duties will encourage prospecting for 
new sources of supply, and thereby the 
country may ultimately become a more 
important producer of a given raw 
material than appears possible at the 
present time. 

In the second place the consumer’s 
interest should be considered. In the 
case of many of these minerals a supply 
can be obtained from abroad much 
more cheaply and of better quality than 
from domestic sources. ‘These metals 
are in many instances vital in the 
manufacturing processes of some of 
our basic industries. In the produc- 
tion of high-speed steel, for example, 
the manufacturer must have a sub- 
stantial supply of tungsten, chromium 
and manganese. A duty is imposed 
upon these products in the Tariff Act 
of 1922. It, therefore, became neces- 
sary to grant to the manufacturer of 
high-speed steel compensatory duties. 
These duties serve to protect the manu- 
facturer in the domestic market, but 
they handicap him in the international 
market where he desires to compete 
with foreign manufacturers who obtain 
their raw material in a free interna- 
tional market. Against the advantage 
tc the producer of such metals, there- 
fore, must be weighed the disadvantage 
to our manufacturing industries which 
are prevented by the tariff from obtain- 
ing high-grade raw materials at com- 
petitive world prices. 

In the third place these metals raise 
the question of national conservation. 
The deposits in the United States of 


Raw MATERIALS AND FOODSTUFFS 2i 


manganese, chromite, tungsten and 
quicksilver are relatively limited in 
quantity and of low grade in compari- 
son with foreign sources of supply. If 
we continue to exploit our domestic 
sources, the result will not only be 
higher and higher costs, but a possible 
exhaustion of the domestic gpurces of 
supply. The nationale question is: 
When should a nation utilize a limited 
supply of an exhaustible resource? 
Should we permit the exhaustion of a 
non-reproducible resource for ordinary 
industrial uses, or should we in peace 
time use readily available and cheap 

foreign sources of supply and reserve 
K our limited domestic supplies for use in 
times of emergency and war? 


“ae 


Iueort ‘Tanirrs Reruecrt NATIONAL 
NEEDS 

The discussion of a large number of 

cases in this chapter has had a purpose 


Appendix 


perhaps not apparent. It is togs show 
that import tariffs are determ 4 not 
according to some general A of 
free trade or protection, but by the 
conditions of each particular case in 
accordance with the national need. In 
some cases, as where the domestic 
production dominates in international 
trade, the tariff duty necessarily is 
nominal and when imposed is a mere 
political gesture. In other cases, the 
national need must govern. The in- 
terests of the consumer and the pro- 
ducer must be considered, but neither 
should control as against the national 
need of an essential material in the de- 
velopment of a diversified industrial 
lfe pr in a program of self-sufficiency 
in time of war." , 

U See page 234. The Movement of Raw Materials 
and Foodstuffs in International Commerce and Its 
Relation to Shipping. Mr. R. T. Merrill, United 
States Shipping Board. 
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RAW MATERIALS AND THE TARIFF DUTIES IMPOSED BY 
THE UNITED STATES 


The paragraphs and rates of duties are those of the United States Tariff Act of 1922 


\ E Practican Toran DBAPENDENCY OF 


TES Unirep STATES on Fornian 
CounTRInS 

A. Reproducible Raw Materials. 
1. Shellao—Free, par. 1604. Com- 


mercial production of crude shel- 
lac restricted to India, Siam and 
Indo-China. Used as binder in 
buttons, phonograph records, etc., 
and as stiffening and water- 
proofing agent, and in varnish. 

2. Quinine—Free, par. 1518. Made 
from cinchona bark, which is 
produced chiefly in East Indies. 
Quinine sulphate comes almost 

wi wholly from Java—99 per cent. 
= 3. Natural Camphor—i¢ per pound, 
par. 52. Monopoly of Japan. 


Synthetic camphor can now be 
produced in commercial quan- 
tities if the price is high 
enough. 

4, Copra—Free, par. 1626. The dried 
broken kernel of the coconut from 
which coconut oil is expressed. 
Practically all grown in Oceania. 

5, Jute—Free, par. 1582. Produced 
almost exclusively in British 
India—cheapest, and next to 
cotton most extensively used 
commercial fiber. Because of 
abundance and cheapness is 
world’s leading wrapping and 
sacking material. 

par. 1582. Name for 

a number of tropical fibers used 

for twine and cordage. i 
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\ mately 80 per cent of the world’s 
binder twine is from Yucatan 
\ henequen and about 90 per cent 
of the Yucatan crop is shipped to 

the United States. 

7. Manila—Free, par. 1582. World’s 
leading raw material for rope— 
from the leaf stalks of a plantain 
tree native to Philippines, which 
is practically the only source. 

8. S2ls—Free, par. 1664. Japan’s posi- 
tion dominant. Some imports 
from China and Southern Europe. 
No American production. Arti- 
ficial silk becoming an important 
competitor, 

9, Flax—Not hackled, 1¢ per pound, 
hackled, 2¢ per pound, par. 1001. 
Before the war Russia supplied 
about 85 per cent of the world’s 
flax. Remainder from Austria, 
France, Ireland and Belgium. 
War shortage stimulated produc- 
tion in Canada and Japan. In 
1921-22 Poland led the world in 
the production of flax fiber. 

10. Rubber—F ree, par. 1594. In 1918, 
90 per cent of crude rubber 
production was from Eastern 
plantations. In recent years im- 
ports have been chiefly from 
British Malaya and Dutch East 
Indies. 


B. Non-Reproducible Raw Materials. 


1. Quebracho—F ree, par. 1568. A very 
hard wood produced chiefly in 
the River Plate region and used 
for making tanning extracts. 
Natural tanning materials of 
American origin and synthetic 
tanning materials provide in most 
cases an adequate substitute. 

2. Potash—Crude salts for fertilizer 
use—Free, par. 1645. Chief pro- 
duction in Germany and Alsace, 
where geological advantages are 
favorable. Some produced in 
the United States as by-preducts, 
and high prices would call out 
other supplies as it did during the 
war. 


10. Monaztte—Free, par. 1621. 


importance are in Chile. 
chiefly for fertilizer. 

4. Tin Ore—Ore free with proviso,” 
par. 1684. Mined in Federated 
Malay States, in Nigeria, and in 
Bolivia. Practically no produc- 
tion in the United States. 


Used 


5. Platinum and Alied Metals—Free, 


pars. 1596, 1634, 1644. Ores of 
platinum mined in the United 
States are insignificant. In this 
country it is produced as a 
residue in refining gold and silver, 
copper ang nickel. Foreign plat- 
inum now largely imperted from 
Colombia, but Russia is chief 
producer in normal times. 

6. Nickel Ore—Free, par. 1634, Can- 
ada is the largest producer—over 
50 per cent of the world’s output. 


7. Antimony Ore — Free, par. 1508. 


Used chiefly as alloy in type 
metal, Britannia metal and bab- 
bit metal. Domestic deposits 
widely scattered and unimpor- 
tant. China usually furnishes 
over 60 per cent of the world’s 
supply. 


8. Cryolite—Free, par. 1561. Entire 


world’s supply comes from ore de- 
posit in Greenland. Used prin- 
cipally in aluminum industry but 
also in opalescent glass and 
enamels. l 


9. Asbestos—Crude—Free, par. 1515. 


Fundamental characteristic is 
fibrous character, similar to veg- 
etable fibers, but resists action 
of heat and chemicals. Canada 
produces over 85 per cent of 
the world’s supply, but the larg- 
est manufacturer is the United 
States. 

Used 
principally as a raw material in 
gas mantles. Because of expense 
of mining, American producers 
cannot compete with imports 
from Brazil, British India and 
Canada. i 


1t Four cents per pound, when the President ' 
is satisfied that the mines of the United States 
are producing 1,500 tons per year. 


8. Sodium Nutrate—Free, par. 1667. 


maamaa” Natural deposits of commercial 
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Ul. ADEQUATE Dosrestic SUPPLY AND IN 
Somm Cases AN EXPoRTABLE SUR- 
PLUS 


A. Reproducible Raw Materials. 


1. Cotton—Free, par. 1560. Large ex- 
portable surplus. Ranks after 
corn and hay as most valuable 
crop grown ig thi§ country. 
American productaon of long 
staple cotton small; such cotton 
mostly from Egypt.” Imports are 
supplementary rather than com- 
petitive. e 

2. Cottonseed Oul—8¢ per pound, par. 
55. ‘The vegetable oil most wide- 
ly used in this country. Ameri- 
can exports large. Production 
depends on cotton crop and not 
on demand. 


B. Non-Reproducible Raw Materials. 


1. Forest Products'\—Free, par. 1700. 
Proviso concerning countries plac- 
ing duty on similar articles ex- 
ported from the United States. 

2. Earths—81 to $7.50 per ton, par. 
207. Large domestic deposits un- 
developed because cheap sup- 
plies of high-grade foreign clays 
are available. About 56 per cent 
of china clay used is from Eng- 


B Greeley, W. B., et al: Timber: Mine or Crop? 
U. S. Department of Agriculture Year Book, 
1922: “. . . The timber to supply our de- 
mands has been mined from the forest much as 
coal has been mined from the ground. 

m A “Largely through timber mining the original 
stand has beenjreduced. from’ more than’ 5,200 
billion‘board feet to approximately 1,600 billion 
feet of, Virgin timber and 600 billion feet addi- 
tional in culled and second-growth stands. 

Depletion and higher prices have re- 


duced the drain on our forests, but the amount - 


taken is still four times replacement by growth. 


“Timber mining is, therefore, responsible for a 
great reduction in our, timber supplies. With 
accompanying forest fires, it is also responsible 
in part for agreat reduction in"the area of our 
forest lands. The original forest of 822 million 
acres has been reduced to 188 million acres of 
virgin forest, 250 million acres additional of 
comparatively inferior culled and second growth, 
and 81 million acres of unproductive land, a total 
of slightly less than 470 million acres” (p. 84). 


land. Some comes by fvay of 
Canada, Kaolin. highly 
plastic clays for lead pencils, 
crucibles, and glass pots, not dis- 


placed by domestic supply. 


8. Bismuth—7 3 per cent, par. 377. 


Used principally in medicinal 
preparations and low-melting 
point alloys. The United States 
produces about 75 per cent of 
what we use. Although Bolivia 
produces most of the world’s bis- 
muth, our imports are chiefly 
from Great Britain where ores 
from Australia are refined. 


4, Lead—1%¢ per pound on lead con- 


tent, par. 392. The United 
States is the largest producer and 
consumer of fead, and since 1875 
has been practically independent 
of foreign supplies. Most of the 
ore imported is eventually reéx- 
ported, as we carry on a large 
smelting and refining business in 
bond. Most of the foreign ore re- 
fined here is from Mexico. 


5. Cadmium—15¢ per pound, par. 378. 


A heavy metal somewhat re- 
sembling tin. It is readily fusi- 
ble. Is used as an alloy in den- 
tistry and in glass coloring; is a 
by-product of the zinc smelting 
industry. Prior to 1907 Ger- 
many was the sole producer. The 
domestic output (127,164 pounds 
in 1918) could be increased if 
there was sufficient demand. 


6. Phosphates—Free, par. 1640. Used 


principally as fertilizer. The 
United States produces more than 
any other country. Practically 
no imports. Morocco and Nauru 
also producers. 


7. Metallic Magnesium — 40¢ per 


pound, par 875. Lighest known 
metal that withstands atmos- 
pheric corrosion at normal tem- 
perature. The most important 
alloys of magnesium are those 
containing aluminum used in aer- 


_ oplane and automobile construc- 


tion. As a powder the metal is 


used in flashlight powder, pyti@mmmmemenss 


technical mixtures, etc. The pro- 
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duction of metallic magnesium in 
the United States is a new and 
growing industry. Before the 
war the entire limited supply 
came from Germany. 


8. Molybdenum—85¢ per pound on 


metal contents, par. 302. Flaky 
mineral resembling graphite in 
appearance. Used in manufac- 
ture of high speed and stainless 
steel. Imports are negligible 
since the United States practi- 
cally controls the market. 


9. Alumina (Bauxite)—81 per ton, 


par. 207. Bauxite is the chief ore 
of aluminum; contains at least 52 
per cent of alumina. Over 90 per 
cent of the domestic production 
comes from Arkansas. The ®nly 
other great commerical deposits 
are in southern France and Jugo- 
Slavia. Undeveloped deposits in 
large quantities occur in tropical 
countries. 


10. Zinc—Containing less than 10 per 


cent zinc, free; more than 10 per 
cent $¢ to 144 per pound on zinc 
contents, par. 894. The United 
States is the largest producer of 
zinc ore. The Missouri, Kansas, 
. Oklahoma regions are the largest 
producing regions in the world. 
The greater part of the ore im- 
ports (largely from Mexico) are 
for refining, and are largely re- 
exported with the benefit of 
drawback. 


11. Stiver—Free, par. 1634. The pro- 


ducing states of greatest impor- 
tance are Montana, Utah, Idaho 
and Nevada. Domestic output 
in 1920 was about 56,600,000 fine 
ounces. ‘Total foreign output for 
1918 was about 180,000,000 fine 
ounces. 


12. Sulphur—Free, par. 1677. Crude 


sulphur as mined in the United 
States is often 99 per cent pure. 
Used chiefly in the production of 
sulphuric acid and of sulphur 
dioxide. The leading producers 
are the United States (Texas and 
Louisiana), Italy and Japan. 


i 


14. Copper—Free, par. 


Production in this country is in- 
creasing yearly, and imports are 
negligible. 


18. Sali—Bulk 7¢ per 100 ~xounds; 


packages 11¢ per 100 pounds, 
par. 88. Domestic production is 
steadily increasing and since 1914 
das supplied over 99 per cent of 
domestic consumption. About 
50 per cent of the salt is used as 
brine in the manufacture of 
chemicals. Michigan and New 
York produced over one-half the 
output. Imports are negligible. 
1556. The 
United States producés more than 
one-half the world’s copper. In 
1918 the principal preducing 
states were Arizona, Montana, 
Michigan and Uteh. 


18. Petroleum—Free, par. 1833. The 


United States is the largest pro- 


~- ducer and supplies over 65 per 


cent of the world’s demand. 
Mexico is the second largest pro- 
ducer. Over 95 per cent of our 
imports are from Mexico. 


16. Coal—Free, par. 1548. In 1918 the 


approximate total production for 
the world was about 1,478,000,000 
short tons; the United States, 
570,000,000 short tons; Great 
Britain, 322,000,000 short tons; 
Germany, 306,000,000 short tons; 
Austria-Hungary, 60,000,000 
short tons; France, 45,000,0G0 
short tons; Russia, 87,000,000 
short tons. 


17. Iron Ore—Free, par. 1597. The 


United States is the greatest 
producer of iron ore (40 pec cert 
of estimated world total in 1913). 
Since the war France ranks next 
to the United States. A rela- 
tively small quantity is im- 
ported. About half of the im- 
ported ore is Cuban, valuable on 
account of its nickel and chro- 
mium. Most of the remainder’ 
comes from Spain and Sweden. 
The latter ores are valuable on 
account of the low phosphorous 
content and general purity. 


{ 


t 
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Ul. Nor Propucep In SUFFICIENT 


AMOUNTS IN THE UNITED STATES TO 
Sarisry Homm CONSUMPTION AND 
Domsre Suppry Must THERE- 
FORE Br SUPPLEMENTED BY Íw- 
PORTS FROM FormraN COUNTRIES 


A. Reproducible Raw Materials. 
1. Curate of Iame—7¢ per pound, par. 


49, By-product of the Cali- 
fornia lemon industry. Chief 
competition from Sicily. Im- 
ports larger than domestic pro- 
duction. 


2, Hides and Skits—Free, pars. 1589 


and 1666. Cattle hides. Do- 
ntestic production averages about 
600,000,000 pounds annually. 
Imports largely from Argentina 
and other South American coun- 
tries—about one-half the quantity 
produced. Production of other 
skins is in much smaller ratio to 
imports, these coming chiefly 
from India, South America, 
France and Canada. Russia was 
an important source before the 
war. 


8, Certain Vegetable Ols—l14¢d per 
pound to 74¢ per pound, pars. 54) 


and 56. 

Coconut oil—2¢ per pound. Do- 
mestic production is from imported 
copra. Imports of the oil greater 
than domestic production; largely 
from the Philippines, East Indies 
andCuba. Used largely in soap and 
oleomargarine. 

Linseed oil—3-;¢ per pound. Do- 
mestic production from flaxseed. 
Largely imported from Argentina 
and Canada. 

Olive oil—64¢ per pound in bulk 
and 7$¢ per pound in containers less 
than 40 pounds. Production is 
about 2 per cent of consumption. 
Imports are chiefly from Spain and 
Italy. 

Peanut oil—4¢ per pound. Do- 
mestic production small. Imports 
largely from France before the war 
(z.¢e. from West African peanuts), but 
are now chiefly from Japan, China, 
Hongkong and the Philippines. 


4. Tobacco—Unstemmed oof and 


cigarette filler, 85¢ per pod, un- 
stemmed cigar wrappe, $2.10 
per pound, pars. 601 and 608. 
Although the United States is the 
greatest producing country, large 
quantities of high-grade leaf 
tobacco are imported, chiefly 
cigar tobacco from Cuba and the 
Dutch East Indies, and cigarette 
tobacco from Turkey and Greece. 


5. Hemp—Not hackled, 1¢ per pound, 


hackled 2¢ per pound, par. 1001. 
Used in making twines, cordage 
and coarse coverings. ‘The 
United States is a relatively small 
producer. Before the war Rus- 
sia produced about two thirds of 
the world’s hemp. 


*6. Wool—Improved wools, 81¢ per 


pound of clean content; native or 
carpet wools, free, pars. 1101 and 
110%. Domestic production of 
improved wools about 50 per cent 
of consumption; of carpet wool 
negligible. 


B. Non-Reproducible Raw Materials. 
1. Arsenic—Free, par. 1518 (white ar- 


senic}. White arsenic obtained 
in the United States chiefly as a 
by-product of smelting copper and 
lead ores. Chiefly used in manu- 
facture of insecticides, at present; 
calcium arsenate for fighting the 
boll weevil is the most important. 
Recent imports are from Canada, 
Belgium and Mexico. 


2. Mangansse—l¢ per pound, on man- 


ganese content, par. 802. Raw 
material for use in making steel. 
Domeatic resources limited. Im- 
ports are largely from Brazil and 
British India. Caucasus sup- 
plied larger quantities before the 
war. 


3. Chromite—Free, par. 1547. About 


90 per cent of the domestic pro- 
duction is in California, but do- 
mestic resources are insignificant. 
Imports are largely from Portu- 
guese Africa, French Oceania and 
Canada. Used chiefly in manu- 


facture of ferro-chrome for usesheums 
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making armor-plates and bullet- 
proof steel and high-speed steel. 

4, Thngsten—45¢ per pound on tung- 
sten content, par. 802. Domestic 
production from ores in Cali- 
fornia and Colorado is small. 
Used in hardening steel. Im- 
ports from China and Bolivia. 

5. Magnesite—,5,¢ per pound, par. 204. 
Used in refractories for steel man- 
ufacture and in cement for floors. 
Industry developed in Washing- 
ton and California during the war. 
Imports are chiefly from Austria, 
British India and Greece. 

6. Abrasives—Free, par. 1570. Nat- 
ural abrasives being superseded 
by artificial abrasives produced 
chiefly in Canada. 

7. Barytes—®4 per ton, par. 69. Ued 
in manufacture of lithopone for 
paint and as a filler for heavy 
boards such as bristol board. Be- 
fore the war about 40 per cent of 
our consumption was imported 
from Germany. The domestic 
output has increased. 

8. Vanadium—Free, par. 1619. Used 
for a ferro-alloy. The world’s out- 
put is practically under American 
control, Deposits in Peru, Colo- 
rado and Utah. 

9. Fluor spar—85.60 per ton, par. 207. 
Used in metallurgical work, in 
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manufacture of opalescent glass 
and enamel ware. Domestic sup- 
plies, largely in Illinois and Ken- 
tucky, are limited—imports from 
England competing alonz the At- 
lantic Coast. 

10. Mica—4t¢ per pound or 26 per cent 
according to value, par. 208. Im- 
portant,as an insulator. Essen- 
tialein manufacture of electrical 
machinery. Principal domestic 
producing states are North Caro- 
lina and New Hampshire. Im- 
ports are from India and Canada. 
India, the United States and 
Canada now produce 95 per cent 
of the world’s output. * 

11. Quicksilver—25¢ per pound, par. 
886. Practically all domestic pro- 
duction is in Texas and Califor- 
nia. War prices led tc increased 
production. Spain, Italy and 
Austria have been the chief pro- 
ducing foreign countries. 

1%, Natural Graphite—10 per cent, 20 
per cent or 14¢ per pound, par. 
218. Crucible makers have in- 
sisted on having Ceylon graphite, 
although Montana and Alabama 
produce an acceptable grade. 
Quantity available may be suff- 
cient for many years. Chief 
sources of import are British East 
India, Madagascar and Korea. 


CHAPTER MI 
EXPORT TAXES ON RAW MATERIALS 


Export taxes are more frequently 
associated with raw materials than are 
import taxes. In former centuries, 
they were common in the fiscal systems 
of European countries. Export duties 
were levied by England until the Peel 
reforms of 1842. ‘They arose from the 
general medieval practice of the sover- 
eign taxing both outgoing and incoming 
commerce. In addition to the revenue 
motive under the mercantilist system 
the industrial motive appeared. For 


mance, England levied an export duty 


on raw wool to keep it at home and 
thereby encourage wool manufacture. 

The levying of export taxes by either 
the Federal or State Governments is 
prohibited by the Constitution of the 
United States, The provisions are:" 

44 Export taxes are prohibited not only in 


continental United States, but also in Alaska, 
Hawaii, Philippines and Porto Rico. A few, 


however, exist in the Virgin Islands The only ` 


export tax specifically authorized by the United 
States Congress is an 88 per short ton tax on 
sugar exported from the Virgin Islands. It ap- 
plies to all sugar regardless of destination. 
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k ial Rup. f c 


Arrack (of strength of proof by Sykes’ eens and 


greater or lesser strength in eee. bat proof gall. 1 25 
CACKO E E E cw! sakie m LOR pounds 1 60 
Cardamoms ... ...... bliin? Aaa aN = s 7 50 
Chanks, live or dead E ceca eur Be .. . thousand 2 00 
Coconuts... .. ssassn.. eaa e eens . ; ý 2 00 
Desiccated coconut. .¢ .. u a aa x tes cwt. 0 70 
Coconut oil......... — i 0 75 
COD setane Ghar aaea Soe. AEN s 0 40 
Elephants (not tuskers), royalty on.. .... .. = «.. each 200 0 
Elephants (tuskers), royalty on. ........ . 2... 800 0 


(No elephants may be shipped for export without the 
production of a permit for their removal from the 
districts in which they have been captured.) 


Horns of spotted deer and sambur (excluding cut ae cwt. 14 0 
‘Ne Plumbago, royalty on... auas wees cee f ad val. 8% 
Rubber ........ pe SRR 6 RR eee a Meeks ve: 100 pounds 7 60 
Teisirras eo a a oer aes oe es ees 1 50 
Tanganyika Territory} (formerly German East Africa) 
Oa VET EREE TEA EOS ad val. 30% 
GunY Copal srs serret 268 & 42 pinner ae ee, ots 6% 
Rubber (other than plantation rubber) ee Fe an 4% 
BGriiess. cereos raken ieee Hewes. EL ; ees 10% 
Hides and skins (other than sportsmen’'s trophies)..... 7 10% 
Rhinoceros horn and vEbeR aes teeth (other than 
sportmen’s trophies) «6... aa eee eee ee eee aia 10% 
Tortoise shell occ bie bekgcded. deteieadie deiei , ae 10% 
Chillies....... .... oe 10% 
Ebony and other fine E as pee aed from fae to 
eseteinek ce arana ieee N Eaa o coats S 5% 
— Belgian Congot 


Subject to the provisions hereinafter appearing in regard to ivory, all goods and products 
exported from the Belgian Congo are liable to a duty of 3 per cent on their value at the 
time of going out of the territory. 


Rates of Duty 
Per 100 Kilogs.§ 
Frs. c. 
Ivory: pieces C Pulons P eass pirina n pun asa orate a . 200 00 
‘tusks weighing less than 6 kilogs.||  .........2..00 anaa 320 00 
“ tusks weighing more than 6 kilogs. ........ ......0 crrr 420 00 


` The following duties are established on rubber, except plantation rubber, collected in the 
territory of the Colony: a tax of 0.75 fr. per kilog. of rubber produced from trees or lianes; 
a tax of 0.50 fr. per kilog. of rubber called des herbes. The tax is levied at the same time as 


* Kelly’s Customs Tariffs of the World (1922), p 26. 
. TOp. ot., p. 224. 
t Kelly’s Customs Tariffs of the World (1922), p. 272. 
§ For quantities inferior to 100 kilograms the duties shall be collected in proportion to the above e 
~~ fates, 
Wea exportation, trade or detention of elephants’ tusks weighing less than two kilograms rege, 4 
prohibi 
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the rt duties. It is payable by the exporter according to the weight of the product + 
agce ed on exportation. 


French Indo-China" í Duties 
| Fre. c 
If. Silk, raw and unravelled .. 2.2.2.0... aaan per 100 kilogs. 160 00 
Floss silk, cocoons, flock and waste sik .... .. “ “ n 15 00 
Swallows’ nests. .... 6.0.5 cece eee eee eee oe ae 600 00 
VI. Paddyf and rice, cargo, containing more than 38 
per cent of paddy... ........ cece cece ce eee PE ee s e T 60 
Ricet f cargo, containing less than 38 per cent of 
PAdCYs RA k ie Sot EE coe «gre A 0 
Rice] WE. ch oc eee an ianea be EN co s7 3 2 
Flourt and meal:csucrori 26 nesrerire ii hkera oM : 5 0 80 
Didies 
Uruguay § Peso c 
Wool of all kinds .............. ie ie etna, EE 100 kilogs. ` 1 80 
Skins with the WOOL ss taqirsicteadwaie. wadakes es “ 0 80 "4 
Bristles and horsehair.....0..........20. 00 peme j 1 70 
Grease and tallow......... 2.2.2.0. cece ec ce eee k 0 50 
Neat’s foot and cabaline oils. ...... SiS “Uae Cts Bae ae T 0 50 
Jerked De@GE s 46-06% o3.c vateews GlasSeesaetiws: deat ss fe 0 40 
Meat and tongues, preserved ... ...... = 1 00 
CNAWS is. 2. ond ao each s, chee E E Oo Saad eed. Bee y: z 0 25 
GUANO tee gas, So ha Wart cesta eee Bea 1,000 kilogs. 0 60 
Hides, ox, salted. ... ca Dee bees veces esd was 2Gseese each 0 25 
St ~ [CT APIOU EN artis Deane EE E slew 4 = 0 12 
horse, salted... 0.0.0 fcc cece sesos cea oe i 0 12 
j wO eua week Gert. Gua E e eee x 0 06 
“ calf and stillborn calves, dried||................ 100 kilogs. 1 00 
w DROO «i ieee Bad Er tenes a each 0 16 
WGN iastecne wich esiecn. O a a eE a sed thousand 2 50 
Estract of þeefres  a5.atnaatadGelesivekatusedaalee. kilogs. 0 10 
Ashes and bones sercon raria ERE ated ise 1,000 kilogs. 0 60 . 
Valuation Duty 
Ad Valorem Duties Peso oc. PerCent 
OPER seo clace oes Oia sate weose deere oh each 9 00 8 
Stet seins in oh abe bs cals Serene E à 9 00 8 
CONE cea he ee n Eee eee S ae 6 00 8 
Calves and heifers... 0.0... ce eee eet ee ee nee 8 00 8 
Sheep and lambs . ....... surres cee e ee eeee 0 50 8 
Mae ON 6 a dules a a anne wee bees i 8 00 8 
El. o 66-5. 08: Foden OO E 1o84 86S ee i 7 00 8 
Mares and stallions (potros)... 1... 6. eee caa gi 8 00 8 
Fogsls and fillies: 3... gscacecocswentauiey- sees a g 00 8 
EET: e CEEE ETEA acne ere cae E EE E E N TE i 2 00 8 
DIE E E E E E S OE ee es S 3 00 8 


* Op. cii., p. 484. : 

t In addition to these export duties, a local tax (impôt foncier) must be paid. ae 

t The exportation of rice from Annam to any other destination than the territories of Indo-China is 
probibited (Decree of 28th August, 1902). s 

§ Op. oii., p. 1421. 

|| Ox hides weighing not more than 6.48 kilogs. each shall be considered as calf hides. (Circular of 
e Direction General of Customs, dated August 7, 1894.) 
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Sado eaaa ate adeeb ade ete ae ets 


31 
MEE 1,000 kilogs. 1 00 8 
5 1 00 8 


Note:—Live cattle, exported through seaports to regions situated beyond the capes 
(fuera de cabos), shall be exempt from duty; other national products, fruits and articles 
manufactured in the country, shall be exempt from export duty. 


Mortves ror Export TAXES 


Motives other than yevenfie have 
determined in some cases the imposi- 
tion of export taxes. The conserva- 
tion of natural resources has been given 
as a reason for such legislation. The 
extensive restrictions on the export of 
logs and pulp wood from Canada, to be 
considered in a later chapter, have 


ada restricts exports but encourages 
capital to build factories in Canada to 
exploit the same resources to which the 
restrictions apply. Mexico imposes an 
export tax on crude petroleum when 
exported, not to check its production 
but to reserve for Mexico, in the form 
of taxation, a part of its natural wealth. 

About 1900 the powers interested in 
Africa attempted to negotiate an agree- 


y been justified on this ground. This ment for the protection of wild animals. 
motive is not separable from others. The convention failed but export taxes 
Conservation usually means conserva- were*imposed in some countries which 
tion for exploitation within the country seem to have a similar purpose. The 
rather than in another country. Can- case of Eritrea is an example: 

Duties Applicable to Exportation of Wild Animals (Bulletino ufficiale della Colonie Eritrea, 
of May 10, 1902) 

The Civil Commissioner, authorized by Royal Decree of April 18, 1902, has established 
by Decree of May 10, 1902, the following duties to be levied per head on the under- 
mentioned wild animals exported from the Colony: 

Lire e. 

LOTS: & Sainte are E E E ATEEN ENN 130 00 

Leopards... . a...an ounn aa. E ANOTA G 80 00 

Elephants... na...na naa Garceihh arrrararar rataa nurr erras 1,800 00 

E E E E E E E E E 700 00 

PUMMGCEROS od ods cad vad ved E cued pace ok E E ETE 1,800 00 

=  Hippopõtamüs:  eesss de eons ahuiGe ouwadaaeanee E 600 00 

N Curezza and other long-haired monkeys... ....... 00. cece eeueeeee 50 00 

Bülaloes 552s ken eee E a Aig Basel e Ard nS esa aw ees 600 00 

Wid COOK OY G5. ara reena e uate nnd wn Rena eee eo ain Me aw ee 650 00 

POWERS DTE fi tea seater A A a eee 650 00 

Antelopes called: addax, nasomaculatus, strespicerus capensis 

(arabic nialat), taurotragus.. 0... cece eee e ec aaes 600 00 

Antelopes and gazelles called: damaliscus tiang, bubalus tora, sack- 

soni, ete. (arabic tetal),‘cobus defassa (arabic omhatit), hiooptragus 

equinus (arabic abu-araf), oryx leucoryx (arabic uahase abiad), 

, oryx beisa (arabic met hat), cervicapra behor (arabic besemat), 

tragelaphus (arabic om bageot), tragelaphus spekei, gazela 

ruficollis (arabic reil), gazella leptoceros, capra nubiana (arabic 

uaal), ovis lervia (arabic cabsc elgebel).........0. cece eee eeee 250 00 
Antelopes and gazelles called: ariel, madoqua, aces cee 

saltator (arabic maresciucab), ourebia montana............ 10 00 

Wild boar (phococaerus africanus)... .........0cecceeee porren 50 00 

ri Orycteropus oethiopicus (arabic abu delef).................... : 50 00 

i Sean a. E E E T TE A EE eae bate ne ees 70 00 

18 Page 38 1! Kelly’s Customs Tariffs of the World (1922), p. 647 
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In , 1923, the Gazetia Ufficiale 
of thQlItalian Government announced 
increased export duties on articles of 
historical, archeological, paleontological 
interest, ancient manuscripts, incu- 
nabula, rare prints, cuts, and old coins. 
Whether this increase is for the purpose 
of increasing the revenue or for con- 
servation is not stated, but it may be 
for the purpose of conservation. 

Export taxes are sometimes levied 
for the purpose of protection. An ex- 
port duty on the raw materials of an 
industry tends to have the same pro- 
tective effect as an import duty on the 
finished product of that industry. Ex- 
amples have been given above of the 
duties imposed by Spain and Portugal 
on the export of raw cork. One of the 
purposes of these duties appears to be 
the encouragement of the cork manu- 
facturing industry in these countries. 
Another case of the employment of an 
export duty for the purpose of en- 
couraging industry was the 15 per cent 
export duty imposed from 1919 to 1923 
on untanned hides and skins when ex- 
ported from British India. Before the 
war, the Germans controlled to a large 
extent the trade in these products and 
they were shipped to Germany and 
tanned there. The war stimulated the 
tanning of hides and retarded the 
tanning of skins in India. In present- 
ing the Government bill to the Vice- 
roy’s Legislative Council, proposing the 
establishment of an export duty, Sir 
George Barnes said:'8 


Immense quantities of leather were re- 
quired for war purposes, for soldiers’ boots, 
for saddlery and for equipment of various 
kinds, and sufficient tanneries for convert- 
ing hides into leather were not available 
outside Germany. The result was that 
tanneries for this purpose sprang into 
existence in India under the guidance, and 
with the friendly assistance, of the Indian 


44 Report of the United States Tariff Commis- 


mion, Colonial Tariff Policies, p. 368. 


munitions board. In this way India 
rendered an immense service to Great 
Britein and her allies in the war, and in- 
cidentally greatly benefited herself. While 
the tanning of hides in India was fostered 
and stimulated by war requirements, the 
tanning of skins was injured, for it was 
found necessary to divert the energies of the 


_skin tanwfers to the tanning of hides for 


military requirements. In fact, during a 
part of the war it was unfortunately neces- 


sary to prohibit absolutely the tanning of. 


skins. The present position is that we have 
in India at the present time some hundreds 
of tanneries for the tanning of hides, a large 
number of which have come into existence 
in order to satisfy military requirements 
during the war. 

We have, in fact, the foundation of a 
flourishing tanning industry, but there is 
reason to fear that it may tend to dwindle 
and disappear with the dimmution of 
military requirements if some other sup- 
port is not given. We want to keep this 
industry alive, and we believe that in this 
case protection in the shape of a 15 per cent 
export duty is justifiable and ought to be 
effective. It is clearly just also that the 
same measure of protection shou'd be ex- 
tended to the tanners of skins, whose busi- 
ness, as I have already stated, was injured 
by the necessities of the war. 


Export taxes and restrictions have 


been used by some European countries ~ 


to protect the value of paper currencies 
and to assist in industrial reconstruc- 
tion. In some countries the system of 
licensing for export was continued far 
into the post-war period. Relaxation 
of Italian export restrictions was re- 
ported on June 18, 1923.1 But export 
licenses were still required for hemp and 
flax waste, rags, excluding tow; wooden 
railroad crossties; iron ore, except 
pyrites; copper, brass and bronze scrap, 
except turnings; iron and steel scrap; 
wheat, oats and uncleaned rice; cattle 
and fresh beef; asses, bones and 
metallic money. 


Czechoslovakia established a rigid t” 


19 Commerce Reports (U. S.), June 18 1923. 
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Raw MATERIALS AND FOODSTUFFS 


control of exports by means of a control 
of foreign exchange. That country’s 
trading position is strong because she 
has many essential raw materials for 
export. Other countries needed her 
coal, minerals, including iron, and 
cereals and she was able to ae her 
position greatly. 

The German Governnttnt, instituted 
a control for the purpose of obtaining 
currency, supervising exports, and 
preventing the sale of German goods 
too far below the world market prices. 


Errecr or Export Taxes on TRADE 


Export taxes are not in favor gener- 
ally and under normal conditions in 
industrial countries, but they are very 
widely employed in non-industrial 
areas.*° So long as export duties are 
small, and levied merely for the purpose 
of revenue, they have comparatively 
little effect on trade, but when they are 
raised beyond a certain point, they pre- 
sent a number of economic possibilities. 

Mr. James Iredell, later Associate 
Chief Justice of the Supreme Court of 
the United States, in the American 
Constitutional Convention stated the 


20 Gregory, T. E. G.: Tariffs (1921), p. 483: 

“Export duties play a not unimportant rôle 
today, and are likely to play a more important 
rôle in the future. 

“When we investigate the cases in which ex- 
port duties are levied, we find, however, that 
their frequency is in inverse ratio to the industrial 
development of the-country, and in inverse ratio 
to the degree of finish of the article. Except in 
special cases—e.g., opium or arma and ammuni- 
tion—export duties tend to be limited to raw 
materials. 

“The fact that it is less advanced on raw 
material-producing countries, that tend te rely 
to some extent on export duties, whilst manu- 
facturing countries do not, is to a large extent 
due to the differences in the general economic 
level of such areas. Plantation areas are not 
suitable for direct taxation, and export duties on 
tlte staple crops represent a substitute for land 

xea, just as import duties in the same areas 
wnd to be a substitute for income taxes.” (Ex- 
port duties may also be a substitute for en in- 
come tax.) 

4 
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opposition of the southern delegates to 
giving authority to the Feder@ and 
State Governments to impose export 
taxes in the following words:*! 

Duties upon exports, though they may 
answer in some particulars a convenience to 
the country which imposes them, are 
certainly not things to be contended for, as 
if the very being of a State was interested in 
preserving them. Where there is a kind of 
monopoly they may sometimes be ventured 
upon, but even there perhaps more is lost 
by imposing such duties than is compen- 
sated for by any advantage. Where there 
is not a species of monopoly, no policy can 
be more absurd. The American States are 
so circumstanced that some of the States 
necessarily export part of the produce of 
neighboring ones. Every duty laid upon 
such exported produce operates in jact as a 
tax by the exporting State upon the non- 
exporting State. In a system expressly 
formed to produce concord among all, it 
would have been very unwise to have left 
such a source of discord open; and upon the 
same principle, and to remove as much as 
possible every ground of discontent Congress , 
itself is prohibited from laying duties on ex- 
ports, because by that means those States 
which have a great deal of produce to export 
would be taxed much more heavily than those 
which had little or none for'exportation. 

A British writer has further analyzed 
this problem :* 

As regards British steam-coal, it is im- 
possible to say with any certainty on whom 
the tax falls; the circumstances which 
govern its demand abroad are exceptional: 
it is said to possess monopoly value by its 
peculiar quality, and as the demand is great 
for naval purposes the foreign importer 
possibly pays part of the tax. India, how- 
ever, affords a good example of revenue 
derived from an export duty; she produces a 
guperior opium at a monopoly price regu- 
lated by government; this is an article for 
which she has peculiar advantages of pro- 

a McKee, Griffith J.: Lafe and Correspondence 
of James Iredell, Appleton and Company, New 
York: 1858, Vol. Il, p. 212. 

2 Armitage-Smith, M. A. G.: Principles and 


Methods of Taxation, p. 88, Murray, London: 


1906. 
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duction, and for which there is a large 
foreigia demand; China is the chief customer, 
and she accordingly paysthe duty. During 
the 15th century, at the period when 
British wool had a monopoly value and was 
greatly in demand in Flanders, the export 
duty on British wool was doubtless paid by 
the Flemish importers, but they recovered 
it in the price of their exported cloth, which 
had then a great reputation. 


When export taxes are imposed on 
products of which a country has a 
virtual monopoly, serious international 
questions may arise. In these cases, 
the export duty is aggressive and be- 
comes a burden on the consumer in 
foreign countries. If such export taxes 
are exorbitant, the tendency js to 
stimulate the production of substitutes 
or the development of new sources of 
supply. An interesting example of the 
effect of an export duty in stimulating 
the development of a new source of sup- 
ply and, therefore, defeating its pur- 


- pose, is found in the case of cinnamon. 


Portugal, Holland and England all 
in turn tried to maintain a monopoly of 
cinnamon, When the Dutch took over 
Ceylon from the Portuguese in 1656 
they established a monopoly in cinna- 
mon, completely ruling the trade and 
burning the cinnamon in Holland when 
the supply was too large and the price 
fell. The English took Ceylon from 
the Dutch in 1796 and the East India 
Company possessed the monopoly of 
cinnamon until 1888, when it was 
abolished by the Government. How- 
ever, the English Government main- 
tained an export duty of from one third 
to a half of the value; as a result the 
cultivation fell off because of the 
competition with Java cinnamon and 
Chinese cassia. When the Dutch lost 
their control over cinnamon, they im- 


mediately began to cultivate it in Java. ° 


Although the quality obtained was not 
equal to the Ceylon variety, they were 


ease able, nevertheless, to build up a profit- 


able business because of the monopoly 
attempted by the English, and later 
because of the heavy export duties im- 
posed on the Ceylon cinnamon. The 
result of the activities of both the 
English and the Dutch was to open a 
market for Chinese cassia, which re- 
semblese cinnamon and with this de- 
velopment nô further attempts have 
been made to control the cinnamon 
trade. 

Among the important products of 
which one couatry holds a virtual 
monopoly or a dominant position and 
on which an export tax is imposed are 
jute in India, sodium nitrate in Chile, 
coffee in Brazil, tin in Malaya and 
Bolivia, rubber in the Malay States, 
and bismuth in Bolivia. Some of these 
products will be considered in later 
chapters; several may be considered in 
this connection. 

Most of the bismuth produced in the 
world is obtained from Bolivia. Ex- 
port taxes have been levied by the 
Bolivian Government and these have 
recently been increased on the ground 


a 
va 
$ 


that the production of the metal is > 


subject to the control of a monopoly.” 
The well-known firm of Johnson, 
Matthey & Company, of London, 
virtually controls the bismuth market 
of the world. It is commonly reported 
that the United States Smelting, Re- 
fining Mining Company entered 
into an agreement with Johnson, 
Matthey & Company, whereby they 
were allowed to sell in the American 
market at the same price as the foreign 
company asked for its metal, on the 
condition that they did not purchase 
bismuth ores and produce the metal 
only as a by-product. The American 
Smelting Refining Company is the 
only other United States producer. 


The important factor in the bismuth. 


Be 


industry is commercial control. 


2 Mineral Industry, 1917. 
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Export Taxes on RUBBER 


An example of the use of export 
taxes to restrict production and to raise 
and stabilize prices is furnished by the 
policy adopted by the British in 1922 in 
the case of the Malay and Ceylon 
plantation rubber industry.4 No rub- 
ber is produced in the Gnited States. 
American tire and other rubber goods 
industries consume more rubber than 
the industries of any other country and 
have, therefore, been greatly concerned 
over a Government measure which 
increased the price of rubber. 

The development of the plantation 
rubber mdustry is almost dramatic in 
its interest. Before 1900 the consump- 
tion of rubber was, compared with to- 
day’s consumption, relatively small and 
the only source of supply was the wild 
rubber from the Congo and the Ama- 
zon. As far back as the seventies ex- 
periments had been made with growing 
rubber trees in the East but it was not 
until the nineties that plantations were 
established. In 1900 the world pro- 
duction of rubber was 53,890 tons. 
Of this amount 26,750 tons consisted of 
wild rubber from Brazil, 27,136 tons of 
wild rubber from other sources and only 
four (4) tons from rubber plantations. 
From that time onward the production 
of plantation rubber in the East has 
steadily increased and of wild rubber 
has steadily decreased. In 1920 the 
world production consisted of a little 
over 300,000 tons of plantation rubber 
and less than 40,000 tons of wild rubber. 
In 1921, 1922 and 1923 the amounts of 
wild rubber were less. 

The growing of rubber under the 
plantation system centers chiefly in 

2 The World Rubber Position (W. H. Rickin- 
son & Son, London). 

*See pp 149, and 154. The Crude Rubber 
Situation, Dr. H. N. Whitford, Department of 
Commerce, and Operations of an American Rubber 
Company in Sumatra and the Malay Peninsula, 
Mr. H. Stuart Hotchkiss, United States Rubber 
Company. 
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British Malaya and the Dutch East 
Indies, but there is some production in 
Ceylon, Borneo, Indo-China and else- 
where. British control in the industry 
is dominant. The British Rubber 
Growers’ Association is made up chiefly 
of growers in Malaya and Ceylon, but 
it is in touch with other British pro- 
ducers in the East. About one half of 
the total rubber acreage in the Dutch 
East Indies is British controlled. 
“The Dutch,” it is said, “own about 
one eighth of the total area planted 
with rubber in the Far East, the re- 
mainder being almost entirely Brit- 
ish.” 26 

During 1921 and the first part of 
1922 depression prevailed in the rubber 
industry. Prices fell disastrously. Ef- 
forts were made by the Rubber Grow- 
ers’ Association to restrict output by 
voluntary agreement. Having failed 
in this, its members appealed to the 
British Colonial Secretary to provide a 
plan of compulsory restriction in 
Malaya and Ceylon and to seek the 
voluntary coöperation of British and 
other interests in other areas. The 
Colonial Secretary appointed a com- 
mittee to report remedial measures. 
It reported in June, 192%, and again in 
October, 1922.27 An effort was made ` 
to enlist the coöperation of the Nether- 
lands Government, but this wes re- 
fused. The committee then made its 
final report. This report states that 
the following facts influenced their 
decision :8 

(a) Excessive and increasing production 
of rubber owing to the failure of the pro- 
ducers to make voluntary restriction ef- 
fective with the consequent continuation of 
the depression in the price of rubber. 

(b) The general demand by the leaders of 


* Review of the Rubber Market for 1922 
(Symington & Sinclair, London), p. 4. 

37 British Reports, Cmd. 1678 and{Cmd. 1756. 

28 Supplementary Report of the Committee, 
Rubber Sttuation tn British Colonies and Pro- 
tectorates, p. 3, Cmd. 1756. 
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the r&bber industry both in’London and in 
Malaya for restrictive measures if necessary 
by one or more of the British Dependencies 
independently of the Netherlands Govern- 
ment attitude. 

(c) The committee haye had before them 
the latest available estimates as to the 
figures of the world’s production and ab- 
sorption of rubber in 1922, together with 
figures of existing stocks. 

The committee finally recommended 
a new kind of sliding scale of export 
duties. The producers were to be al- 
lowed to export a certain quantity at a 
minimum rate of duty and if they 
desired to export a greater amount, the 
export tax would become increasingly 
heavy. ° 

These recommendations were 
adopted. On November 1, 1922, the 
export of rubber (restriction) enact- 
ment No. 19 came into force in the 
Federated Malay States. This enact- 
ment gave the Government power to 
make rules for the purpose of imposing 
an export duty on rubber, for regulating 
and restricting the export of rubber 


exported at a minimum export duty. 


certificate of “standard production” + 
was issued for each estate based onthe ~~ 
actual output of that estate for the 
year ending October $1, 1920, plus al- 
lowances for production from new 
areas. On the basis of these certificates 
export licenses for each estate are 
granted. A dixed percentage of an 
estate “‘standard production” can be 


” 


Thereafter the export duty increases 
and is virtually prohibitive. 

The rules?? pfovide, inter alia, that 
no person shall export rubber except 
under and in accordance with: 


(a) A certificate of standard production 
(that is, the quantity of dry rubber pro- 
duced from any holding between Ist No- 
vember, 1919, and 31st October, 1920, or 
such other quantity as may be certified by 
the prescribed authority to be the standard 
production of any holding); or 

(b) a coupon; or 

(c) a provisional licence. 


Bule 14 provides for the imposition 
of a duty on rubber exported under 


from the Federated Malay States. A license at the following rates: 


Rate of Duty 


2 cents* per pound. 


(1) On all rubber exported under coupon or provisional 
CENCE sd aides BEKO Bhs Sagi A AEE eee anaes 
(2) On rubber exported under certificate of standard produc- 

tion and quarterly licence: 
(a) Not exceeding the quantity authorized by such 
licence to be exported at the minimum rate of duty 
(b) Exceeding such quantity in accordance with the 

- following scale: 

Percentage by which amount of rubber exported 
exceeds the authorized percentage of one quarter of 


2 cents per pound. 


Export duty to be levied 


w 


standard production... .. 0... cece eee eee renee 


Not exceeding 5........ PERETE AN 
Exceeding 5 but not exceeding 10.. 
For every additional excess of 5 or partof&.......... 


2? British Board of Trade Journal (July-December, 1922), Vol. 109, p. 717. 


veat © F © © ee He ç ë +k. 


and paid on each pound 
of rubber exported dur- 
ing the quarter. 


174 cents 

An additional 84 cents 
provided that the max- 
imum export duty shall 
not exceed 42 cents. 


i 
r 


ad 


* Cents of the Straits dollar, which =8.56 U. S. Similar restrictions are in force in Ceylon, and 
also in Sarawak. (Commerce Reports, June 25, 1923.) 
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Under the competitive system the 
consumer as well as the producer has 
an interest in having a product such as 


rubber raised at a reasonable profit. 


Only under such conditions can the 
supply be maintained. But the dan- 
ger is that producers such as thearubber 
growers, who for the timeeing have a 
virtual international monopoly, may 
use their advantage to exact tribute of 
the consumer. It is this danger which 
led Congress to appropriate funds for 
an investigation and which has given 
impetus to the development of inde- 
pendent sources of supply either in the 
. Philippines or in Latin-America. 
Aggressive export taxes, however 
plausible their justification may be, 
arouse suspicion in the nation upon 
which the burden falls and may result 
in steps to break the monopoly or in 
retaliation. When the sliding scale 
tax was proposed to be levied on rub- 
ber, the British India Rubber Manu- 
facturers’ Association in Great Britain 
protested. Its manifesto concluded: 


America is the largest user of plantation 
rubber, and Great Britain, through its 
colonies, is the greatest producer. In the 
case of cotton the position is exactly re- 
versed, and is there not, therefore, the 


` danger that a precedent is being created 


which may lead to retaliation? ® 


Exrort TAXES AND COMMERCIAL 
RIVALRY 


Import taxes, it should be noted, are 
essentially protective in character. 
Export taxes, however, whenever an 
element of monopoly is present, may be 
aggressive. The positive effects of im- 
port taxes are confined to the home 
market. The positive effects of ex- 
port taxes may fall powerfully and 
continuously upon consumers and in- 
dustries abroad. 


“~~ Import taxes tend to encourage the 


3 Literary Digest, February 10, 1923, p. 10. 
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production within the tariff wall A the 
products to which they apply. Export 
taxes tend to check production within 
the tariff wall, if levied upon products 
which compete in the internacional 
market; but if levied upon products 
which foreign countries must obtain 
from this source, they tend to protect 
manufactures and to force foreign 
countries to import half or fully 
finished articles rather than raw ma- 
terials, 

The subject of raw materials was 
discussed at some length at the First 
Congress of the International Chamber 
of Commerce, at London, in 1921. 
The following resolution was unani- 
mously adopted :*! 


Whereas, every tax on export and import 
of raw materials must necessarily mcrease 
the cost of production and thereby must 
hinder economic development and prevent 
economic restoration; 

And, whereas, it is desirable that, in order 
to put a stop as far as possible to the rival- 
ries between nations in their search for raw 
materials, to stamp out the causes of 
economic conflicts which may threaten 
peace and to do away with the natural 
inequality arising from the fact that the 
riches of the world are unequally spread 
over its surface, and to assure the rapid 
restoration of the world’s commerce; 

The International Chamber of Commerce 
recommends the abolition of any restriction 
which governments have imposed or might 
impose on the free movement of the raw 
materials which are included in the list at- 
tached hereto. 


- In the exceptional case of certain coun- 


tries being obliged, for financial reasons 
connected with the budgets o? their 
colonies or dominions, to maintain fiscal or 
statistical duties in these colonies, these 
duties should be levied on all importing 
countries equally, including the mother 


country. 


ät International Chamber of Commerce, Pro- 
ceedings of the First Congress (London, June 
27-July 1, 1991), pp. 89-90. 
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\ list or Raw MATERIALS 


Untanned hides, skins and furs, 

Wool in bulk or wool skins. 

Raw horsehair, etc. 

Silk in cocoon, raw silk, floss silk or silk in 
bulk. 

Raw materials for fertilizers. 

Gum in a raw state, India rubber, gutta- 
percha. 

Unprepared timber. 

Raw cork. 

Raw cotton. 


Flax, hemp, jute and other vegetable fibres ~$ 
in a raw state. 

Ores and mineral products. 

Natural metals. 

Precious metal (gold, platinum, silver, etc.). 

Mercury. 

Filings and waste of metals. 

Stone and earth employed in construction 
and diffefent industries, etc. 

Coal 


Mineral oil. 
Oilseeds and fruits not used as ood in their 
unported state. 
. 


CHAPTER IV 


GOVERNMENT PROHIBITIONS, EMBARGOES AND LICENSING ‘A 
OF IMPORTS AND EXPORTS 


The regulation of trade and industry 
by import and export duties, although 
the most obvious, is not by any 
‘ means the only form of political action 
employed by nations to affect trade 
and industry. Closely associated with 
them in effect are export and import 
prohibitions, embargoes and licensing 
systems. : 


| CANADIAN RESTRICTIONS AND 
EMBARGOES 


Some of the most serious commercial 
problems which have arisen between 
the United States and Canada have 
resulted from certain restrictions and 
embargoes imposed by Canada on 
certain of her natural resources.*? 
The motives which have led Canada 
to adopt this policy have been stated 
to be first, the encouragement of the 
investment of capital in manufacturing 
in Canada, and later the conservation 
of her natural resources. The protec- 
tionist aim was undoubtedly domi- 
nant. These prohibitions, embargoes 
and restrictions have not been, in 
form, discriminatory, but because of 
the geographical relationship and the 

€ Ses page 282. Canada’s Policy Respecting 
Pulp-Wood. Dr. Adam Shortt, Ottawa. 


dependence of many American indus- 
tries on Canadian raw materials, they 
have borne heavily only upon American 
Interests, and they have led to many 
pretests and to some retaliatory legisla- 
tion. Such policies, as has been 
pointed out, can, even from a purely 
nationalist standpoint, be adopted only 
within certain limitations. There has 
been, for example, an agitation in 
Canada for a number of years for 
placing an embargo on raw asbestos in 
order to influence American com- + 
panies to move their factories to - 
Canada. A factor restraining Canada 
from this action, however, has been 
the fact that American consumers may 
extend their purchases in Rhodesia 
and, if possible, in Russia, and thereby 
injure the Canadian producers of raw 
asbestos. 

This policy of restriction or embargo 
has been adopted by the Dominion 
and Provincial Governments of Canada 
only in so far as concerns pulp wood 
and logs exported from Crown lands, 
as distinct from private lands; but the 
Dominion Government, within a few. 
months, has obtained from the legisla- 3 
ture power to extend the embargo 
policy to products of private lands. 
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TRADE RESTRICTIONS AS WAR 
MEASURES 


Great impetus was given during the 
war years to direct government meas- 
ures restricting or regulating the im- 
port and export of products. Most of 
the countries, including the Dnited 
States, adopted strict centrols over 
imports and exports and established 
licensing systems which were admin- 
istered arbitrarily in the interests of 
the respective nations and their allies. 
In the United States the administering 
body was the War Trade Board. As 
an example of these practices, which 


~ have been extended into the post-war 


acai T 


period, consideration will be given to 
the effort (not successful) to establish 
a permanent prohibition on the imports 
of coal-tar dyes into the United States, 
except as the Government might grant 
licenses for the importation of limited 
quantities of specified kinds. 


PROHIBITION OF THE Import oF COAL- 
Tar DYES INTO THH UNITED STATES 


The Revenue Act of September 8, 
1916, contained a section increasing 
the import duties on coal-tar inter- 
mediates and finished products, in- 
cluding dyes. The provisions of this 
Act, with few exceptions, were satis- 
factory to the American dye manu- 
facturers at the time the Act was 
passed. Although at that time im- 
ports were negligible, owing to war 
conditions, the Act encouraged the 
investment of capital in the building 
of dye plants in the United States by 
giving some assurance of protection 
when the war should end. 

After the entry of the United States 
into the war, legislation (Trading-with- 
the-Enemy Act, and various amend- 
ments thereto) was passed which 
destroyed the power of German-owned 


^ United States patents to hamper the 


—_— 


development of the American industry. 
At first, licenses to operate under these 
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patents were issued by the Federal 
Trade Commission,—later, the title 
to the patents was seized by the Alien 
Property Custodian, and the patents 
sold to the Chemical Foundation, Inc., 
which acted as a quasi-public corpora- 
tion to administer the patents for the 
benefit of the American industry as a 
whole, and has, since the end of the 
war, compelled the former owners to 
pay patent license fees to sell the dyes 
covered by patents in the United 
States. Suit is now (1923) in progress 
to cancel this sale to the Chemical 
Foundation. 

Toward the end of the war and 
immediately after the Armistice, the 
American manufacturers became con- 
vinced that the protection afforded by 
the Tariff Act of September 8, 1916, 
would be insufficient against renewed 
German competition. Influenced in 
part by British example, they asked 
that the war-time prohibition on im- 
ports from Germany be continued with 
a concession to consumers’ that prod- 
ucts not made in the United States, 
or for which a satisfactory substitute 
was not available, should be admitted 
to entry by special license. 

During the war the President was 
given absolute authority to control 
all imports and exports in any way 
which would seem to be helpful in 
winning the war, in particular, to 
insure adequate supplies of materials 
needed for military purposes, to control 
the use of shipping in the most helpful 


‘manner, to influence foreign exchange, 


and to aid the blockade of Germany. 
In practice this control was exercised 
through a system of licenses issued by 
the War Trade Board. After the 
Armistice this control was quickly 
abandoned on most commodities, but 
an exception was made of dyes and 
synthetic organic chemicals. The pow- 
er given to the President for the 
purpose of winning the war was 


42 


utilized during the period from the 
Armistice to May 27, 1921, for the 
different purpose of protecting the new 
American dye industry from German 
competition. During this period no 
importation of these commodities from 
Germany was permitted without spe- 
cial license from the War Trade Board, 
and in practice no license would be 
issued unless the applicant could show 
that the particular dye or other prod- 
uct, or a satisfactory substitute there- 
for; could not be secured from American 
sources on reasonable terms as to price, 
quality and delivery. This policy 
gave substantial protection to the 
American dye industry in addition to 
the protection afforded by the tariff. 
On December 12, 1918, the Tariff 
Commission submitted a report to the 
Committee on Ways and Means, 
pointing out many defects in the lan- 
guage of the Act of September 8, 1916. 
This report contained a draft of a bill 
to remedy these defects. Soon after 
the convening of Congress in special 
session during the spring of 1919, 
Congressman Longworth introduced 
a bill, embodying the suggestions of the 
Commission. Hearings on this bill 
were held during June, 1919, and at 
the hearings representatives of the 
American dye industry urged that the 
control of imports as practiced by the 
War Trade Board be incorporated in 
the bill, thus giving the policy a legal 
status which would survive the legal 
declaration of peace. Such a licensing 
control of imports was incorporated in 
the bill and passed the House of 
Representatives during September, 
1919. Hearings were held on this bill 
before the Senate Committee on Fi- 
nance during December, 1919, and 
January, 1920. During these hearings 
the opposition of certain textile mills 
to the plan was made manifest, but in 
spite of this opposition the bill as 
reported contained the licensing pro- 
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visions, although in a form very 
different from that in which it passed 
the House. The bill came up for 
action in the Senate during May, 1920, 
but did not reach a vote, owing to a 
filibuster. It was generally under- 
stood that the bill would have passed 
if a Vote kad been taken. In the 
meantime, however, the licensing plan 
remained in effect under the war 
powers and the long delay in the 
Senate over the Treaty of Peace 
prolonged the @xistence of this control 
in an unexpected manner. 

The Emergency Tariff of May 27, 
1921, contained a section reading as 
follows: 


Sec. 501. (a) That on and after the day 
following the enactment of this Act, for 
the period of three months, no sodium 
nitrite, no dyes or dyestuffs, including 
crudes and intermediates, no product or 
products derived directly or indirectly 
from coal tar (including crudes, inter- 
mediates, finished or partly finished prod- 
ucts, and mixtures and compounds of such 
coal-tar products), and no synthetic or- 
ganic drugs or synthetic organic chemicals, 
shall be admitted to entry or delivered 
from customs custody in the United States 
or in any of its possessions unless the 


Secretary determines that such article or a > 


satisfactory substitute therefor is not 
obtainable in the United States or in any 
of its possessions in sufficient quantities 
and on reasonable terms as to quality, 
price and delivery, and that such article in 
the quantity to be admitted is required 
for consumption by an actual consumer in 
the United States or in any of its posses- 
sions within six months after receipt of the 
merchandise. 


This gave a definite legal authority 
for the control of imports by license 
which was not dependent on a legal 
state of war, and extended the control 
to dyes imported from all foreigy 
countries. This Act was later ex- 
tended until the passage of the Tariff 
Act of 1922. 


kn 
ni ` 
7 


{A 


~ 


k 


a 


Raw MATERIALS AND FOODSTJFFS 


Many friends of the American dye 
industry made great efforts to have 
this policy perpetuated in the Tariff 
Act of September, 1922. This became 
one of the most intensely controversial 
questions in the consideration of this 
tariff bill, but the effort was finally 
defeated. The first report eof the 
Conference Committee continued the 
dye licensing in effect, but fhis report 
was rejected by the House and its 
conferees were instructed to insist that 
the licensing plan be ended. 

As a compromise, however, the 
import duties on dyes and other coal 
tar chemicals were to be levied on the 
American valuation and duties put 
unusually high. 

The annual Census of Dyes pub- 
lished by the Tariff Commission has 
been of substantial aid to the industry 
in directing the investment of capital, 
so that a better adjustment has been 
effected between productive capacity 
for each product and the demand for 
that product than could have been 
secured without the detailed knowledge 
of output of individual products and 
of imports, furnished by the Census. 


GREAT BRITAIN Alps THE DYE 
INDUSTRY 


In Great Britain the Government 
aided the dye industry by direct 
financial grants to the extent of 
£1,700,000, of which £200,000 was a 
direct gift in support of research and 
to write off in part abnormal costs of 
construction, owing to the war, and 
the remainder was originally a loan at 
4 per cent interest to be repaid in 25 
years and was later converted to stock 


in the British Dyestuffs Corporation. 


On May 15, 1918, the President of 
the Board of Trade stated in the House 


, of Commons: “In order to safeguard 


this particular industry . . . im- 
portation of all foreign dyestuffs shall 
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be controlled by a system of licenses 
for a period of not less than ten years 
after the war.” This policy was, in 
fact, put into effect, but came to an 
end in December, 1919, when a decision 
was rendered, in a test case, by Justice 
Sankey to zhe effect that there was no 
adequate legal basis ‘for this control. 
From December, 1919, to December, 
1920, German dyes could be imported 
without special restrictions, and, in 
fact, large amounts of German dyes 
were imported into Great Britain. 

The British dye makers were suffer- 
ing so seriously in competition with 
German dye makers that in December, 
1920, Parliament passed the Dye- 
stuffse Import Regulation Act, which 
prohibited the importation of all dyes 
and intermediates except under license. 


MOTIVE FOR PROHIBITIONS OF 
EXPORTS AND Imports 


Prohibitions on exportation and on 
importation of products have in general 
the same purpose as export and import 
taxes which are levied for industrial 
reasons. But the latter bring in some 
revenue, while the former have the sole 
purpose of affecting production or 
distributicn. They are more drastic 
than import and export taxes; they 
recall some of the harsher practices 
of the days of mercantilism. At the 
present time they are of more frequent 
occurrence than they were before 1914. 
In a world where government under- 
takes, in many ways, to shape the 
development of trade and industry, 
prohibitions cannot be unqualifiedly 
condemned. 

something may be said, for example, 
in defense of Canada’s position con- 
cerning the restrictions heretofore 
placed on the exportation of pulp wood. 
Canada’s forests are one of her chief 
sources of wealth. She believes that 
it is desirable to use them as a basis for 
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the development of her industrial life. 
She therefore has placed restrictions 
on the exportation of the raw material. 
No restrictions have as yet been placed 
on the exportation of pulp and paper.* 
The American consumer may purchase 
pulp and paper in the Canadian market 
as freely as he purchases them in the 
American market. American capital, 
furthermore, is free to erect pulp and 
paper factories in Canada and send 
their product to the United States free 
from export duty. Since the Canadian 
restrictions now in force are applicable 
to Crown lands alone, they have not 
prevented exportation of wood cut on 
lands which had been purchased by 
American interests with the object of 
exporting the wood. 

Since the Canadian restrictions were 
adopted before the American paper 
industry had become so seriously 
dependent upon Canadian resources, 
and were, in any case, only partial in 
their effects, it might be argued that 
the restrictions when imposed did not 
offer the prospect of putting the 
American paper industry in a position 
of “systematic inferiority.” It will 
be observed that the situation in 
respect to the proposed extension of the 
Canadian embargo to wood cut on 
private lands cannot be defended by 
the arguments just used. 


* Mr. Frank J. D. Barnjum, perhaps the lead- 
ing protagonist of a general embargo on Canadian 
pulp wood, regards such an embargo as only a 
first step to an embargo on pulp. 

37 See page 54 for this expression used by Com- 
mittee of the League of Nations. 
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Errect or Export RESTRICTIONS ON 
INTERNATIONAL RELATIONSHIPS 


Export restrictions on raw materials 
must necessarily be considered with 
reference to the larger problems of 
international relationships. No nation 
is self-sufficient in raw materials. If 
every nation should adopt the policy 
of retaining for its industries the raw 
materials over which it has political 
control, the result would be far reach- 
ing changes in the economic situation 
of some indugtrial countries. The 
problem is not analogous to the 
employment of import taxes or even 
import prohibitions. These latter 
affect only the home market. Export 
restrictions, on the other hand, affect 
the development of industries in other 
countries.= Just as some exchange of 
manufactured articles on the basis of 
equalized competition is highly desir- 
able, so an exchange of raw materials 
would seem to be desirable. American 
industries need Canadian pulp wood and 
asbestos. Canadian industries must 
have American cotton, coal and iron ore. 

The prohibition of importations with 
a system of licensing of certain ship- 
ments is a more direct and a more 
arbitrary method of controlling import 
trade than is control by import duties. 
It no doubt has a theoretical value and 
in some cases and at certain times may 
be justified. But it raises serious 
administrative problems and is likely 
to lead to serious international com- 
plications. 

38 Ses the discussion of the difference between 
import and export duties, below, pp. 37 and 216, 


CHAPTER V 


PREFERENTIAL IMPORT AND EXPORT DUTIES ON RAW MATE- 
RIALS AND PREFERENTIAL PROHIBITIONS AND EMBARGOES 


The policy of protection for national Unfortunately they are, particularly in 
industries and the policy of tariff the imperial literature of Great Britain. 


. preference should not be confused. 


Protection, as understood by Alexander 
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Hamilton, ‘is an expression of national- 
ism. Its object is to diversify a na- 
tion’s economic life and to afford varied 
opportunities for the application of the 
genius of a people. It may be em- 
ployed either to increase a country’s 
industries or to prevent excessive 
industrialization. Preference, on the 
other hand, is an expression of modern 
imperialism. It is not onl¥ protective 
but also aggressive. It seeks to extend 
to new areas the control of the eco- 
nomic system of the country which 
happens to have the political power to 
impose the preferential duties.®* 

Preferential duties—both import and 
export—have defenders who can make 
out a plausible case. In the British 
Empire they are defended on both 
economic and political grounds. Do- 
mestic politics, as in Canada, have 
tended to shape the policy.*® Never- 
theless, when the preferential import 
and export tariff systems of our modern 
world are viewed as a whole, the con- 
clusion is inescapable that they ara a 
part of that economic conquest of the 
earth to which the expansive forces of 
capitalism are driving us, employing 
political measures where possible to 
achieve the ends. 


Ton BACKGROUND oF DISCRIMINATORY 
TARIFFS 


Modern systems of preferences which 
have been considerably extended since 
the war have their roots in the old 
colonialism of the 16th, 17th, and 18th 
centuries. Mercantile policies of mo- 


3° Tn generalizing in regard to scores of colonies, 
it is not always possible to use Janguage which 
fits every case. It should be noted that Great 
Britain has no power to impose tariffs in the aelf- 
governing Dominions, but see U. S. Tariff Com- 
mission report on Colonial Tanf Policies (Chap- 
ter on South Africa) for British influence in 
obtaining the preferential tariff of South Africa. 

“Ses page 221. The Origin and Results of 
Canada’s Preferential Tariff. Dr. Adam Shortt, 
Ottawa. 


nopoly and exclusion which character- 
ized the trade struggles of Portugal, 
Spain, the Netherlands, France and 
Great Britain, were determined by the 
same gensral motives which today 
determine policies of preference—the 
motive to increase political prestige by 
increasing economic strength. And it 
might as well be said now as it will be 
repeated later: If international rela- 
tions are to continue unregulated, if the 
security of the state is to depend on each 
nation having political control of all the 
markets and sources of raw materials its 
economic life requires, then such policies 
are justified and the strong nations should 
use their strength to establish and enforce 
preferences, trade exclusions and mo- 
nopolies. This, it need hardly be added, 
means war—first commercial war, then 
military wir. 

The harshness of the early com- 
mercial policies of European nations 
was gradually modified by the negotia- 
tion of commercial treaties. But com- 
mercial treaties seldom included in their 
terms the relations of the mother coun- 
tries and colonies. Some that did have 
been denounced or violated. Systems 
of preferential import and export duties 
today cheracterize the colonial rela- 


- tions of Portugal, Spain, France, Italy, 


Great Britain, Japan and the United 
States. ! 

Detailed discussion of these preferen- 
tial relaticns will be attempted only in 
so far as they relate to raw materials. 
But a few of the general features of the 
systems cf preference may be sum- 
marized. 


PREFERENTIAL TARIFFS 


Discriminatory tariff systems may 
for convenience be classified as “‘pref- 
erential” and as “assimilated.” Inthe 
case of the preferential systems, duties 
in the colonies are reduced a certain 
percentage in favor of the trade with 
the mother country, and in the mother 
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country a certain percentage in favor of 
the trade with the colonies. The 
amount of the reduction varies widely. 
Most of the colonies of Portugal and 
Spain fall within this class. Preferen- 
tial tariffs exist in Mozambique, An- 
gola, the Cape Verde Islands, Portu- 
guese India, Timor, Sao Thomé and 
Principe, and Portuguese Guinea. 
Preferential tariffs are also found in the 
Spanish colonies of Fernando Po, 
Spanish Guinea and Rio de Oro. A 
number of the colonies of France also 
have preferential tariffs as, for example, 
French West Africa and French Oce- 
ania. In the British Empire, preferen- 
tial tariffs are found chiefly in the 
Dominions and in the West Indian 
Colonies.. ° 


ASSIMILATED TARIFFS 


Comparing tariffs of the same gen- 
eral range of rates, the policy of as- 
similation is obviously more discrimi- 
natory than the policy of preferential 
tariffs, since the discrimination amounts 
to 100 per cent. It implies the com- 
plete absence of tariff barriers between 
the colonies and the mother country, 
and an imposition on foreign goods im- 
ported into the colonies of the same 
tariff rates that are imposed upon like 
goods imported into the mother coun- 
try. There are usually a few excep- 
tions to this general rule made neces- 
sary by local conditions, and certain 
additional charges in the nature ‘of 
consumption taxes are imposed in cer- 
tain colonies upon imports regardless of 
origin. But basically, the principle of 
assimilation requires the maintenance 
of free trade between the colonies and 
the mother country, with a common 
customs barrier around both. 

The policy of assimilation has 
been pursued notably by France, Japan 
and the United States. It was adopted 
by France as its prevailing policy in 
1892. Among the French colonies to 


which this policy has been applied may 
be mentioned Algeria, French Indo- 
China, Madagascar and New Cale- 
donia. Japan’s policy has been to as- 
similate the tariffs of her colonial 
possessions, all of which he compara- 
tively close to her main territory. 
This policy includes not only Formosa 
but also Korea, where the open door 
pledge expared in August, 1920; but it 
does not include the leased Chinese 
territories. ‘The policy of the United 
States has tended toward assimilation. 
The only non-@ontiguous territories 
which have been assimilated are Porto 
Rico, Hawaii and Alaska and the 
peculiar legal status of at least the two 
last-named territories places them out- 
side the class of “colonies.” In the 
case of the Philippines, complete free 
trade exists between the Archipelago 
and the United States, but the Philip- 
pines have a separate tariff applicable 
to foreign importations. 


CLASSES OF PREFERENTIAL TARIFFS 


Preferential import duties are more 
frequently applied to manufactured 
articles for the perhaps obvious reasons 
that in such articlé..seller competition 
is most keen and the. ‘nufacturers are 
in a position to urge their claims to 
preference on their home governments. 
If for a moment we view the problem of 
competition from the point of view of 
the non-industrial world, particularly 
the colonial world, we shall see that 
producers of raw materials in, let us 
say a colony, may have the same selfish 
motive for seeking a preferential posi- 
tion for their products in the market of 
the mother country as induced the 
manufacturer to seek a colonial pref- 
erence for his wares. Asa general rule, 
it may be said that industrial countries 
place raw materials and foodstuffs on 
the free list, but from various motives, 
several colonial powers have granted 
preference to the products of their 
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colonies in their home markets. These 
preferences fall ito three classes.” 

In the first class, in a number of 
countries agrarian interests have been 
able to obtain protective duties on 
agricultural products and, in some 
cases, these products are also produced 
in the colonies. Algeria, for*example, 
exports, among other ` things, wines, 
cereals, animals and fruits. These 
products are dutiable in a number of 
the countries of Continental Europe, 
but they enter Franee free of duty un- 
der her policy of assimilation. Follow- 
ing the extension of jurisdiction of the 
United States over Porto Rico and the 
Philippines, the question arose whether 
their products should pay duties under 
the American tariff the same as foreign 
products. Opposition to complete free 
trade with these possessions came from 
the domestic sugar and tobacco pro- 
ducers. Unrestricted free trade with 
the Philippines was established gradu- 
ally. By the Act of 1909, free entry to 
products of the Philippines, shipped 


_ directly, was granted with the excep- 


Lion of rice and with the limitation that 
free importations of sugar’ should be 
limited to 300,000 gross tons per annum 
and that free importations of tobacco 
should be limited to 300,000 pounds of 
wrapper tobacco, one million pounds of 
filler tobacco and 150,000,000 cigars. 
These restrictions, however, were re 
moved in the Tariff Act of 1913. 

The second class of preferences 
granted by the mother country to 
colonial products are those granted on 
such articles as tea, coffee, cocoa, 
vanilla and spices. In European coun- 
tries duties on these products are 
usually for the purpose of revenue and 
the rates are in general high. A recent 


_example of this policy of preference is 


found in the tariff of Great Britain 
adopted in 1919, under which a pref- 


aU, S. Tariff Commission Report, Colonial 
Tariff Polices, p. 55. 


erence of one sixth of the full duty is 
granted on the following products when 
imported from an Empire source: Tea, 
cocoa, coffee, chicory, currants, dried 
or preserved fruit, sugar, glucose, 
molasses, saccharin, motor spirit and 
tobacco. It will be seen that these 
articles are luxuries or at least con- 
sumption goods; their use as raw ma- 
terials is unimportant. 

In the third class are the few in- 
stances where the mother country, al- 
though not producing the article and 
although it is a real industrial raw ma- 
terial, has imposed a duty on it when 
imported from foreign territory, simply 
in order that a preference might be 
givén to that product when imported 
from its colonial possessions. France, 
for example, imposes a duty on rice and 
Portugal on rubber. They then grant 
free entry or a preference on these 
products when imported from a colo- 
nial possession. 


WHEN THE PREFERENTIAL Duty Is a 
Bounty 


The assumption is easily made at 
times that the reduction of a duty on 
that portion of a product imported 
from a certain country tends to benefit 
the consumer. Preferential tariffs, 
however, only under certain circum- 
stances result in the lowering of the 
prices. If practically the entire im- 
portation of a product comes from the 
country or colony enjoying the pref- 
erence, the tendency will be for the 
benefit of the lower or preferential rate 
to be passed on to the consumer. How- 
ever, if any substantial portion of the 
country’s supply of the product af- 
fected must be imported over the full 
duty, the effect of the preferential rate 
granted to the colony is to give to the 
producer in the colony a bounty on his 
production. This, for example, has 
been the effect. of admitting Philippine 
sugar and tobacco free of duty to the 


i 


48 i TEHE ANNALS OF THE AMERICAN ACADEMY 


American market. The general level 
of the American sugar and tobacco 
prices is determined by the rate of duty 
on Cuban sugar and the rate of duty on 
tobacco imported from foreign coun- 
tries. This price is obviously the basis 
of the price received by the Philippine 
producers. The result is that the 
American consumer does not benefit 
nor does the Federal Treasury, but the 
free entry acts as a bonus or bounty to 
_ stimulate production in the Philippine 
Islands. 


PREFERENTIAL Export Taxns 
Preferential export taxes are more 


commonly associated with raw ma-. 


terials than are preferential import 
taxes. These taxes, when accom- 
panied by any element of monopoly, 
are distinctly aggressive and may be- 
come serious menaces to fair and equi- 
table trade relations. 

Generally, preferential export taxes 
are imposed for the purpose of divert- 
ing trade to the mother country. They 
benefit the direct shipping lines, and 
the entrepôt trade. In the Spanish 
and Portuguese colonies, additional 
preferences in export taxes are allowed 
on goods exported in national ships. 

Remission of the whole or a part of 
the export duties on raw materials is 
employed not only to encourage ship- 
ping and trade, but also to encourage 
industry. Just as preferential import 
duties on manufactured goods im- 
ported into a colony are used to stimu- 
late the industries of the mother coun- 
try, so these same industries are aided, 
by preferential export duties on raw 
materials exported from the colonies, in 
obtaining their raw materials at an 
advantage over their foreign competi- 
tors. 

The commercial experiences of na- 
tions furnish a number of interesting 
cases of this commercial policy. When 
the United States took over the Philip- 


pines, it found in the Spanish tariff 
system a number of export duties. In 
the Act of 1902 of the American Con- 
gress, which provided that imports into 
the United States from the Philippines 
should pay only three fourths of the 
ordinary tariff rates, there were two 
provisions affecting these export duties. 
The first o& these provisions was that 
dutiable products of the Philippines 
imported into the United States should 
pay in the American customs house the 
duty provided byelaw less the amount 
of any export tax paid on the goods in 
the Philippines. In the second place, 
it provided that Philippine products 
free of duty under the American tariff 
act and imported directly from the 
Philippines to the United States “‘for 
use and consumption therein, shall be 
hereafter exempt from any export duty 
imposed in the Philippine Islands.” 
The most important product affected 
by this second provision was manila. 
The export duty on manila in the 
Philippines was 75 cents per 100 kilos, 
or about one third of a cent a pound. 
At the time of the passage of the Act of 
1902, it was believed that these pref- 
erentials would benefit both the Philip- 
pine producers and the American con- 
sumer, and that the loss to the Philip- 
pine Treasury would be made up by 
the provision that all duties collected 
in the United States on imports from 
the Philippines should be paid into the 
Treasury of the Archipelago. Much 
dissatisfaction, however, resulted in the 
Philippines over this preferential provi- 
sion, particularly as,it affected manila. 
Referring to this provision, one of the 
annual reports of the Philippme Com- 
mission stated :# 


£ Export tax on manila hemp, 62d Cong. 3d. 
sess., H. Doc. No. 1401, Annex A, p 8, extract 


from the report of the Philippine Commission for ` 


1905; p. 9, extract from the report of the Philip- 
pine Commission for 1906; and pp. 9-10, extract 
from the Annual Report of the Secretary of War 
for 1806. 
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It is a direct burden upon the 


È people of the Philippine Islands, because it 


takes from the insular treasury export 
duties collected from the people and gives 
them to manufacturers of hemp (manila) 
products in the United States. These 
menufacturers were already prosperous be- 
fore this bounty was given them and it 
seems hardly consistent with our expres- 
sions of purpose to build up aad develop 
the Philippine Islands when we are thus 
enriching a few of our own people at their 
expense. . . 

The Commision has repeatedly called at- 
tention in its reports to the action of Con- 
gress providing for a refund of duties paid 
on articles exported from the Islands to the 


k_ United States and consumed therem. The 


7 
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reasons that led the Commission heretofore 
to recommend the repeal of that provision 
are still operative. Nothing is 
more apparent than that this money has 
been taken out of the poverty of the insular 
treasury to be delivered directly into the 
hends of manufacturers of cordage and 
other users of Philippine hemp in the 
United States for their enrichment. The 
ccrdage interests are prosperous and do 
not need this help; the Philippines are poor. 
It is believed that legislation which takes 
money directly from the Philippine treasury 
and passes it over to a particular indus- 
try in the United States is not founded on 
scund principles of political economy or of 
justice to the Filipinos. We renew our 
recommendation for the repeal of this 
provision. 

This is & discrimination in favor of a 
special interest in America, is a selfish 
exploitation of the hemp industry in the 
Islands, gives proper cause to the English 
and the French to complain, and deprives 
the treasury of the Islands of a part of its 
income without Just cause. 

In spite of these protests, however, 
this preferential provision remained in 
force until the repeal of the provision for 
export taxes in the Philippines in 19138. 


_Tae Brrrish Export TAx on PALM 
KERNELS 
This policy of the United States was 
referred to by Mr. Ramsay MacDonald 
5 
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in the British House of Commons, in 
1916, when consideration came up of a 
similar preferential arrangement con- 
cerning palm kernels exported from the 
British West African possessions. Mr. 
MacDonald spoke as follows on this 


measure :® 


. . Itisa protection which is going 
to ibe paid for largely by the natives, who 
have no voice in this matter or in the 
Government which settles the economic 
conditions under which they have to live. 
As a matter of fact, when we take what it 
means, and take the position of the Com- 
mittee, it reminds us of what Adam Smith 
wrote about a similar sort of method. It 
was, I am very glad tosay,far more common 
160 yeprs ago than now, but this Report 
rather shows it is going to be still more 
common in the future than it has been in 
our lifetime hitherto, that interested per- 
sons are going to be appointed on commit- 
tees that are to report upon how their own 
interests are to be conserved and ad- 
vanced by political authority at home. 
Adam Smith says: 


Of the greater part of the Regulations 
concerning the Colony trade, the merchants 
who carry it on, it must be observed, have 
been the principal advisers. We must not 
wonder, therefore, if in a great part of them 
their interest has been more considered than 
either that of the Colonies or that of the 
Mother Country. In their exclusive privi- 
lege of purchasing all such parts of their 
surplus produce as could not interfere with 
any of the trades which they themselves 
carried on at home, the interest of the 
Colonies was sacrificed to the interest fof 
those merchants. 


: The form of this proposal was 
the system of duty which was imposed 
upon the Philippine Islands by the United 
States Government when the United States 
Government imposed a certain export duty 
upon hemp, but when the hemp was sent 
direct to the United States ports then no 
export duty was paid. That is what is 
happening here. Not a single farthing 
of the £2 per ton proposed by this 


“Great Britain—Parliamentary Debates, 
House of Commons, 85. 1 Aug., 1916, to 28 
Aug., 1916, pp. 568-568. 
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scheme is effective, and of course the Colo- 
nial Secretary and the Colonial Office want 
the scheme to be effective. If it is effective, 
not a single farthing will go into the Ex- 
chequer of the West African Colonies, be- 
cause all the nuts will come to the British 
Empire. and, consequently, all the deposits 
of £2 per ton will be given back to those 
upon whom they have been levied. The 
idea is that the £2 shall be nominally an 
export duty, but that everyone importing 
nuts into the British Empire and crushing 
them in the British Empire shall, upon the 
production of the certificate that the nuts 
have been crushed in the British Empire, 
claim a rebate of the £2 which has been left 
asadeposit. That is not an export duty at 
all. 

. This pernicious policy which 
begins its new departure in Colonial policy 
may be inaugurated. This is the first ef- 
fect of the Paris resolutions.“ These may 
be approved and accepted. Of this, how- 
ever, I am perfectly certain, when those 
times go by and we are in a position to con- 
sider what we have done this afternoon—if 
we give this Report our approval—ve will 
see we have done two things: We have 
sacrificed the interests of the natives that 
we ought to have guarded, and we have 
deteriorated the honour and conditions of 
the Colonial policy of this Empire. 

Palm kernels are an important raw 
material in the vegetable oil crushing 
industry. Before 1914, the West Afri- 
can kernels were exported chiefly to 
Germany where the oil was used in the 
making of soaps and margarine, and 
where the oil cake was used as cattle 
food. During the war, this trade was 
gradually diverted to Great Britain and 
in order to retain control of this raw 
material in the post-war period, the 
British Government proposed the levy 
of an export tax of £2 a ton on palm 
kernels, with a provision that this ex- 
port tax should be remitted when the 
palm kernels were exported with a 
guarantee that they would be crushed 
within the British Empire. 

# Resolutions of Paris Economic Conference, 
June, 1916. 
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Opposition to the preferential export 
tax developed in the West African 
colonies, but sufficient pressure was 
exerted from London to bring about 
the enactment of the measure. Local 
light is thrown upon the issue in a book 
by an experienced West African ad- 
ministrator. He says:# 


While s&ne maintain that the duty has 
enabled the crushers in England to control 
the kernel market, knowing that importers 
could not ship their kernels abroad, Mr. 
J. H. Batty (head®f the African and Eastern 
Trade Corporation), than whom there is 
probably no higher authority, observed to 


me lately that this tax had “more than ` 


served its purpose” in West Africa. 
Though no less opposed to it in principle 
than myself, he held that it had been amply 
justified in the special circumstances as a 
temporary measure. Germany, with her 
mills intact, with special facilities for sup- 
plying the markets of Austria, Russia and 
Eastern Europe generally, by rail without 
breaking bulk, desired again to invade 
West Africa and capture the kernel trade. 
She had, however, been prevented by the 
duty, and had therefore substituted copra, 
principally from the Dutch East Indies, 
thus relieving the palm kernel market of a 
serious competitor, and extending the de- 
mand for kernels. The merchant, he 


added, had not lost a penny by the tax, nor ` 


a 


had the natives, since prices had been ~ 


steadily maintained by competition. The 
proof of this could be seen in the prices 
ruling—both previously and today—as 
compared with copra, which for all practical 
purposes supplies the same needs. 

A similar duty under home instruc- 
tions had for some time -been imposed on 
tin. 

These preferential export taxes on 
palm kernels were all repealed before 
January 1, 1923." 


* Lugard, Sir F. D.: Ths Dual Mandate an 
British Tropical Africa, p. 270. 


“Gold Coast and Nigeria—Commerce Ren. 


ports, October 9, 1928. Gambia—Commerce ~ 


Reports, January 1, 1923. Sierra Leone— 
British Board of Trade Journal, July 27, 1922. 
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Tnpia’s Export Tax on Jute, Hives 
AND SKINS 


Further evidence of the lack of en- 
thusiasm in the British colonies for 
preferential export taxes, the result of 
which is to favor industries in Great 
Britain, is furnished by India’s ex- 
perience with jute and with hades and 
skins. In 1918, a co ttee ap- 
pointed by the British Boat of Trade 
recommended that an export duty be 
imposed in India on shipments of raw 
jute “with £ total rebate of the duty in 
favor of the British Empire.” In the 
words of the Tariff Commission, this 
committee presented this case:47 

. . asa-clear example of the situation 
in which, it is agreed by all economists, 
when a country has an absolute monopoly 
of a certain product and the product is both 
a necessity and without a competing sub- 
stitute, the whole or practically the whole 
of any reasonable export duty on that 
product must be paid by the foreign 
purchaser. 


However, the India producers feared 
a development of substitutes resulting 
from the increase in price which would 
follow the imposition of such an export 
duty and the proposal was finally 
rejected. 

In the case of untanned hides and 
skins, however, a differential export 
duty was imposed in 1919. An export 
duty of 15 per cent, the protective 
aspect of which has already been men- 
tioned,‘ was established with a rebate 
of two thirds of this amount on exports 
to be tanned within the British Empire. 
This discrimination fell heavily upon 
American consumers of certain grades 
of hides and the tendency was for the 
American tanner to seek new sources 
of raw materials. The Indian export 
tax was diverting, it was believed, 
American skin consumers from Indian 


“U. S. Tariff Commission Report, Colonial 


€ Toif Policies, p 351. 


‘ny 


48 Chapter III, p. 82. 


to Chinese markets. The Commerce 
Reports of the United States for 
February 20, 1922, carried this state- 
ment (page 458): 

The Indian export tax on goatskins tends 
to divert our purchases to China, and in 
1920 we bought 19,061,548 pounds, worth 
$26,688,697, of goatskins, compared with 
7,304,761 pounds, worth $2,126,706, in 
1913-14, though these figures dropped to 
10,585,514 pounds, valued at $8,607,607, 
in 1921. The Indian industry is suffering 
from the decrease in our purchases and 1s 
agitating for the abolition of the expert tax. 


This trade situation, together with 
the possibility of retaliation, led to the 
repeal of the differential export tax on 
hides,and skins in India about April 1, 
1923. Now only a flat export tax of 5- 
per cent is levied and it is applicable 
to all hides and skins regardless of 
destination. 


Tue Export Tax on TIN ORE 


A differential export tax which has 
long been in effect is that imposed in 
the Federated Malay States upon tin 
ore.“ Prior to 1908, export duties 
were levied on tin and tin ore in the 
Federated Malay States as a part of 
their fiscal system. There were no 
discriminatory features. In 1903 an 
additional rate of duty of 30 Straits 
dollars per picul was imposed on all tin 
ore exported without a guarantee that 
it would be smelted in the British 
Colony of the Straits Settlements. 
This exemption from the additional 
export duty was extended, under a like 
condition, to Great Britain in 1904, and 
to Australia in 1916. In the official 
report for 1908 of the Resident General 
of the Federated Malay States the 
folowing appears :°9 

oU. S. Tariff Commission Report, Colonial 
Taruf Poltcies, p. 387. 


& Straits Settlements, Reports on the Feder- 
ated Malay States for 1908, Cd 2248, p 6 (W.H 
Treacher, Resident-General) 
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An American syndicate, which has 
erected large smelting works in the United 
States, has been making inquiries with a 
view to purchasing tin ore in these States 
for exportation to their works. Their 
proposals, not meeting with encouragement 
from the Government, have, I understand, 
been abandoned for the present. 


A more frank statement appears In a 
book published in 1907 by Sir Frank 
Swettenham, who was Governor of the 
Straits Colonies and High Commis- 
sioner for the Federated Malay States 
in 1908. He says:™ 

. Similarly the fact that Singapore 
possesses the largest tin-smelting works in 
the world is due to the development of the 
Malay States. An American attempt to 
transfer this tin-smelting to Americén soil, 
and so obtain, in time, complete control of 
Malay tin production, was frustrated by 
imposing a prohibitive duty on the export 
of tin ore and giving an equivalent rebate 
on all ore smelted in the Straits Colony. 

The situation seems to have been 
that a smelting works for the treatment 
of tin ores was being erected in New 
Jersey by the International Tin Com- 
pany. The plant was planned to 
treat approximately 50 tons per day. 
At that time the most important 
sources of tin ore were the mines in the 
Federated Malay States. The British 
feared that the Americans would build 
up an industry to the detriment of the 
smelting plants situated in the Straits 
Settlements and would attempt to 
monopolize the supply of tin ore. Asa 
matter of fact, any danger of an Ameri- 
can monopoly was remote and con- 
jectural; and the real object of the 
prohibitive export tax was to nip in the 
bud any possible competition with the 
virtual monopoly enjoyed by the 
smelting plants of the Straits Settle- 
ments. 

Nigeria has a similar preferential 


& Swettenham, Frank: British Malaya, p. 333. 
"The Mineral Industry, 1908, p. 831, and 
subsequent issues. 


export duty on tin ore imposed, as Sir 
Frederick Lugard testifies, at the direct 


behest of the British Government.” `` 


The preferential provision is as follows :# 

There shall be paid on all tin ore exported 
from Nigeria an export duty equal to 60 
per cent of the maximum royalty payable in 
respect of tin ore as prescribed in the last 
preceding Regulation: Provided that if an 
exporter shgll satisfy the Governor that all 
tin ore exported by him or on his behalf will 
be smelted in the United Kingdom or in a 
British Possession, the Governor shall direct 
that the tin ore exported by or on behalf of 
such exporter shall be exempt from the 
export duty herein prescribed, and such tin 
ore shall be so exempt until the Governor 
shall otherwise direct. (The maximum 
royalty is 10 per cent ad valorem.) 


These provisions in the Federated 
Malay States and in Nigeria, excluding 
the American consumer from the most 
important sources of tin ore in the 
world, assume a serious aspect. The 
United States produces no tin ore. 
However, we are the largest consumers 
of tin in the world. There is no sub- 
stitute for tin. The United States has 
developed since 1916 a considerable tin 
smelting industry using chiefly Bolivian 
ores. These ores, however, are in- 
ferior to those produced in the Far 
East. They contain certain impuri- 
ties which cannot be removed by the 
ordinary smelting process. Smelting, 
therefore, in the United States is more 
expensive than it would be if the Ameri- 
can smelters could obtain a percentage 
of ore from Nigeria or the Federated 
Malay States. 


EFFECT or DISCRIMINATORY TARIFFS 
ON INTERNATIONAL RELATIONS 


The subject of this chapter—prefer- 
ential import and export duties on raw 


& Quoted above, p. 50. 
4 Nigeria—Orders in Counci, i 
Rules, By-Laws, 1916—by the Government ~ 


Press, Lagos. Regulation No. 8 of 1916, par. 4, 
p. 45. 
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materials—raises the issue of what 
limits, if any, are there to the use of 
tariffs to promote a nation’s interest. 
One of the well-recognized rights of na- 
tions as now constituted is to Impose 
moderate non-discriminatory import 
duties. Only on rare occasion® has the 
mere highness or lowness of tariff rates 
resulted in international complications. 
Tariff rates would seldon? cause dif- 
ficulties between nations if they were 
moderate and used merely for revenue 
or to protect,the home market for the 
home producer. Much confusion in 
commercial policy has resulted from 
the mistaken conception that the adop- 
tion of universal free trade would bring 
universal good will. Cosmopolitanism 
was associated with the free-trade 
movement m England and men like 
Cobden and Bright sincerely expected 
the free-trade movement to result in 
universal peace. When analyzed, how- 
ever, the free-trade movement in Great 
Britain was as much a nationalistic 
measure as the adoption of protection 
in the United States or Germany. Na- 
tions are today the recognized units of 
world society and so long as this is the 
case it is inevitable and proper that the 
right to develop their resources either 
by tariff duties or by free trade be 
recognized. 

Preferential tariff rates, however, 
raise a distinctly international issue. 
Exclusive commercial arrangements be- 
tween two nations which discriminate 
against third powers are certain to 
arouse resentment. This was con- 
clusively shown by the American 
reciprocity experiences under the tariff 
acts of 1890 and 1897. These ex- 
periences also show by their small re- 
sults the futility of such measures even 
from a nationalist point of view. The 


5 For tariff wars over high rates ses U. S. 
Tariff Commission, Reotprocity and Commercial 
Treaties, pp. 475, 491, 494. Also ses page 127 
of this book. 
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Tariff Commission made an exhaustive 
study of these experiences and came to 
the conclusion that the policy which 
they embodied is unsound and that a 
policy of equality of commercial treat- 
ment should be adopted in their place. 
The Commission’s report states:*° 

So far as commercial policy and com- 
mercial negotiations are concerned, the 
evidence presented in the present report 
indicates that a policy of special arrange- 
ments, such as the United States has fol- 
lowed in recent decades, leads to trouble- 
some complications. Whether as regards 
our reciprocity treaties or as regards our 
interpretation of the most-favored-nation 
clause, the separate and individual treat- 
ment of each case tends to create misunder- 
standing and friction with countries which, 
though supposed to be not concerned, yet 
are in reality much concerned. When each 
country with which we negotiate is treated 
by itself, and separate arrangements are 
made with the expectation that thev shall 
be applicable individually, claims are none 
the less made by other States with whom 
such arrangements have not been made. 
Concessions are asked; they are sometimes 
refused; counter concessions are proposed; 
reprisal and retaliation are suggested; un- 
pleasant controversies and sometimes in- 
ternational friction result. 


Colonial preferences, that is prefer- 
ences between the mother country and 
its colonies, also raise questions of far- 
reaching importance." As has al- 
ready been pointed out, these preferen- 
tial arrangements characterize the 
colonial policy of most of the important 
world powers. The preferences are 
found usually in import, and some- 
times in export, duties. In the case of 
preferential import duties in the colo- 
nies the mother country seeks to con- 
trol for home industries the markets in 
areas over which it exercises political 
dominion. In the case of preferential 
export duties in the colonies the mother 

% Op, cù., p. 10. 

a7 U., S. Tariff Commission on Colonial 
Tarif Polices. 
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country seeks (in some cases) to control 
for home industries the supplies of raw 
materials. 

In the consideration of export taxes 
(without discriminatory features) it 
was pointed out that, when applied to 
a raw material of which the producers 
of one country or of a coéperating 
group of countries have a virtual mo- 
nopoly, they may operate aggressively 
against all consumers outside the 
barrier. Preferential export duties may 
have the additional effect of giving 
to consumers in one country either a 
cheaper supply of raw material than 
can be obtained by consumers in the 
countries discriminated against or, by 
shutting off the supply of raw material 
from the excluded countries, they may 


destroy or prevent the establishment of 


an industry competing with the in- 
dustry in the favored country. In 
other words, the effect of a preferential 
export duty is to extend to favored 
consumers outside the political unit 
levying the preferential duty the same 
benefits that a flat export duty confers 
upon consumers inside the political 
unit levying the duty. 

Preferential export taxes with the 
provision that the preference will be 
granted only when a guarantee is given 
that the next industrial process will be 
performed in the country favored are 
distinctly aggressive. Frequently they 
are not taxes at all since they are high 
enough to direct the whole supply of the 
affected raw material to the favored 
country. If the entire supply of the 
raw material is forced by prohibitive 
export taxes to seek a market in one or 
two favored countries, the consuming 
industries in those countries can 
scarcely fail to benefit substantially. 
On the other hand, if the duty is not 
prohibitive, and if a substantial portion 
of the’ affected raw material is exported 
over the maximum export duty, the 
tendency is to increase the price of that 


raw material in the world market and 
to decrease the price in the favored 
market, until the difference is equal to 
the differential feature of the duty; if 
the differential be small, it may not 
produce obvious effects upon the 
industry. 

The increasing tendency following 
the Great War to impose export re- 
strictions aid taxes upon raw materials 
resulted in an investigation by the 
Economic Committee of the League of 
Nations. In itsyeport this committee 
said :58 

There is no question of challenging the 
incontestable right which States have to 
dispose freely of their natural resources, or 
of the output of their countries in respect of 
raw materials. It is legitimate that in 
exceptional circumstances they should be 
anxious to reserve them to themselves, and 
that they should have the power to subject 
them at any time to a régime in conformity 
with their natural economy. 

But it is not less incontestable that raw 
materials produced by one country being in 
many cases essential to the economic life of 
other States should not, unless in excep- 
tional cases, be the object of restrictions or 
of differential regulations of such a nature 
as to injure the production of such States, 
or to impose on them a systematic in- 
feriority. . . . 

Doubtless, as a general principle, the 
tariff policy of States is one of their sover- 
eign rights, and there are no doubt circum- 
stances in which export duties or other 
restrictions may be necessary, e.g., in cases 
where other sources of revenue are lacking, 
or where they are an indispensable element 
in the economic system. Nevertheless, 
it is undesirable as a matter of principle to 
employ measures of this kind under nor- 
mal conditions as weapons of economic war- 
fare. i 
What we wish to do, without attempting 
to lay down any hard-and-fast rule, is to 
recommend caution in this matter, and in 
particular to invite the attention of the 


68 League of Nations: Provisional Economic 


and Financial Committee, Report on Certain 
Aspects of the Raw Matertals Problem, p. 9. : 
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members of the League to the broader 
aspects of the question as affecting inter- 
national economic relations. It is not only 
measures of restriction or prohibition, in- 
eluding duties on export, which may entail 
grave consequences in this matter, but 
every artificial system which involves the 
risk of disorganising productiog, whether 
by its establishment or by its abolition. 


+ 
DEFECTS OF PREFERENCE TARIFFS 


The weakness of the principle of 
preference embodied in both import 
and export duties of colonies and the 
mother countries is perhaps obvious. 
In the first place, they tend to create 
conflict within the colonial empire af- 
fected. Preferential import duties in 
the British self-governing Dominions 
have never been granted at the expense 
of home (i.e. Dominion) industry. As 
a matter of fact, in the Dominions the 
policy of protection has been strongly 
advocated and preference has been 
granted only after minimum duties 
were established which were considered 
adequate for the protection of home 
industry. The industries of Great 
Britain, therefore, while given ad- 
vantage as against non-empire competi- 
tion, were placed at a disadvantage as 
against the Dominion industries and 
against this tendency British industries, 
built up on an export basis and de- 
pending on colonial markets, have 
protested. In India, for example, the 
import duty (without preferential fea- 
tures) has recently been increased for 
the purpose of protecting the Indian 
cotton industry against Lancashire 
competition. Australia also increased 
its minimum rates in 1920. 

Another weakness of a system of 
preferential import tariff is that it may 
result in discriminations among the 
different parts of the emptre affected. 
The British Empire is also a good ex- 
ample of this weakness. The Do- 
minions extend voluntarily their pref- 
erence to the mother country, but they 


sell it to each other. They negotiate 
commercial arrangements among them- 
selves on much the same principle 
pursued by the United States under 
the Tariff Acts of 1890 and 1897, and 
the same objections and wea‘messes 
which appeared in the American ex- 
periences apply equally to the recipro- 
cal arrangements developed between 
parts of the British Empire.*® 

Another weakness of preferential im- 
port and export taxes 1s that they may 
result in retaliation by nations dis- 
criminated against. This is not by any 
means a theory. It has been con- 
sidered in the United States and a 
retaliatory provision has been adopted 
by the American Congress. 


THE ReETALIATORY PROVISION ADOPTED 
BY THE UNITED STATES 


In the discussion of the Tariff 
Act of 1922 several methods of tariff 
bargaining were considered. One 
method, considered and rejected, was 
designed to provide “for special nego- 
tiations whereby exclusive concessions 
may be given in the American tariff in 
return for special concessions from 
foreign countries.” Offers to concede 
reductions in American tariff rates in 
return for reductions in foreign rates 
make a superficial appeal. They seem 
to arise from friendliness and to lead to 
a general moderation of tariff rates, but 
this view results from centering atten- 
tion on single transactions. The ex- 
perience of European countries during 
the last generation shows that the con- 
cessional method of tariff bargaining by 
its very nature leads to bickerings and 
to tariff wars. At best it results in 
concealed, if not open, discriminations 
against third countries. The outcome 
has been higher tariffs. Each country 
makes generous advances in rates to 
fortify its position for bargaining pur- 

3° See page 283. British Dominions and the 
Open Door, by Philip Kerr. 
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poses; and the concessions which it 
grants are frequently, if not usually, 
less generous than the preliminary in- 
creases. 

The other method rejected by the 
American Congress during the tariff 
discussion of 192% was designed to 
place in the hands of the President 
power to penalize the commerce of any 
foreign country which imposes on its 
imports, including those coming from 
the United States, duties which, in 
comparison with the duties imposed by 
the United States, he deems to be 
“higher and reciprocally unequal and 
unreasonable.” Probably no more ob- 
jectionable method of tariff bargaining 
than this has ever been suggested. 
The aim of this method is not, at least 
primarily, to remove discriminations, 
but to batter down tariff rates, equally 
applicable to all countries, which 
American export interests may regard 
as too high, but which the foreign 
country may think justified by its 
fiscal and industrial needs. From the 
beginning of our history we have been 
very insistent upon our right to impose 
any duties which we thought our do- 
mestic needs required. Frequently, 
foreign nations have objected to our 
high duties, but their claims have been 
denied. In view of this fact, it was 
inevitable that Congress would reject 
‘ a method which was designed to em- 
ploy penalty duties to force down the 
level of foreign tariffs. Furthermore, 
such a method was almost certain to 
lead to retaliation, and even when it 
did not provoke retaliation, the method 
was likely to be ineffective in opening 
foreign markets. 

Congress finally adopted in Section 
817 a method of commercial negotia- 
tion that followed the precedents 
established by the maximum and mini- 
mum provision of the Payne-Aldrich 
Act which, to quote the conferees who 
finally shaped the Act, 


had for its purpose the obtaining of equality . 


of treatment for American overseas com- 
merce. ‘The United States offers under its 
tariff (Section 817) equality of treatment to 
all nations and at the same time insists that 
foreign nations grant to our external com- 
merce equality of treatment. 


In detail, this section empowers the 
President, when he deems it to the 
public interest, to impose additional 


. duties or even prohibition upon the 


whole or a part of the commerce of any 
foreign country fhat places the com- 
merce of the United States at a dis- 
advantage compared with the com- 
merce of any other foreign country. 
The phraseology of the law is designed 
to secure real and not merely nominal 
equality of treatment. It is designed 
to secure the removal not only of open 
discriminations but of discriminations 
concealed in customs and sanitary 
regulations and in classifications. 

This new section, while similar in 
principle to the penalty provision of the 
Payne-Aldrich Act, differs in method 
and also, in part, in object from its 
predecessor. In method the Payne- 
Aldrich provision was inflexible, clumsy 
and unworkable. Under it the Presi- 
dent may be said to have been de- 
barred for practical purposes from rec- 
ognizing any discrimination unless it 
were of sufficient magnitude to justify 
the imposition of an additional 25 per 
cent ad valorem upon all the products 
of the offending country. The law 
permitted no adjustment according to 
the nature of the discrimination against 
American trade or according to the 
nature of our imports from the offend- 
ing country. Under the present flex- 
ible law, any country which continues 
to discriminate against American trade 
may find its trade suffering from 
exactly those penalties which will do it 
the greatest amount of harm with the 
least possible injury to American 
importing interests. 


A 
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In a special paragraph, Section 317 
provides an extraordinary’ remedy 
against preferential export taxes. If 
the President finds that a country by 
means of preferential export taxes is 
placing the commerce of the United 
States at a disadvantage as compared 
with the commerce of any tkird coun- 
try and if he believes that these dis- 
criminations cannot be removed by the 
imposition of additional duties on cer- 
tain imports from the discriminating 
country, he may impose additional 
rates of duty on articles imported into 
the United States from any third 
country which benefits from the pref- 
erential export tax imposed in the 
second country. If the existence of 
these differential export duties places 
American industries at a disadvantage 
by compelling them to pay higher 
prices for their raw materials, these 
American industries may under this 
law receive special protection against 
any third country in whose favor the 
differential duties operate. The prin- 
ciple here embodied in legislation is 
similar to that upon which are based 
countervailing duties to offset bounties 
given by foreign governments. If, for 
example, the preferential duty had 
been continued by India on untanned 
hides and skins, the President, if he had 
felt the public interest would be served 
thereby, might have imposed by proc- 
lamation additional duties on leather 
and leather products imported from 
Canada and Great Britain. 

Obviously, the object of Section $17 
is to obtain for American commerce 
equal treatment in accordance with 
accepted standards of regulation be- 
tween nations, but it goes further and 
includes within its scope discrimination 


_often referred to as of only domestic 


concern. Most serious from the stand- 


‘point of both trade and world peace, as 


has been pointed out, is the system of 
import and export preferences which 


today characterize the colonial com- 
mercial policies of the United States, 
Great Britain, France, Italy, Spain, 
Portugal and Japan. So long as the 
United States maintains its pclicy of 
preference in the Philippines we are 
hardly in a position to penalize the 
colonial preferences of other nations. 
The term “foreign country” is, how- 
ever, defined in Section $17 to include 
dominions, colonies, protectorates, or 
other subdivisions of government 
wherein separate tariff rates are im- 
posed.®° It can, therefore, no longer be 
said that the American Congress re- 
gards colonial preferences as “domestic 
questions.” 

An indiscriminate use of penalty 
duties against colonial préferences was 
probably not contemplated by Con- 
gress, The removal of systems of pref- 
erence ceeply embedded in the eco- 
nomic and political policies of countries 
may call for serious negotiations rather 
than for retaliatory steps which might 
result in trade wars. In this respect 
the significance of Section 317 is that 
foreign nations can no longer ignore his 
views if the President raises with them 
some cf the fundamental issues of 
international commercial policy. The 
purpose of the section is to secure 
merely equal treatment and if this is 
once sezured, the additional duties are 
withdrawn. 


Tar Drirr Towarps COMMERCIAL 
CONFLICT 


The world is drifting more and more 
towards commercial conflict. There is 
evident in many countries a desire to 
use commercial devices for the purpose 
of furthering narrow national interests. 
Nations are not looking ahead nor 
visualizing the situation which may 
result from every country pursuing a 
discriminatory policy in its commercial 

© For comments on the status of the British 
Dominions see page 282. 
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development. A wider application 
of the principle of the open door,“ 
which is already a recognized part of 
America’s international policy, will do 
much to stay the drift towards im- 
perialistic and exclusive commercial 
policies. Much can be done by the 
negotiation of commercial treaties, but 
the most fundamental and serious of 
the commercial issues between nations 
today must be worked out in an in- 
ternational conference. Merely agree- 
ing to grant equal access to markets 
and to sources of raw materials is not 
sufficient. Nations must codperate to 


make their agreements effective. Too 
often the open door has been nomi- 
nally accepted only to be evaded in 
practice. After all, there are some 
things which nations must do together. 
Nationalism, useful and essential in 
some fields, has its limitations. “In 
many wafys,” President Harding said 
on October YJ, 1922, in his letter to Mr. 
Mondell, “real protection comes from 
coöperation with other nations. The 
best intelligence of the day recognizes 
the need to enceurage intimacy and 
understanding in the social, economic 
and political family of nations.” 


CHAPTER VI 


GOVERNMENT AID TO PRODUCERS AFFECTING INTER- 
NATIONAL COMMERCE 


The transition is easily made from 
aggressive export taxes and bounties 
on production and exportation to 
direct government aid in price fixing 
‘and stabilization. When the pro- 
ducers or distributers of a country 
have a virtual monopoly of an essen- 
tial product which is chiefly consumed 
in foreign countries and particularly 
when an overproduction threatens 
serious reduction in prices, the pro- 
ducers seek the aid of government. 
If they have sufficient influence, their 
policy becomes for all practical pur- 
poses the government policy. The 
consumers in foreign countries have 
only a negative influence and the 
price is fixed at the point which the 
market will bear and which will not 
bring out substitutes and new sources 
of supply. 

Examples of government aid to 
producers are furnished by sisal in 
Yucatan, citrate of lime in Italy, 
coffee in Brazil and cocoa in Ecuador. 

ti See page 214. Preferential Tariffs and the 


Open Door. Dr. B. B. Wallace, United States 
Tariff Commission, 


Yucatan Arps SISAL PRODUCERS 


Of practical and vital interest, 
particularly to the American agri- 
culturalist, is the monopolistic control 
of the production and distribution of 
sisal produced in Yucatan. Sisal 
embraces a number of tropical fibers, 
but the Mexican variety, known as 
henequen, constitutes the large bulk 
of the commercial supply of such 
fibers. 

Sisal is used chiefly in the manu- 
facture of binder twine and something 
like four fifths of the world’s supply of 
such twine has been made of it—all 
but about 10 per cent having been 
produced in the United States and 
Canada. The United States has 
absorbed all but a small amount of 
the entire output of the Mexican 
henequen industry. 

Sisal is grown on a comparatively 


small scale in East Africa and Java. 


It is a better quality than the Mexican 
henequen and commands a better 
price. It may be grown successfully 
in certain parts of the Philippine 
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X Islands and in other tropical regions, 


ri 


but the crop does not yield fiber until 
the sixth or seventh year after plant- 
ing. 

During the war the Comision del 
Reguladora del Mercado de Henequen 
was formed in Mexico. It exercised 
control over the industry in Mexico 
but was liquidated late inw919. 

Following the war the henequen 
industry became very badly dis- 
organized. Plantations were practi- 
cally abandoned and*their productive 
capacity disappeared entirely. To 
place them in production again re- 
quires replanting and from six to 
seven years wait before fiber may be 
taken. 

Early in 1922 the Comision Expor- 
ladora de Yucatan was established by 
the Government of the Province of 
Yucatan. An export duty imposed 
upon all sisal exported by any other 
agency gives it a complete monopolistic 
control over the henequen. Under 
this control the price of the fiber ad- 
vanced very shortly from a range of 
from 34 to 4 cents per pound to from 
64 to 7 cents per pound, at which it was 
held. The pre-war price was around 54 
to 6 cents per pound. In negotiating 
contracts for henequen the Comision 
Exportadora has required that from 25 
to 50 per cent of the amount of fiber 
contracted for should be taken out of 
store stocks. In this manner stocks 
were reduced from about 500,000 bales 
(860 pounds each) in early 1922 to 
about 100,000 bales about a year later. 
Decreased production (936,000 bales 
in 1920, 565,000 bales in 1921, and 
462,000 bales in 1922) made this plan 
to reduce excess stocks easy in applica- 
tion. The extent to which production 
has been deliberately curtailed is not 
known. The cost of producing the 
fiber is, roughly, 8} to 32 cents per 
pound f.o.b. plant, and the price 
dropped for a considerable time to less 


than this cost. This would naturally 
result in a decrease in production. 

If henequen were the only fiber from 
which binder twine could be made the 
Comision Exportadora would be in a 
position to manipulate the supply and 
price in such a way as seriously to 
affect the domestic manufacturers and 
users of such twine. Fortunately, 
however, there are satisfactory sub- 
stitute fibers for the purpose. Manila 
is quite satisfactory for binder twine 
and sisal is also available from the 
Philippine Islands. In addition sisal 
from East Africa and Java, New 
Zealand hemp, istle and sunn may be 
substituted for henequen in binder 
twine. 

Henequen holds its place as the 
chief binder twine fiber partly because 
of its lower price and, should this 
advantage be lost, or the supply of 
henequen become short, manufacturers 
of this twine could turn to the use of 
manila, or some of the substitute 
fibers. 

While the Comision Exportadora has 
a monopolistic control over henequen, 
henequen by no means has a similar 
control over the market in raw material 
for binder twine. The Comision Ex- 
portadora may manipulate tke supply 
and price of henequen to the benefit of 
Mexico and to the detriment of the 
United States only to a certain extent. 
The limit of this manipulation will 
have been reached when the price of 
henequen reaches such a point that it 
gives way to substitute fibers. A 
larger production and use of these 
substitute fibers may, in turn, operate 
to reduce their price. 

The effect of the monopolistic con- 
trol of henequen on the domestic 
manufacturers and users of binder 
twine cannot be accurately foretold. 
So long as a normal relationship in 
quantity and price is maintained among 
the various fibers which may be used 
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for binder twine, no radical changes posit his output with the Camera and~-% 


may be expected. Economie factors, 
while not sufficient entirely to counter- 
act the force of the complete control 
of the market price of henequen, will 
operate to limit it within certain 
bounds. That is, the price of henequen 
may increase, under present condi- 
tions, only about 10 or 12 per cent when 
manila will enter as a competitor for 
the market. This small differential, 
however, is itself due to the activities 
of the price-fixing machinery. In the 
period before the Comision Reguladora 
and in the interval before the organiza- 
tion of the Comision Exportadora, a 
‘rise of 50 per cent in the price of sisal 
would have been required to make 
manila available as a substitute. 


Jraty Arps Propucmrs oF CITRATE 
oF LIME 


The United States is dependent 
upon Sicily for 95 per cent of its 
supply of citric acid, either as such, or 
as citrate of lame. Imports in the past 
have been chiefly in the form of citrate 
of lime. 

The production of citrate of lime 
in Sicily is controlled by the Italian 
Government through «a chamber 
known as Camera Agrumarnia. This 
chamber is made up of a certain num- 
ber of producers and exporters, repre- 


sentatives from the Ministries of Com-. 


merce and Agriculture and a president 
nominated by the council of ministers. 

Citrate of lime is handled almost 
exclusively by the Camera which fixes 
prices periodically and allots monthly 
deliveries to buyers all over the world. 
The Camera guarantees the producer 
a minimum price on citrate of lime and 
the Italian Government forces sales 
through the Camera by levying an ex- 
port duty of 1 gold lira per quintal 
(.087 cents per pound) on all export 
sales which are not made through 
the Camera. The producer may de- 


is advanced 90 per cent of the value, 
the balance being adjusted when sale 
is made. 

Manufacturers of citric acid in the 
United States deal directly through 
their agents with the Camera for 
supplies of citrate of lime. ` 


BRAZIL Xws Correr PRODUCERS 


Direct government control for the 
purpose of regulating and fixing the 
prices of a prod&ct has been adopted 
by a number of governments such as 
Brazil and Ecuador. The principles 
involved are not unlike those involved 
in combinations for the purpose of 
controlling prices and production by 
private interests, except that the fact 
that a sovereign government is the 
controlling factor has raised some diff- 
cult international questions. Organ- 
ization by governments for the pur- 
pose of controlling the market has 
been put forth under the plausible 
term “valorization.” The two cases 
to be considered—-that of Brazil and 
that of Ecuador—throw interesting 
light upon the possible success of such 
efforts to modify the operation of 
economic law. 

The first valorization of coffee by 
the Brazilian Government took place 
in 1870.8 At that time the Brazilian 
Government purchased large quanti- 
ties of Rio coffee in lieu of exchange 
to meet remittances abroad. The 
next attempt at valorization was 
started by the state of São Paulo in 
1905. Its legislature passed a law 
authorizing the state government to 
enter into an agreement with other 
Brazilian States and the Federal 
Government for valorization of coffee 
and also for propaganda abroad to. 
stimulate consumption. The states 

“U. S. Tariff Commission, Tariff Information 
Survey, A-1, p. 94. 

8 All About Coffee. William H. Ukera, 
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of São Paule, Minas Geraes and Rio 


‘de Janeiro proposed early in 1906 to 


withdraw from the market such 
quantities of coffee as would keep 
down exports and maintain profitable 
prices. Under this plan, these states 
were to borrow about $75,000,000 
from European and American bankers 
with which to buy up the surplus 
coffee. To take care of interest, 
amortization and taxes, 8 francs 
(about 57 cents) to a bag of 132 
pounds was to be imposed upon all 
coffee exported. Further coffee plant- 
ing was to be checked by taxation. 
Although the project was abandoned 
by the states of Rio de Janeiro and 
Minas Geraes when the Brazilian 
Federal Government would not en- 
dorse it, São Paulo proceeded with it. 
Sao Paulo in the course of the next 
two years borrowed some $30,000,000 
on its own account for valorization. 
Half of the amount was obtained 
from foreign banking interests and 
the remainder through the Federal 
Government, which borrowed in Lon- 
don. São Paulo is Brazil’s largest 
coffee-producing section. It had al- 
most entirely given up the planting 
of corn, rice and beans in favor of the 
profitable coffee culture. Enormous 
numbers of new trees had been 
planted. Armies of agricultural la- 
borers had been recruited in Europe 
and shipped into the coffee districts. 
Soon the coffee supply exceeded the 
then demand. Prices fell and the 
price decline continued until in 
1908 the price was around 5 cents. 
Times became very hard. Mortgages 
held by large coffee houses and 
bankers were being foreclosed. The 
industry was passing into European 
hands. 

In order to meet a situation, serious 
both economically and politically, 
São Paulo promised it would buy the 
next coffee crop and would hold it for 


planters at such prices as would be 
necessary to continue the industry. 
However, in 1906-07, Brazil produced 
a record crop of 20,192,000 bags of 
coffee. To make good its promise to 
the planters the Sao Paulo Govern- 
ment needed an immense amount of 
ready cash. It therefore sent a 
commissioner to Europe who went to 
the Rothschilds first, since they had 
acted as Brazil’s bankers for 60 years. 
The commissioner was flatly refused 
assistance; later he was turned down 
by practically every bank on the 
Continent. It was reputed to be 
a gentlemen’s agreement among the 
international bankers. However, in 
August, 1906, the commissioner 
waited upon Herman Sielcken who 
happed to be at Baden Baden. The 
commissioner requested Mr. Sielcken 
to finance 5 to 8 million bags of coffee. 
Sielcken agreed to raise funds to pay 
80 per cent on a value of 7 cents per 
pound for Rio No. 5. Tke São 
Paulo Government had already prom- 
ised to take coffee from the planters 
at about one cent per pound above the 
market value and the market then 
stood at nearly 8 cents. The Gov- 
ernment would have to raise money to 
make up the difference, but since his 
terms were the best obtainable they 
were accepted. Sielcken thereupon 
organized a syndicate which agreed 
to advance 80 per cent of the money 
required to buy 2,000,000 bags of 
coffee at 7 cents per pound. If the 
market went above 8 cents the Gov- 
ernment was to make no purchases. 
If it fell below 7 cents the Government 
was to make good the difference to 
merchants by cable. 

Before the season was well ad- 
vanced the unexpected happened. 
Brazil was harvesting the largest 
coffee yield in the history of the world. 
The 2,000,000 bags of coffee pur- 
chased by the Government were as 
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a drop in the bucket. Financed by 
Sieleken, Schroeder, the London 
banker, and a few prominent European 
merchants, the Brazilian Government 
was forced to buy almost 9,000,000 
bags. Toward the end of 1907 the 
Government had bought and with- 
held half the world’s visible supply of 
coffee, but the market stood only 
a little above 6 cents per pound. At 
this point Sielcken obtained the aid 
of the Rothschilds and shifted the 
financial burden from the shoulders 
of the coffee merchants to those of the 
Paris bankers and their American 
associates. At the same time the 
Rothschilds imposed certain condi- 
tions upon the Government of Brazil. 
A national law was passed determin- 
ing a heavy penalty for anyone who 
planted a new coffee tree in Brazil. 
The Government guaranteed further 
that not more than 9,000,000 bags of 
the next coffee crop and not more than 
10,000,000 bags of any succeeding 
crop should be exported. By the end 
of 1911 the coffee market stood well 
above 13 cents. 

For the 5 crop years after the plan 
for valorization was launched at Baden 
Baden, the world crop was nearly 
90,000,000 bags of coffee, of which 
Brazil produced 60 per cent. The 
bankers’ committee still held 5,108,000 
bags; the rest had been disposed of. 
At the highest estimate consumption 
had exceeded production by only 
4,000,000 bags. There was thus a 
shortage of a little more than 10 per 
cent in supply so far as crops went. 
Notwithstanding this there had been 
a, rise of more than 100 per cent in two 
years in the price of coffee on the New 
York Coffee Exchange. Prices on this 
exchange determine the world level. 
That explains why the bankers’ com- 
mittee from the beginning refused 
absolutely to ‘sell valorization coffee 
on the public exchanges of the world. 


In Europe they put it up at auction % 


and if it did not go well it was bought 
in for them. In America, they an- 
nounced in a printed circular that the 
valorization coffee would be sold only 
on the condition that the purchasers 
would got deliver it on the New York 
Coffee Exchange. Arbuckle Brothers, 
who wer@ in the syndicate, kept on 
buying coffee heavily as if they were 
attempting to corner- the market. 
They resold it, however, at private 
sales exacting a written contract from 
the buyer that he would not deliver it 
on the New York Coffee Exchange or 
resell it to anyone that would so deliver 
it. 

In 1911 United States Senator G. W. 
Norris of Nebraska called for a Con- 
gressional investigation of the opera- 
tions of the valorization syndicate 
which he said was costing the American 
people $35,000,000 a year. The At- 
torney General was instructed to 
report as to whether or not there was 
a coffee trust. Some believed it to be 
against international policy to question 
too closely the participation of the 
Brazilian Government in the enter- 
prise. In May, 1912, an action was 
entered into in the Federal District 
Court of the Southern District of New 
York alleging conspiracy in restraint 
of trade on the part of Sielcken and a 
number of his associates. The petition 
also prayed for an injunction and 
receivership of the valorization coffee 
then stored in the United States, 
amounting to 746,539 bags. The in- 
junction was denied. Meanwhile Sena- 
tor Norris introduced in Congress a 
bill designed to give the Government 
power to seize importations of coffee 
when restraint of trade was proved. 
This law was enacted in February, 
1918. It ended direct participation by 
American interests in future valoriza- 
tion schemes. 

The valorization scheme is still in- 
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operation in Brazil.“ Certain of the 
\ pertinent clauses in the contract be- 
tween the Federal and State Govern- 
ments in the valorization plan read as 
follows:® 

1. Profits and losses resulting from these 
deals shall be distributed in proportion to 
amounts invested by the national greasury 
and states entering the agreement, it being 
clearly understood that any lo&ses which 
may eventually be incurred shall under no 
circumstance, in so far as Sao Paulo is 
concerned, exceed 16,000 contos, the limit 
of that state’s contributio&. 

2. The buying and selling of coffee in 
Santos and Rio, proportionately to the 
amount exported from each of these ports, 
shall be directed exclusively by the 
Federal Government. 

3. All coffee purchased either in Santos 
or Rio shall be deposited in warehouses and 
imsured against all risks. 

4, Operations resulting from this agree- 
ment shall be finally liquidated on the sale 
of the total amount of coffee bought by the 
Government, at which time the national 
treasury shall present accounts to the state 
of Sao Paulo. 


The State and Federal Governments 
of Brazil are apparently committed to 
the plan of valorization, and a program 
has been proposed to make it perma- 
_ nent. In the meantime the increasing 
competition of Colombian and other 
coffees maxes it less and less easy for 
Brazil to control the world coffee price. 


Ecuapor Arps Cacao PRODUCERS 


The second important’case of valor- 
ization is that adopted by Ecuador in 
the case of cacao beans. Ecuador’s 


“W. L. Schurz: Valorization of Brazilian 
Coffee, Department of Commerce, Trade Infor- 
mation Bulletin No. 73, Oct. 16, 1922; also, U. S. 
Commerce Reports, July 2, 1923. 

$ Valorizaiton of Brazilian Coffee, Trade In- 
formation Bulletin No. 78, p. 3. 

This account of the valorization of cacao by 
Ecuador is based almost entirely on Commerce 
Reports and on clippings from Ecuador news- 
papers found in the files of the Department of 
Commerce and on price quotations from the 
N. Y. Journal of Commerce. 


chief article of commerce is cacao. It 
produces only about 20 per cent of the 
world supply. Its production is ex- 
ceeded by the Gold Coast (British) and 
Brazil. It might at first appear, 
therefore, that with so small a prepor- 
tion of the world’s crop any attempt 
at price control by Ecuador, unaided, 
would be certain to fail. The great 
bulk of Ecuador’s cacao, however, is 
distinctive :n quality. It gives the 
characteristic flavor to many of the 
chocolate and cocoa “blends.” To 
maintain the character of their 
product, then, certain manufactur- 
ers must have Ecuador’s Arriba 
cacao, and some measure of price 
control by producers may be success- 
ful. 

In 1912 the cacao growers of Ecua- 
dor, aided by the Government, 
organized the Association of Agri- 
culturists of Ecuador, partly for the 
purpose of protecting cacao growing in 
allits phases, but especially to maintain 
prices of tke product. Market manip- 
ulation by speculating importers had 
placed the grower at their mercy. The 
Association has a president, a vice- 
president, and nine active directors 
who appoint the other officials, and 
two managers who carry out the 
directors’ instructions. It operates 
through the Banco Comercial of 
Ecuador, Mercantile Bank of America, 
New York, and Huth Frederick & 
Company, London. It does no import 
business and receives no foreign goods 
on consignment. 

The Association, officially sanctioned 
by the Ezuador Government, may be 
looked on as a government agency. 
To finance its operations it was 
empowered to collect a tax on cacao 
exports. This tax, originally one sucre 
($0.487 at par) per quintal of 101 
pounds, was increased in 1920 to 3 
sucres (#1.46, at par). Since the 
average exportations are about 1,000,- 
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000 quintals, a substantial revenue is 
yielded by the tax. 

The Association not only fixes a 
price at which cacao may be bought 
locally, but it also buys cacao at these 
fixed prices and ships on its own 
account. More than one half of 
Ecuador’s cacao is handled by it. 
So long as the original purpose of the 
organization was followed it proved of 
benefit to its members. In two or 
three years, however, speculation en- 
tered into its affairs with the result that 
the Association became indebted to 
one of the local banks for about 
10,000,000 sucres, with but little 
prospect of paying it. The World 
War saved the situation. The price 
of cacao rose to unprecedented levels; 
soon the organization was free from 
debt and its treasury well filled. The 
high prices of cacao continued for a 
time enabling it to maintain prices at 
the level fixed and pay for the cacao 
received in its warehouses. But sud- 
denly in 1920, without warning and 
with practically no demand from 
European markets, the prices in the 
only available market—New York— 
decreased far below the price the 
Association had paid in Ecuador, the 
drop continuing until it reached a 
point below the reputed cost of produc- 
tion. New York ordinarily receives 
about 50 per cent of Ecuador’s cacao. 

The large profits the Association 
had amassed were suddenly wiped out 
by this unexpected and sudden drop in 
price. The business of placing the 
cacao on the markets had been con- 
ducted by an American banking cor- 
poration acting as agent for the 
Association. This bank had in its 
possession at New York a considerable 
amount of cacao. Since 80 per cent 
of the market value of the cacao stock 
had been drawn by the Association, 
leaving a margin of 20 per cent to 
protect the bank, the latter was safe 
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so long as the price in New York was 
approximately 16 cents a pound. 
Instead of closing out the stock the 
bank, to protect the agriculturists 
from loss, continued to hold it for an 
improvement in prices—which, how- 
ever, continued to decline. 
TheeAssociation in order to con- 
tinue buying borrowed 4,000,000 
sucres from Ecuador banks, guaran- 
teed by the 3-sucre tax permitted by 
the Government on all cacao exported. 
The continuede decline in prices soon 
swept away the product of the loan, 
leaving the Association in debt for 
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about $6,000,000 and with only about 


60,000 bags of cacao on hand. With 
this enormous debt and with the 
price of cacao below the cost of pro- 
duction, the Association was helpless, 
When one realizes that Ecuador is 
practically a one-product country 
and that it faced ruin because of the 
cacao situation the extreme serious- 
ness of its position may be seen. The 
New York bank also stood to suffer 
a big loss and in order to ascertain 
the actual conditions it sent a skilled 
financier to Guayaquil. After a 
thorough study of the situation it was 
decided that the Association should 


ship its entire stock of cacao to the `~ 


New York bank for its partial pro- 
tection and in return the bank agreed 
to finance the purchase of cacao by 
the Association. This took place in 
the fall of 1920. The re#ntrance of 
the Association as a purchaser was 
immediately reflected in a stronger 
market for Arriba cacao. 

Future developments in this at- 
tempt to control prices of cacao can 
not be foretold. It is evident that it 
may result in large losses because 
Ecuador does not control a sufficiently 
large proportion of the world’s supply, 


and because, also, if the price of ` 


Arriba cacao is too far out of line with 
other grades, the purchasers in New 
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No tax or duty shall be laid on articles 
exported from any state, 
and 

No State shall, without the consent of the 
Congress, lay any imposts or duties on im- 
ports or exports, except what may be 
absolutely necessary for executing its in- 
spection laws; and the net produce of all 
duties and imposts, laid ky any State on 
imports or exports, shall be for the use of the 
Treasury of the United States; and all such 
laws shall be subject to the revision and 
control of Congress. 


At the time the Constitution was 
being considered, Virginia levied an 
export duty on tobacco for revenue 
purposes. The southern delegates at 
the Constitutional Convention in gen- 
eral, however, favored the idea that the 
Federal Constitution should prohibit 
export taxes. The opinion was gen- 
eral that such taxation would fall on 
the planter and limit his development. 
But some of the delegates favored 
granting to the Federal Government 
the power to impose export taxes. 
The following comments are from 
James Madison’s journal: 


Mr. Madison: First, the power of laying 
taxes on exports is proper in itself; and as 
the States cannot with propriety exercise it 
separately, it ought to be vested in them 
collectively. Secondly, it might with par- 
ticular advantage be exercised with regard 
to articles in which America was not ri- 
valled in foreign markets, as tobacco, etc. 
The contract between the French Farmers- 
General and Mr. Morris, stipulating that, 
if taxes should be laid in America on the ex- 
port of tobacco, they should be paid by the 
Farmers, shewed that it was understood by 
them, that the price would be thereby raised 
in America, and consequently the taxes be 
paid by the European consumer. ‘Thirdly, 
it would be unjust to the States whose 
produce was exported by their neighbours 


. to leave it subject to be taxed by the latter. 


This was a grievance which had already 
filled New Hampshire, Connecticut, New 


18 Madison, James: Journal of the Debates in the 
Constitutional Convention, pp. 589, 540 and 574. 


Jersey, Delaware and North Caroling with 
loud complaints, as it related to yeports, 
and they would be equally authorized by 
taxes by the States on exports. Fourthly, 
the Southern States, being most in danger 
and most needing naval protection, could 
the less complain, if the burthen should be 
somewhat heaviest on them. And finally, 
we are not providing for the present mo- 
ment only; and time will equalize the situa- 
tion of the States in this matter. 

Mr. Gouverneur Morris: However the 
Legislative power may be formed, it will, if 
disposed, be able to ruin the country. He 
considered the taxing of exports to be in 
many cases highly politic. Virginia has 
found her account in taxing tobacco. All 
countries having peculiar articles tax the 
exportation of them—as France her wines 
and brandies. A tax here on lumber would 
fall on the West Indies and punish their 
restrictions on our trade. The same is true 
of live stock, and in some degree of flour. 
In case of a dearth in the West Indies, we 
may extort what we please. Taxes on ex- 
ports are a necessary source of revenue. 


For a long time the people of America will | 


not have money to pay direct taxes. Seize 
and sell their effects, and you push them 
into revolts. 

Mr. Madison: As we ought to be 
governed by national and permanent views, 
it is a sufficient argument for giving the 
power over exports that a tax, though it 
may not be expedient at present, may be so 
hereafter. A proper regulation of exports 
may, and probably will, be necessary here- 
after and for the same purposes as the 
regulation of imports, viz., for revenue, 
domestic manufactures, and procuring 
equitable regulations from other nations. 

. . The regulation of trade between 
State and State cannot effect more than 
indirectly to hinder a State from taxing its 
own exports, by authorizing its citizens to 
carry their commodities freely into a neigh- 
bouring State, which might decline taxing 
exports, in order to draw into its channel 
the trade of its neighbours. 


EXAMPLES oF Export TAXES 


Outside of the United States and the 
industrial’ countries of Europe, expo 
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taxes\re at the present time a common 
featur& of fiscal systems. In fact, 
most of the exportable products of the 
world outside of the leading industrial 
nations bear export taxes largely for 
revenue. The variety of products of 
most of these countries is limited and 
therefore, although the list of export 
taxes may be short, the rates probably 
affect the great volume of production. 
Where such monoculture prevails, ex- 
port taxes are a justifiable substitute 
for land or income taxes and commend 
themselves because they are easy to 
collect. A plantation not yet in bear- 
ing pays no tax and, normally, the 
larger the crop, the greater the tax; 
hence, it is imposed in accordance with 


ability to pay. The producer must 
find a market abroad and unless he has 
a monopoly in the world market any 
export tax levied on his product is paid 
by him. Under such conditions the 
absence of export taxes is the exception. 
Some products of European plantations 
are exempt. m some countries export 
duties are? not imposed on closely 
competitive products. In other cases, 
colonial governments have been pros- 
perous enough to give them up. 

Some idea of fhe nature of export 
taxes will be obtained from these ex- 
amples (they are given at some length 
because the American reader is less 
familiar with export schedules than he 1s 
with import schedules): 


Spain 
Cork, in sheets or slabs, per ton gross... .0 0... cece cece eee serres 25 pesos* 
Cork waste, shavings and dust, per ton gross. ..........000020 norreno 5 pesos* 
Portugal 
Per 15 Kilogs. 
Es. Cts. 
Cork, in strips, calibre of 18 to 17 lines, not suitable for the manufacture 
of sheets and fragments of cork of first and fourth qualities of the 
game calibre and which have an area of less than 500 sq. em. ........ 0 15 
Cork manufactured into squares... 2.2.2.2. 0 cece eee ee serros 0 10 
Cork Sheets... sees coed. ce eb Seno eee: aah e ates 0 03 


British Indiat Gute, other than Bimlipatam jute) 


1. Raw jute: 
(1) Cuttings, bale of 400 pounds. ..............00ee -14 
(2) All other descriptions, bale of 400 pounds.......... we au ae. 4 B 
2, Jute manufactures, when not in actual use as coverings, 
receptacles or bindings for other goods: 
(1) Sacking (cloth, bags, twist, yarn, rope and twine), 
ton of 2,240 pounds: 260 coden eutsan sa a ‘ee 0 O 
(2) Hessians and all other descriptions of jute manufac- 
tures not otherwise specified, ton of 2,240 pounds. .. .. .. 82 0 
(Rice) 
8. Rice, husked or unhusked, including rice flour, but excluding 
rice bran and rice dust, which are free, Indian maund of 
82? pounds avoirdupois weight. .........0 2. eee ee ees Sc: m eee We =o 
(Tea) 
4 Vea, 100 Pounds iriaren ee eeu S 1 8 


* Normal value of peseta: 20.198. When the export duties are paid i in silver or notes of the bank ~~ 
p «ames Spain, a gold surcharge is added. 
+ Kelly’s Customs Tariffs of the World (1922), p. 22. 


Raw MATERIALS AND FOODSTUFFS 


York can force its price down by in- 


\ creasing the proportionate amounts 


——~ 


~, 


_ virtually a monopoly of Greece. 


of other cacao purchased, especially 
cacao from the Gold Coast, the 
largest producer today. That this 
contingency has been recognized by 
Brazil, if not by Ecuador, is plainly 
shown by the following from # report 
of U. S. Consul General, E.W. God- 
ing, Guayaquil, Ecuador, of July, 
1922: 


It is announced in the press that the 
Government of Brazil has*suggested to the 
Government of Ecuador the formation of 
a league of cacao producers of Brazil, 
Portugal [t.e., Szo Thomé and Principe], 
and Ecuador, with a view to the valoriza- 
tion of cacao. The Government of Brazil 
believes that with such a union it will be 
possible to counteract the depressing 
influence which the enormous cacao crop of 
the Gold Coast of Africa exercises on cacao 
prices. The Brazilian Government will 
shortly present a detailed plan for the 
organization and operation of such a 
league. 


GREECE Arps CURRANT PRODUCERS 


The currant combine of Greece is 
another example of government aid 
to producers. Currant production is 
The 
control is exercised through ‘The 
Privileged Company, which has its 
general offices at Athens and operates 
through a series of branch offices in 
different parts of Greece. This com- 
pany was established in 1905. Its 
object is to prevent overproduction 
of currants, to limit the acreage, to 
assist the growers with loans, to col- 
lect the tax in kind imposed by the 
Government, to make purchases of 
the surplus quantity of currants under 
certain conditions, and generally to do 
whatever is necessary to regulate the 
production of the currant industry. 


- It has endeavored through advertising 


to increase the consumption of cur- 
rants in foreign countries. In carry- 
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ing out its work it performs semi- 
governmental functions such as the 
collection of the land and export 
taxes." 


Economic LIMITATIONS ON MONOPOLY 
PRICES 


Economic conditions, as the dis- 
cussion of these cases indicate, impose 
very definite limitations upon the 
extortion which can be exacted by 
those who control production or dis- 
tribution. When prices are controlled 
and fixed at a relatively high level, 
they tend tc bring into the market 
substitutes and to encourage producers 
in other areas to produce new sources 
of supply. The control of the sisal 
combine in Yucatan, for example, is 
clearly limited by the use of manila as 
a substitute. When the price of sisal 
reaches a certain point—unfortunately 
normally considerably above the 
lowest price which would give a fair 
return to the producers—consumers 
buy manila rather than sisal. In 
the case of coffee, the valorization and 
export taxes in Brazil, in so far as 
they are effective in increasing the 
price, benefit not only the producers in 
Brazil but also producers in other areas, 
encouraging them to grow more coffee 
for the world market in which the 
price is fixed by the policy pursued in 
Brazil. Where, however, there is no 
substitute, end no alternative source 
of supply, as has been the case in 
regard to nitrates, a buyers’ strike is 
the only limitation upon the extortion 
which has been and is practiced by the 
monopolists. The only question in 
the mind of t^e monopolist is: At what 
price will t’ profit per unit multiplied 
by the m .ber of units which will be 
consumed at that price yield the 
maximum net profit? Producers’ 

6! Federal Trade Commission, Codperation in 


American Export Trade, Vol. 2 (1916), pp. 180 
and 181. 
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coöperation, with or without govern- 
ment aid, particularly in the case of 
certain food products, is being 
defended, however, on the ground that 


it lowers distribution costs and that its 
chief object is a stabilization of prizes 
in the interests alike of the producer 
and of the consumer. 


CHAPTER VO 


GOVERNMENT 


Actual government administration 
of production is rare as compared with 
government supervision or support of 
private enterprises. Inactual practice, 
however, the interest of government in 
the exploitation and distribution of 
essential resources is a matter of degree. 
If a raw material is, or is believed to 
be, vital to a nation’s welfare, ‘public 
opinion will force the use of the agen- 
cies of government in support of the 
private company which controls that 
raw material, or in other cases, govern- 
ments themselves directly control the 
enterprises. 

Government monopolies may be for 
the purpose of profit as in the case of 
the spice trade, or it may be to assist 
the consumer as in the case of the 
Nauru phosphates. 


GOVERNMENT MONOPOLIES IN SPICES 


The first known monopoly of the 
spice trade® was maintained by Venice 
in the early part of the 15th century. 
After the destruction of the Genoese 
fleet by the Venetians in 1380, this 
Italian republic entered on what is now 
recognized as the greatest century of 
her development. Moorish merchants, 

inni with the 13th century, 
brought far eastern products to the 
port of Suez, thence by caravan to the 

* The following sources of information have 
been freely drawn on: Ridley, Henry N., Spices; 
LaWalj, Charles H., “ The Romance of Spices,” 
American Journal of Pharmacy, April, 1928; 
Smith, J. Russel, The World's Food Resources; 
Gibbs, W. M., Spices, and How to Know Them; 


U. S. Department of Commerce Reports and 
Consular Reports. 


‘ships. 


MONOPOLIES 


Nile and down the Nile to Alexandria. 
The Venetians, by means of large fleets, 
controlled the ocean passage from 
Alexandria to Wenice and maintained a 
monopoly of the spice commerce w-th 
the Moorish merchants. Western Eu- 
rope and England were served yearly 
by fleets of galleys, although the ship- 
ments to Germany were transported 
overland by closely-guarded pack 
trains. 

At her peak of power it is estimated 
that the Venetian traffic in spices alone 
amounted to over $10,000,000 annu- 
ally, a large sum of money in those 
days. 

The large profits made by Venice in 
the handling of spices of course caused 
many other countries to think of reach- 
ing the Oriental source of supply. The 
problem was finally solved by Vasco da 
Gama in 1498. In 1497, King Manuel 
of Portugal sent Vasco da Gama with a 
fleet of three small vessels to discover 
the spice countries. The expediticn 
sailed around Africa and after visiting 
Mozambique and Zanzibar reached 
Calicut, India, in August, 1498. The 
first cargo that da Gama took back was 
composed of pepper, cinnamon and 
ginger. The expedition returned to 
Lisbon in 1499 and was promptly fol- 
lowed in 1500 by a fleet of thirteen 
Numerous other ships were sert 
out, all of which largely traded fcr 
spices along the Indian coast. 

The immense profits of the Venetians 
were gone, never to return, and the 
subsequent mercantile career of this 
republic was now only in the distribu- 


x 
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tion througlout Europe of the products 


`\ brought by the Portuguese to Lisbon, 


` 


for, strangely enough, the latter never 
seemed to care for the profit beyond 
the original handling and this indif- 
ference was eventually to cause them 
the loss of the entire trade. 

The first steps the Portuguese took 
were to secure the absolute monopoly 
of the spice trade. They attempted to 
maintain this monopoly and destroyed 
all Moorish vessels encountered on 
their journeys. The “policy of the 
Portuguese was not to annex territory 
but to establish numerous “factories” 
or supply stations. i 

In 1505 the Portuguese reached 
Ceylon, the land where the finest cin- 
namon grows. In 1509 they obtained 
a foothold in Malacca, more than a 
thousand miles to the east, and in 1511 
they reached Banda Islands, now the 
chief source of the world’s supply of 
nutmeg. The Molucca Islands, or 
Clove Islands as they have been called 
(because they were the only islands in 
the world at that time where the clove 
tree was found), were reached in 1512. 
The Portuguese were the first Euro- 
peans to arrive at these tiny islands 
which were to cause centuries of strife 
between the Moors, Portugal, Spain, 
Holland and England, in which. strife 
the islanders were exterminated and 
the trees destroyed. At the present 
time the clove tree does not exist even 
in the wild state in its original habi- 
tat. 

The Dutch revolted from Spanish 
rule in 1567. In 1580, when Spain and 
Portugal became united, Philip I 
decided to strike a final blow at the 
Dutch and destroy their commerce. 
He forbade Dutch vessels to trade in 


Spanish or Portuguese ports under . 


penalty of confiscation and imprison- 
ment of their crews. This action be- 
came the occasion for developing direct 
intercourse with the Indies, the large 
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profits of which had already made 
their appeals to the Dutch. 

In 1596 an expedition was sent out 
from Holland by the Cape route. It 
visited numerous native ports and was 
greeted everywhere by the evidence of 
Portuguese hatred. The fleet returned 
to Holland in 1597 laden with spices. 
Within a few months another and 
larger squadron was sent out and this 
reached Bantam Harbor in 1598. 
This important harbor, at the extreme 
west end of Java, was a large pepper 
market. 

Soon after the Dutch commenced 
their trade with the East, the mer- 
chants of Europe began to complain 
that spices were becoming too cheap. 
The Dutch, therefore, granted to the 
East India Company a charter con- 
ferring the exclusive right to trade to 
the east of Cape Good Hope, and to 
sail through the Straits of Magellan. 
This Company was given the power to 
make treaties, levy troops and build 
forts. 

The English broke the Dutch mo- 
nopoly by cultivating nutmegs, mace 
and cloves in Sumatra and Penang. 
The East India Company sent Chris- 
topher Smith in 1796 to the Molucca 
Islands to collect spice plants. As 
soon as Penang spices were being pro- 
duced in commercial quantities, it was 
noted that they were of better quality 
than the average run of Dutch spices. 
With the increase in the production in 
the English colonies the prices fell and 
in 1865 nutmegs sold for 1s. 32d. and 
mace for 1s. 4d. The price since has 
been steadily declining, except for a 
few large fluctuations. At the present 
time the price for nutmegs is about 20 
cents per pound. This fall in market 
value has been interpreted by an au- 
thority such as Ridley as not being due 
to overproduction because the exports 
from the Dutch East Indies have not 
shown any increase in the last forty 
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years, and yet the price fell to as low as 
10 or 11 cents in 1909. However, con- 
sideration must be given to the fact 
that in trying to break the Dutch mo- 
nopoly the English introduced the nut- 
meg tree in Grenada in the West Indies, 
and the production there has been 
steadily increasing both for nutmegs 
and mace. In 1922 there was exported 
from Trinidad, B. W. I., 2,524,704 
pounds of nutmegs and $56,832 pounds 
of mace. The exportation of nutmegs 
from the Dutch East Indies in 1906 was 
6,155,970 pounds. This figure is about 
normal for present exportations also. 
The Dutch used similar methods for 
maintaining a monopoly in cloves by 
confining its production to Amboyna 
and making periodical trips to other 
islands to exterminate the clove trees. 
They pursued this policy with great 
inhumanity. Their attempts to keep 
the trade entirely in their hands were 
not altogether successful. Large sup- 
plies reached England independently of 
their Government. However, the 
Dutch maintained almost a complete 
monopoly until the end of the 18th 
century, when the English and the 
French seriously challenged their su- 
premacy. Clove trees were introduced 
in various parts of the world at that 
time, particularly in the French colony 
of Mauritius. From this point an 
Arab from Zanzibar conveyed clove 
plants to his country and laid the 
foundations of the important and ex- 
tensive plantations in Zanzibar and 
Pemba, which are now the chief source 
of the world’s supply of cloves. The 
English, as mentioned before, intro- 
duced the clove in Penang in 17886. 
The development of these new sources 
broke the Dutch monopoly so com- 
pletely that the Dutch East Indies are 
no longer an important factor in the 
trade. In 1920 the total exports of the 
Dutch East Indies of cloves was 92,560 
pounds. As long ago as 1890 Zanzibar 


and Pemba exported more than 18,000,- 
000 pounds. 


Tue GERMAN MONOPOLY IN PorasH 


The United States is almost entirely 
dependent upon foreign sources for its 
normal requirements of 250,000 tons 
of actual potash per year. Before the 
war our requirements were all imported 
from Germany. Germany then con- 
trolled the world’s production and 
markets. 

Under the t&ms of the Versailles 
Treaty the potash mines in Alsace- 
Lorraine were ceded to France, so that 
the German monopoly has been par- 
tially broken. France shortly after 
assuming control of the Alsatian de- 
posits formed an organization for the 
purpose of controlling production and 
sales. Prices of the French agency— 
Société Commerciale des Potasses d’ Al- 
sace—have followed those of the Ger- 
man syndicate.®? l 

During the war potash was produced 


. from numerous sources in this country 


but the maximum output did not ex- 
ceed 55,000 tons of actual potash in any 
one year, or 20 per cent of consumption. 
Since the war the domestic production 
has declined, and the United States is — 
again dependent upon Europe for its 
supply. Known potash deposits in the 
United States are at geological and 
geographical disadvantages as com- 
pared with the German and French 
deposits. 

The industry in Germany is con- 
trolled by a syndicate in which the 
Prussian Government is a partner, and 
which has been supported by the Gov- 
ernment to the extent of compelling all 
mines to join it. The syndicate fixes 
the price of potash and has maintained 
it above a competitive price, but low 


® Federal Trade Commission: “Report on 
certain phases of the fertilizer industry” in 
response to Senate resolution of June 17, 1922 
(1923), Document 347, p. 6. 
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enough to keep an almost complete 
monopoly of the world’s markets. The 
syndicate has been active in stimulating 
the sale of potash throughout the 
world by means of advertisements, 
demonstration farms and exhibits. 
Higher prices have been exacted from 
the foreign than from the domestic 
consumer. è 

French competition in potash has not 
developed to the extent that was ex- 
pected; imports into the United States 
from France have próbably not ex- 
ceeded 20 per cent of our consumption. 
An unsuccessful effort was made within 


_ the past year to reach an agreement 


i 


between the German and French pro- 
ducers as to division of markets and 
fixing of prices. The French occupa- 
tion of the Ruhr may have the effect of 
decreasing German competition, as the 
German potash mines are dependent on 
Ruhr coal. This would give France an 
opportunity for further development of 
her potash deposits,’9 


Sparn’s MONOPOLY IN QUICKSILVER 
Spain in the Almaden Mine possesses 
the richest deposit of quicksilver in the 
world. Formerly, and for a number of 
years, through an agreement with the 


. Spanish Government the Rothschilds 


controlled the marketing of the Span- 
ish product. This agreement expired 
recently and the Spanish Government 
now markets its product direct. They 
practically control the quicksilver mar- 
ket of the world, for their resources are 
such that, if they so desire, they could 
flood the market with cheap metal. 
According to the terms of the Peace 
Treaty, the Italian Government took 
over the rich Idria Mine, formerly 
belonging to Austria, so that with the 
Monte Amiata deposit they now have 
resources of quicksilver comparable 


, with those of Spain. Recently there 


10 Chemical Trade Journal and Chemical En- 
gineer, Mar. 2, 1923, p. 254. 
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have been rumors that the two govern- 
ments are seeking to form a combina- 
tion with a view to controlling the 
quicksilver market of the world. 


JAPAN MONOPOLIZES CAMPHOR 


Camphor occurs in the volatile oils 
obtained by distillation of the camphor 
trees. Jt is an important ingredient in 
the manufacture of celluloid. The 
camphor tree is indigenous to the Is- 
land of Formosa, to China, and to 
Japan, and has been successfully grown 
in Florida in this country. Formosa 
furnishes the great bulk of commercial 
camphor. In 1899 the Japanese Gov- 
ernment took over the camphor in- 
dustry of Formosa, improved methods 
for obtaining the camphor, and es- 
tablished a system of replanting. In 
the years 1900-1909 some 11,500,000 
camphor trees were planted within 
Japanese territories. A tree is 50 
years old before it is cut. This cam- 
phor monopoly is controlled by the 
Japanese Government. The Govern- 
ment licenses producers of camphor 
and camphor oil, and reserves the right 
to restrict production. The crude 
camphor is sold to the Government at a 
fixed price, the refining of which is the 
exclusive right of the state. The 
Government fixes the selling price and 
allocates periodical supplies to the 
consuming countries. Its ability to 
fix prices is limited only by competition 
from synthetic camphor and the exac- 
tions which the celluloid market will 
bear. 

In an endeavor to prevent the de- 
struction of their camphor trees the 
Chinese placed a tax of 75 cents per 100 
pounds of camphor, and 28 cents per 
100 pounds of oil, the taxes collected to 
be expended in planting and cultivating 
new trees. 

During 1919 and 1920 the du Pont 
Company manufactured synthetic cam- 
phor on a large scale from turpentine, 
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the price of camphor at this time being 
very high. The price of natural cam- 
phor' now (1923) is such that none of 
the synthetic product is made in this 
country, but it has been made suc- 
cessfully not only in the United States 
but in Germany. Some camphor 
groves are also being developed in 
Florida. 


Tan Barns MONOPOLY or NAURU 
PHOSPHATES 


An unusual case of the control and. 


exploitation of a natural resource by 
governments is the case of the purchase 
of the phosphate concession in the Is- 
land of Nauru by Great Britain, Aus- 
tralia and New Zealand. This tase is 
of particular interest since the Island of 
Nauru is held by the British Empire as 
a Class C mandate under the League of 
Nations. 

The Island of Nauru is situated in 
the Pacific Ocean to the west of the 
Ellice and Gilbert Islands and south of 
the Marshall Islands, and is believed to 
be the largest reserve of high-grade 
phosphate in the world. The Island 
was annexed by Germany in 1888 and 
on September 9, 1914, was surrendered 
unconditionally to an Australian ship. 
It was turned over by the Allied and 
Associated Powers under a mandate to 
the British Empire. The phosphate 
concession was held from the German 
Government by a private syndicate. 

On July 2, 1919, the governments of 
Great Britain, Australia and New Zea- 
land entered into an agreement to 
purchase this concession. This agree- 
ment provided, among other things, 
that the phosphates are to be sold at 
cost to the three governments, the cost 
price to include interest, a sinking fund 
for the payment of the capital, working 
expenses and contribution to adminis- 
trative expenses. No phosphates are 
to be sold to or for shipment to any 

Ti Morocco has deposits reputed to be rich. 
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other country until after the require- 
ments of Great Britain, Australia and 
New Zealand have been met, and then 
only at the market price. The agree- 
ment was ratified by Australia and New 


Zealand and when presented to the’ 


House of Commons called out a very 
interesfing debate. The British Gov- 
ernment qontended that the agreement 
was not contrary to the Covenant of 
the League of Nations. Colonel Leslie 
Wilson, the Parliamentary Secretary to 
the Ministry 8f Shipping, who spon- 
sored the bill for the Government, de- 
clared that the question of this trans- 
action between the three governments 
was 


entirely distinct from any other question 
which might arise as to the mandate under 
the League of Nations. This is a purely 
commercial transaction between the phos- 
phate company and the three governments 
concerned. Whatever happens, I cannot 
see that the League of Nations has any 
right to interfere with this particular trans- 
action between the company and the 
governments concerned. I do not see the 
difference between the purchase of this 
trading company by the three governments 
and the purchase by an individual.” 


Colonel Wilson even went so far as, 


to deny that other nations were en- 
titled to equal treatment in trading 


with Nauru. 


The mandate (he asserted) was granted to 
the Empire. . . . There is no doubt 
from the papers laid on the table of the 
House. and from facts which have been 
accepted by that great exponent of the 
League of Nations, General Smuts, that 
there never was the slightest intention that 


Class C mandates should be subject to the . 


principle of the open door.” 


Mr. Bonar Law, then leader of the ' 


House, took the same position. 


Nauru in effect is a phosphate island (he 
argued). It has been a commercial under- 


* 


71 Parliamentary Debates, House of Commons, Y 


Vol. 180. No. 78, p. 1858; and No. 80, p. 1609. 
73 Ibid., Vol. 18%, No. 102, p. 195. 
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à 
taking. It was in the possession of a com- 
` pany . . . and if we do not pass this 
bill, that company would have every one of 
the rights which we are now claiming for the 
British Empire. It could treat the product 
of that Island in any way it liked, and there- 
fore it is obvious that, so far as the general 
good of the world is concerned, nêthing is 
lost by transferring this power to a body 
represented by the British Empire as com- 
pared with a private trading company.” 

He declared, however, that 
passing this bill does not @ any sense pre- 
clude the League of Nations, if they think 
the arrangement is an unfair one, from re- 
fusing to confirm it. I have my- 
self no doubt that the League of Nations 
will agree to it. Ido not think any sup- 
porter of the League of Nations could say 
that they have the right to upset a purchase 
of this kind. They have the right to inter- 
fere with the administration. I think this 
is so vital that I would like to make it 
clear. . . . The two questions are 
quite distinct. One is the administration 
of territory, which the League of Nations 
has a perfect right to see is properly done. 
The other is the purchase of a trading com- 


pany. I do not think that is a subject! 


which would properly come under the 
League of Nations at all.™ 


On the subject of the open door 
g- leader of the House said: 

Ft is only in the fifth paragraph of Article 
XXII of the Covenant of the League of 
Nations that “equal opportunities for the 
trade and commerce of other members of 
the League” are expressly provided for. 
The territories to which this provision ap- 
plies are those which formerly constituted 
German East Africa, the Cameroons and 
Togoland. In the case of the former 
German colonies, which, under the sixth 
paragraph of Article XXII are to be ad- 
ministered ‘‘under the laws of the manda- 
tory as integral portions of its territory,” 
the provision of equal opportunities for 
trade and commerce will be a matter for the 
discretion of the mandatory.” 

n Ibid., Vol. 180, No. 78, p. 1824. 
% Ibid., p. 1826. 

% Ibid , pp. 1826-13881. 

7 Ibid., Vol. 181, No. 97, p. 2164. 


The position of the Government was 
vigorously assailed in the debate on the 
bil, particularly by the Liberal and 
Labor parties of the House, who 
charged that the agreement was a 
violation both of the spirit and letter of 
Article XXII of the Covenant of the 
League of Nations. Mr. Ormsby-Gore 
questioned the right of a government 
which is acting as a mandatory to 
establish a government monopoly of 
the raw materials of the territory of 
which it is trustee. 


That is a root principle (he said). Be- 
cause, if that is once established, I do not 
see why the French in the Cameroons 
should not establish a government mo- 
nopoly of all the native produce of that 
country, and why all the produce of other 
places should not be similarly regulated. 


A great many people want to see the 
League of Nations a reality and to see the 
Treaty of Versailles carried out, and they do 
not want this country to be the country 
which is going to fly in the face af a con- 
ference with results which are bound to be 
extremely far-reaching, because it is really a 
test question. If these mandates are a 
sham, are only camouflage, it is much better 
to be out of the Covenant, much petter to 
withdraw our signature from the Covenant. 
Then we should know where we are. Either 
you are going to act up to Article XXII or 
you are not, because that is going to be 
the question asked in Mesopotamia, Pales- 
tine, and all these countries of the world. 
There is no use in saying that we are work- 
ing this in the Belgian part of East Africa, 
that we will see that the French are not al- 
lowed to conscript people in Togoland un- 
der Article XXII, but when it comes to ap- 
plying that article to our possession, then 
We are going to tear up the mandatory 
principles and create these government 
monopolies.” 


Lord Robert Cecil, leader of the op- 
ponents of the agreement bill, said:”° 


78 Ibid., Vol. 180, No. 78, p. 1811 et seq. 
10 Thid., p. 1321. 
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Some honorable gentleman suggested 

that this is nothing but sanctioning a purely 
commercial agreement handing over the 
powers of the phosphate company to the 
British Government. It is nothing of the 
kind. The phosphate company, in fact, 
was working under the German Govern- 
ment—let us remember that—and while 
working under the German Government it 
traded freely with those who became sub- 
sequently the enemies of Germany. 
Here we are going to preclude the possibility 
of a single ton of phosphate being sold to 
anybody except the three governments 
concerned and for our own personal use. 

I will not say (he continued) if the League 
were to sanction that arrangement that 
that would not be consistent with the terms 
, Of the Covenant, but I do say it is altegether 
inconsistent with the spirit of Article XXI. 
Undoubtedly, there was no idea that the 
mandatory was to use this power in order to 
secure a monopoly of the riches of the 
mandated country. That is absolutely in- 
consistent with the whole framing of 
Article XXII. ; 

It seems to me if we go on with this 
proposal it is perfectly fatuous for us to talk 
any more about scraps of paper.™ 


Mr. Herbert H. Asquith, leader of 
the former Liberal Government, as- 
serted that the agreement is one which 


has no legal or international validity of any 
sort or kind and which, indeed, in the terms 
in which it 1s made, is in flagrant contraven- 
tion of both the letter and the spirit of the 
Covenant of the League of Nations. It is 
a small case in itself, but it would be a 
precedent. If this is done in the case of the 
Island of Nauru, there is no reason why 
similar agreements should not be secretly 
and behind the back of the League of Na- 
tions concluded all over the world. 

This is the latest form of preference! 
Here is a mandate given to the British 
Empire, confined so far as its practical 
operation is concerned to three of its con- 
stituent members, and, what is much more 
important, when you come to hand over the 
phosphates for them to go to three selected 
parts of the Empire and not to the rest. 

You are going to give preferential 

% Ibid., p. 1819. 


treatment to particular parts of your own 
Empire as against the rest of the world. A — 
worse example to set and one in more open 
contradiction to the provisions of the fifth 
paragraph of Article XXII, which provides 
that in the execution of s mandate equal op- 
portunities shall be secured for the trade 
and commerce of all the other members of 
the League, I think it is impossible to con- 
ceive. It $ illegal in its origin, unequal in 
its operation, it is opposed in all respects to 
the letter and the spirit of the Covenant of 
the League of Nations.® 

The bill prov¥ding for the ratification 
of the Nauru agreement was finally 
amended in its ratifying clause to read: 


The agreement is hereby confirmed, sub- 
ject to the provisions of Article XXI of the 
Covenant of the League of Nations.# 


No action has been taken by the 
League of Nations and the agreement 
concerning the exploitation of the 
phesphate deposits is now being carried 
out under the direction of the British 
Phosphate Commission. The minutes 
of the Permanent Mandate Commis- 
sion indicate, however, that there is 
some doubt as to whether this agree- 
ment among the three governments is 
not in violation of the Covenant of the 
League of Nations. The followin 
passages are from the minutes of th 
second session of the Permanent M 
date Commission held in Geneva Au— 
gust 1 to 11, 1922: 


M. Orts was anxious for a slightly more 
detailed explanation of the position. The 
territory was under the mandate of the 
British Empire. The British Empire was 
apparently a shareholder in the British 
Phosphate Commission, having combined 
with the governments of, Australia and 
New Zealand to buy out the Pacific Phos- 
phate Company. At the present moment, 
the Australian Government, and, in gen- 
eral, one of the three Governments in turn 
nominated the Administrator. It would be 


8! Tid., pp. 1322-28. 


a The Nauru Island Agreement Act, 1920 ao 
and 11 Geo. 5, Chapter 27). 


ey, 
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desirable that, in the next report, definite 
irformation should be given on the method 
by which the mandatory government 
exercised a control over the British Phos- 
phate Company (p. 37). 

Sir Joseph Cook replied that the British 
Empire was not a shareholder in the 
British Phosphate Commission. W was the 
sole owner of the works, which had been 
purchased by the British, Australian and 
New Zealand Governments from the old 
company at a cost of £3,500,000. There 
was an Administrator, nominated at present 
by the Australian Goveffiment, and sub- 
sequently to be nominated by one of the 
three Governments concerned. On the 
cther hand, the British Phosphate Com- 
mission was administered by the three 
Commissioners, subject, as to duration of 
cfiice, to the will of the Mandatory. The 
relations between the Administrator and 
the Commiss3ioners were as follows: The 
Commissioners were not subject to the 
control of the Administrator, except in so 
far as they were bound to observe the terms 
of the Nauru Island Agreement Act, 1920, 
and to comply with the various ordinances 
promulgated by the Administrator for the 
government of the island. The Adminis- 
trator had all the powers of government— 
administrative, legislative and judicial—in 
the island, e.g., police, education, justice, 
ete. (p. 37). 

On the other hand, the British Phosphate 
Commission exercised control over deposits 
which were contemporaneous with the is- 
land itself. In this connection, it should be 
remembered that nothing in the island was 
of much economic importance excepting 
the phosphate deposits. The original 
Jalutt Gesellschaft had virtually adminis- 
tered the island as a concession, under the 
nominal oversight of the Imperial German 
Government. The rights transferred from 
the Jalutt Gesellschaft to the Pacific Phos- 
phate Company were purchased in 1919 by 
the governments of Great Britain, Aus- 
tralia and New Zealand, and these Govern- 
ments had in their turn vested the control 
of the works in the present British Phos- 
( phate Commission. The duty of the three 
phosphate Commissioners was, therefore, 
to work the deposits and to administer the 


liability incurred as a result of the purchase 
before mentioned (pp. 87~88). 


* * * 


Finally, the Commission noted the fol- 
lowing points in connection with the Island 
of Nauru: 

This tiny island, which is hidden in the 
vast extent of the Pacific, has only about 
2,000 inhabitants. Its sole wealth—and it 
is considerable—consists in vast and rich 
deposits of phosphates. The Mandate for 
this island was conferred by the Principal 
Allied and Associated Powers upon the 
British Empire, which delegated the work- 
ing of this mineral wealth to Australia, 
Great Britain and New Zealand. These three 
Governments have devolved upon Australia 
the onsibility for the administration for 
a first period of five years. From mforma- 
tion supplied by the mandatory Power, the 
Commission finds ground for fear that the 
fundamental principle of the institution of 
mandates may, as regards its application to 
this island, be prejudiced in two ways. 

It fears on the one hand that the dispro- 
portion between the material wealth of this 
island and the small number of its inhabit- 
ants may induce the mandatory Power to 
subordinate tne interests of the people to 
the exploitation of the wealth. It : is, 
therefore, not without deep concern that it 
considers the question whether the well- 
being and development of the mhabitants 
of this island, which, in the words of the 
Government “‘form a sacred trust of civili- 
zation,” the accomplishment of which it is 
the Commission’s duty to safeguard, are 
not in danger of being compromised. 

It is, moreover, concerned with the con- 
sideration of the question whether the 
mandatory Power, by reserving the owner- 
ship and exclusive exploitation of the re- 
sources of this territory to itself, has 
brought its policy into true harmony with 
the requirements of the Mandate which, in 
accordance with the Covenant, it should 
exercise on behalf of the whole League of 
Nations (p. 55). | 


INTERNATIONAL CONTROL OF THE 
SEAL TRADE 


An interesting case of government 
control under an agreement to conserve 


3 
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an international resource is the Con- 
vention for the Protection and Preser- 
vation of the Fur Seals and Sea Otter, 
between the United States and Great 
Britain, Russia and Japan, signed July 
7, 1911, and effective December 16, 
1911, continuing for a period of 15 
years, and thereafter until terminated 
by 12 months notice. The Convention 
has these provisions: 


_ (a) Prohibits subjects of these nations 
from engaging in pelagic sealing (the killing, 
capturing or pursuing of fur seals at sea) 
in north Pacific waters north of 30° N, in- 
cluding seas of Bering, Kamchatka, 
Okhotsk and Japan. 

(b) Closes the ports and territory of 
these nations to persons and vessels en- 
gaged in such operations within the closed 
area, and prohibits importation of unau- 
thenticated seal skins of species common to 
the closed area. 

(c) Excepts certain aborigines with limi- 
tations. 

(d) Provides for necessary legislation 
and enforcement including patrol of waters 
frequented by the fur seal herd and co- 
operative effort to prevent pelagic sealing. 

(e) Of the annual killing of seals on the 
Pribilof Islands or other islands under 
United States jurisdiction, the United 
States agrees to deliver 15 per cent, gross in 
number and value, to (1) an authorized 
agent of the Canadian Government; (2) 
the agent of the Japanese Government.™ 

(f) Provides certain advance payments 
($200,000) to each; an annual payment of 
$10,000 in years when no killing of seals 
is permitted; and sets a minimum (1000) 
as to the number of skins to be delivered in 
any year in which killing is permitted; 
subsequent reimbursement for any ad- 
vances made being provided for. 

(g) Similar provisions governing the seal 
herd breeding upon (1) the Commander 
Islands of Bussia, payments to Japan and 

This provision hag since been modified 
(1918), Canada and Japan each receiving 15 pe> 
cent of the net revenue from the sale of skins 
received by the United States Government. 


Canada; (2) and Robben Island, Japan, 
payment being made to the United States, 
Canada and Russia. 

(h) The United States is in no way re- 
stricted from suspending the taking of seal 
skins on the seal islands or imposing such 
restrictions and regulations as it may deem 
necessary to protect and preserve or in- 
crease the seal herd. 


Fur seall roam over the north Pacific 
for very long distances, returning to 
their rookeries each year to breed. 
Pelagic sealing 4 extremely destructive 
because of the necessary indiscriminate 
killing of females and “pups” as well as 
males, escape and subsequent death of 
wounded animals, ete. On the rooker- 
ies, selective killing, counts of the herd 
and proper conservation measures are 
possible. 

Prior to 1910, the killing was by 
commercial companies operating under 
a lease. In the forty years preceding, 
the herd was depleted from some 
2,000,000 animals to 132,279 in 1910, 
when the direct management was taken 
over by the Department of Commerce. 
Under the latter administration, the 
number increased to approximately 
605,000 in 1922. The average net 
price per skin received by the Govern- 
ment, 1870 to 1889, was 88.15; 1890 to 
1909, $9.80, and under the Depart- 
ment, 1910 to 1921, 881.20. Sales of 
skins in 1921, exceeded $1,000,000. 
Under the leasing arrangements, the 
Government received no revenue from 
the sale of fox skins on the Pribilofs. 
Since 1910, such sales have netted the 
Government in excess of $400,000. 

Furthermore, the Government has 
succeeded in having the seal market 
transferred from London to St. Louis, 
where the skins are dressed and dyed 
and sold at public auction. This city 
is now the largest fur market in the 
world. 
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CHAPTER VII 
FINANCIAL CONTROL OF RAW MATERIALS BY PRODUCERS 


A striking phenomenon of the mod- 
ern economic world is the integration 
of capital into corporations, combina- 
tions, trusts, holding companies, and 
kartells which at times rivaleeven gov- 
ernments in power. These large aggre- 
gations of wealth have given industrial 
and financial leaders great power and 
have created problems for constructive 
statesmanship both ini domestic and in 
international affairs. 


COMBINATIONS DISCOURAGED IN 
DomesTIC TRADE 


Combinations of producers for the 
purpose of controlling the market are 
common in modern business organiza- 
tion. In the United States not only 
the state governments but the Federal 
Government has attempted to limit 
their power and regulate their activi- 
ties. The Sherman Anti-Trust Act 
(1890) and the act of February 12, 
1918, provide: 


Every contract, combination in the form 
of trust or otherwise, or conspiracy, in 
restraint of trade or commerce among the 
several States, or with foreign nations, is 
hereby declared to be illegal. 


+ * A 


Every person who shall monopolize, or 
attempt to monopolize, or combine or con- 
spire with any other person or persons, to 
monopolize any part of the trade or com- 
merce among the several States, or with 
foreign nations, shall be deemed guilty of 
a misdemeanor, 

* > >+ 


Every contract, combination in form of 
trust or otherwise, or conspiracy, in re- 
straint of trade or commerce in any Terri- 
taty of the United States or of the District 
of Columbia, or in restraint of trade or com- 
merce between any such Territory and 
another, or between any such Territory or 
Territories and any State or States or the 


District of Columbia, or with foreign 
nations, or between the District of Colum- 
bia and any State or States or foreign 
nations, is hereby declared illegal. 


* * * 


The several circuit courts of the United 
States are hereby invested with jurisdiction 
to prevent and restrain violations of this 
act; 

4 + + 


That every combinstion, conspiracy, 
trust, agreement, or contract is hereby 
declared to be contrary to publie policy, 
illegal and void when the same is made by 
or between two or more persons or Corpora- 
tions either of whom, as agent or principal, 
is engaged in importing any article from 
any foreign country into the United States, 
and when such combination, conspiracy, 
trust, agreement, or contract is intended to 
operate in restraint of lawful trade, or free 
competition in lawful trade or commerce, 
or to increase the market price in any part 
of the United States of any article or articles 
imported or intended to be imported into 
the United States, or of any manufacture 
into which such imported article enters or 
is intended to enter. 


k * * 


A large number of decisions have 
been handed down by the courts in the 
anti-trust cases. Both restraint of 
trade voluntarily among competing 
groups and unfair competition have 
been held illegal. A further step 
toward regulation of business practices 
was taken in 1914 when the Federal 
Trade Commission Act was enacted. 
One of the purposes of this Act is to 
stop unfair methods of competition be- 
fore they result in the elimination of 
competitors, t.e., to nip monopoly in 
the bud, as was claimed. Under this 
Act a valuable body of commercial 
law for the regulation of business is 
developing. 
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COMBINATIONS ENCOURAGED IN 
Export TRADE 


The same degree of restraint has not 
been placed on domestic combinations 
of capital by European governments 
as by American law. But both in the 
United States and in Europe the tend- 
ency is not to restrain but to en- 
courage combination and coöperation 
for the purpose of foreign commerce. 
This difference is of very great sig- 
nificance in studying the economic 
relations of nations. In Europe the 
nationals of the exporting nations, par- 
ticularly Germany, suppressed com- 
petition among themselves and, com- 
peted as a unit with foreign rivals.* 
This practice and in addition the 
growth of interest in America in export 
trade resulted in the enactment of a 
law declaring that the Sherman anti- 
trust law does not apply to persons or 
corporations engaged solely in export 
trade. The law reads in part: 


That nothing contained in the Act en- 
titled “An Act to protect trade and com- 
merce against unlawful restraints and 
monopolies,” approved July second, eight- 
een hundred and ninety, shall be construed 
as declaring to be illegal an association 
entered into for the sole purpose of engaging 
in export trade and actually engaged solely 
in such export trade, or an agreement made 
or act done in the course of export trade by 
such association, provided such association, 
agreement, or act is not in restraint of trade 
within the United States, and is not in 
restraint of the export trade of any domes- 
tie competitor of such association: And 
provided further, That such association does 
not, either in the United States or else- 
where, enter into any agreement, under- 
standing, or conspiracy, or do any act 
which artificially or intentionally enhances 
or depresses prices within the United 
States of commodities of the class exported 


by such association, or which substantially 


* Federal Trade Commission, Coperation in 
Amertoan Export Trade (1916). 
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lessens competition within the United 
States or otherwise restrains trade therein. 


k k g 


That the prohibition against “‘unfair 
methods of competition” and the remedies 
provided for enforcing said prohibition 
contained in the Act entitled “An Act to 
create a Federal Trade Commission, to 
define its powers and duties, and for other 
purposes,” approved September twenty- 
sixth, nineteen hundred and fourteen, 
snall be construed as extending to unfair 
methods of cof®petition used in export 
trade against competitors engaged in ex- 
port trade, even though the acts constitut- 
ing such unfair methods are done without 
the territorial jurisdiction of the United 
States. 


Viewed from a purely nationalistic 
point of view it may seem proper that 
governments should aid their nationals 
in their overseas trading. The ex- 
penditure of public money in large 
amounts to promote export trade (not 
foreign trade which includes import as 
well as export trade) is seldom ques- 
tioned. If the basis of international 
trade is to be competition between 
national groups, backed by their gov- 
ernments, any nation aspiring to 
success in international trade must 
throw its political power into the bal- 
ance. 

But this is not all that there is to the 


problem. People in the countries . 


where the export corporations operate 
may object, as the American consumer 
has objected, to the control of rubber 
and nitrate by foreign combines. Also 
conflict may result in third countries 
between rival corporations of different 
nationalities. 

Why is it that national sentiment 
today at the same time that it favors 
the restraint of combinations in do- 
mestic trade favors the removal of 
restraint in the export trade? 

The producers’ and the 
interests are very important factors 


`~ 


Js. 
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in shaping business practices and in 
influencing the policy of nations. 
These interests are manifest in the 
desire of financial groups to invest 
funds in the less economically developed 
parts of the world. It is manifest in 
the desire of agriculturalists who wish 
to sell their farm products in ‘overseas 
markets. It is manifest ampng manu- 
facturing groups who are producing 
highly competitive articles and com- 
peting with manufacturers of other 
nations for the sale of fheir products in 
third markets. It is even manifest, 
particularly in European countries, 
among laboring classes which realize 
that the industries in which they are 
employed are on an export basis and 
therefore their very livelihood depends 
upon keeping open foreign markets and 
maintaining the stability and purchas- 
ing power of those markets. Under 
such influences governments are per- 
suaded to lend aid to promoting trade 
in foreign countries. If, however, 
this policy solves one problem it 
creates another. 

The domestic aspect of combination 
falls outside this book. So also do 
combinations dealing in manufactured 
articles in international trade. There 
remains for consideration the organiza- 
tions formed by producers of essential 
raw materials, particularly those which 
affect international relations. 


FINANCIAL ConTROL oF Raw 
MATERIALS BY PRODUCERS 


Financial control of a raw material 
by producers is comparatively easy 
when the whole or a large percentage 
of it is produced in one locality or is 
controlled by the capital of one nation. 
Under such conditions the government 
may aid the producers, as in the case of 
the Brazilan coffee valorization, or 
government may control raw material 


` entirely, as in the case of the Nauru 


phosphates or Japanese camphor. In 


fact the interests of producers and 
government cannot always be dis- 
tinguished. 

1. Plantation Rubber 


In the summer of 1920 efforts were 
begun to obtain a reduction of output 
of plantation rubber throughout the 
Far East. The Rubber Growers’ 
Association, representing the British 
interests, took the lead in this matter 
and issued a circular in July, 1920. In 
September they asked that the reduc- 
tion be made a “genuine 25 per cent.” 
These earlier proposals were to become 
effective if a certain percentage (70 
per cent at one time) of the producers 
could? be brought into the agreement. 
It was hoped that the agreement could 
be made effective from November 1, 
1920, to the end of 1921. It was 
announced that the necessary support 
had been received, but later reports 
show that the majority of the Dutch 
estates refused to codperate. The 
plans never became binding. 


2. Cinchona Bark 


At the present time about 90 per 
cent of the world’s supply of cinchona 
bark, the raw material for quinine, is 
obtained from Java. ‘The remainder 
is produced chiefly on Government 
plantations in British India. The 
Javan planters and Dutch manufac- 
turers of quinine have formed an 
organization known as the Kina Bu- 
reau, which allots supplies of cinchona 
bark and fixes the prices for quinine in 
all markets of the world. 

This Bureau, with headquarters at 
Amsterdam, consists of three repre- 
sentatives of Javan planters, three 
of Dutch quinine manufacturers, and 


© See pages 151 and 154. The Crude Rubber 
Situation, Dr. H. N. Whitford, Department of 
Commerce; Operations of an American Rubber 
Company in Sumatra and the Malay Penin- 
sula, Mr. H. Stuart Hotchkiss, U. S. Rubber 
Company. 


78 


a chairman. The Bureau operates 
through an International Quinine Kar- 
tel made up of representatives of 
organizations controlling quinine manu- 
facture in their respective countries. 
American manufacturers have not 
formally participated in the agreement 
because of the “anti-trust” laws, but 
it is believed that a satisfactory under- 
standing exists. The German com- 
pany manufacturing quinine domi- 
nated the Kartel before the war, but 
at ‘its outbreak this control passed 
into the hands of the Dutch. 

In regard to raw materials different 
consuming countries contract with 
Javan .planters for their minimum 
requirements of cinchona bark at 
fixed prices. The original agreement 
was for five years and expired July 16, 
1918. An Interallied Committee was 
formed during the war representing the 
United Kingdom, India, France, Italy 
and the United States. This Com- 
mittee, on September 3, 1918, made an 
agreement with Dutch manufacturers 
as to allotments of cinchona bark and 
quinine sulphate for allied nations. 
This agreement was terminated Sep- 
tember 1, 1919. It is not known 
whether American quinine companies 
have entered into a later agreement 
but the British companies, in a con- 
tract effective September 2, 1919, 
agreed not to sell any quinine sulphate 
at prices less than those fixed by the 
Kina Bureau at Amsterdam. 

The planters of cinchona bark re- 
ceive three fifths of the first 20 florins 
of net prices fixed by the Bureau, and 
one half of the excess. Manufacturers 
receive the remainder. Two of the 
plants represented on the Bureau are 
located in Holland and the other plant, 
which is the largest of its kind, is the 
Bandoeng factory in Java.™ : 


s (J. S. Tariff Commission, Tarif Information 
Survey, FL-2, pp. 28 and 60. 


THE ANNALS OF THE AMERICAN ACADEMY 


8. Quebracho 

The war centralized the world’s 
production of quebracho extract in 
South America. The extract plants 
located in the forests of Argentina 
enjoy a large economy of freight and 
cheaper Jabor. Only a small portion 
of our domestic consumption of extract 
is manufagtured in the United States 
from imported logs. Most of the 
domestic consumption of extracts is 
supplied by imports directly from 
South America 

The supply of logs is not controlled 
by a monopoly. A pool agreement, 
however, exists between the extract 
makers of Argentina and Paraguay for 
fixing both production and prices of 
extract. The bulk of the extract made 
in South America is produced by the 
La Forestal Land, Timber and Railway 
Company, which controls over six 
million acres of timber land, owns and 
operates railroads, barges, tugs, and 
extract plants located in or near the 
forests. It has an authorized capital 
of $15,695,000. The controlling in- 
terest is held by the British. The 
other smaller producers are controlled 
by Argentine capital with the exception 
of one extract plant owned by American 
capital, A study of the wide price 
fluctuations clearly shows the effect of 
pool control. In case, however, the 
pool price is raised to an excessively 
high figure, substitution of quebracho 
extract by other tanning materials 
takes place.® 

4, Nitrogen 

Nitrogen,® in some form, is neces- 
sary for the manufacture of fertilizers, 
explosives, dyes and drugs. Supplies 
of this important substance in chemi- 

8? U.S. Tariff Commission, Tarif Information 
Survey, A-8, p. 64. i 

38 Seapages178and180. Our Nitrogen Problem, 
Dr. Harry A. Curtis, Department of Commerce; 
Discussion of The Nitrate Situation, Mr. C. 
M. Pepper. 
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cally combined form are obtained 
almost entirely from three sources: 


1. From natural depostis of sodium 
nitrate occurring only in Chile. 

2. As a by-product (ammonium sul- 
phate) in making coke and illuminating 
gas from coal. 

8. By the “fixation” of the chen of 
the ar. ° 


The extent and life of the deposits 
of Chilean nitrate are not known 
definitely. Estimates 6f the reserves 


Source of supply ... . 
Chile nitrate (assuming 95 per cent product) 


By-product ammonium sulphate (24.5 per cent am- 


monium assumed) 


Cyanamide (18 per cent N.).. ..2.sesseeeceess 


Arc products (18 per cent N.)... ..... 


Synthetic ammonium.... ....... so sa sesser 


Total nitrogen fixation..... .... 


Grand: COLA e kk. he dha ween eres KEA 


in these deposits vary greatly because 


- of local variations in the thickness and 


( 


`^ richness of the deposits and in com- 
~ pleteness of surveys. An official report 
made in 1918 to the Chilean Govern- 
ment by the Inspector-General of 
Nitrate Deposits concludes with the 
statement: “There is no fear of the 
Chilean nitrate deposits being ex- 
hausted for 200 years.” 

By-product ammonium sulphate con- 
stitutes a fairly large and important 
source of supply, which still offers 
opportunity for increase in the United 
States but not to any extent in Euro- 
pean countries. 

“The production of useful nitrogen 


- ‘compounds from the atmosphere offers 


great possibilities. Nitrogen gas makes 
up four fifths by volume of the air and 
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the nitrogen of the atmosphere over 
every square mile of the earth amounts 
to about 20 milion tons, or over 
thirty times the amount contained in 
the whole of the Chilean nitre and 
by-product ammonium sulphate pro- 
duced per annum. The fixation of 
ammonium nitrogen has become in the 
last fifteen years a large industry, 
especially in Germany during the war. 

The following table shows therelative 
sources of world supply of nitrogen in 
the years 1912 and 1920: 


1920 





Per Cent or TOTAL 
Propuctrive CAPACITY 


PERCENT oF ToTau 
OUTPUT 





- This table shows the large increase 
in the fixation of nitrogen, and the 
decrease in the use of Chile nitrate 
which may be attributed to the fact 
that Importation of this: product by 
Germany is no longer necessary. 

In 1919, the Chilean producers com- 
bined in an organization known as the 
Chilean Nitrate Producers’ Associa- 
_ tion. All producers, with the excep- 
tion of the German firms and the three 
American-owned concerns, joined the 
Association at the time of its organiza- 
tion. The German firms were later 
induced to join through a cash bonus 
which was peid by the other producers 
in the Association. The American- 
owned concerns have not joined the 
Association because of the American 
“anti-trust” laws, but work in accord 
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with the Association. At present the 
Association has control of production, 
sales and prices of at least 95 per cent 
of all sodium nitrate. Sales are made 
through a nitrate committee with 
headquarters in London. The price 
of sodium nitrate is controlled to a 
certain extent by competition from 
other nitrogenous materials, chiefly 
ammonium sulphate which may be 
used to replace sodium nitrate, par- 
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is derived from the sale of nitrate 
lands. 

The annual requirements of the 
United States amount to between 
500,000 and 600,000 tons of sodium 
nitrate or about half of the nitrate 
exported from Chile. The following 
table shows the imports of sodium 
nitrate into the United States from 
Chile and the export tax paid on such 
imports during 1912-1921: 
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ticularly in mixed fertilizer, but for 
purposes of top dressing sodium nitrate 
is preferred. 

In 1921 about 51 per cent of the 
production was controlled by Chilean 
interests; 34 per cent, by British: 5 
per cent, by Jugoslavian; 4 per cent, 
by German, and 2.5 per cent, by 
American interests, which sell at prices 
fixed by the Association. It 1s ap- 
parent that the control of the world’s 
trade in nitrate is effected by a com- 
bination of British and Chilean in- 
terests. 

The Chilean Government levies an 
export tax of 56 cents per 100 pounds 
on all sodium nitrate exported. This 
tax normally produces a revenue of 
$82,000,000 or about one half the total 
revenue of Chile. Additional income 


a ee 8 


Corran Exrort Tax 


Lone Tons (812.50 Lone Ton) 
481,786 $6,022,325 
: 586,814 7,328,925 
554,047 6,925,588 
575,371 7,192,188 
: 1,072,883 18,410,413 
. 1,261,933 15,774,163 
1,847,660 $3,095,750 
i 407,559 ’ 5,094,488 
oe 1,321,892 ` 16,628,650 
: 379,178 4,789,663 
$106,107,108 


It can be seen from the table above 
that during the past ten years the 
United States—and chiefly the farmers 
—-have paid the Chilean Government 
a tax in excess of $106,000,000, or an 
average of $10,000,000 annually. With 
the development of nitrogen fixation in 
Germany, and since nitrogen fixation 
has not developed to any extent in the 
United States, this country now be- 
comes the largest consumer in the 
world of Chilean nitrate. 

Germany developed her nitrogen 
fixation industry during the war when 
the Chilean nitrates were not available, 
so that she is no longer dependent on 
Chilean nitrate. Most, if not all, of 


the production is controlled by the” 


Interessen Gemeinschaft, or the dye 
Kartel. While not directly aided by 


wr’ 
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the German Government, the latter is 
friendly in its attitude towards the 
Kartel. 

Norway because of her large hydro- 
eleztrical developments has the cheap- 
est power in the world, and has 
developed an extensive nitrogen fixa- 
tion industry, without, so far as known, 
any Government aid. It js reported 
thet French capital controls the more 
important ventures. 

Switzerland and France also have 
nitrogen fixation indrfstries of lesser 
Importance. It has been reported 
thet the Badisch Anilin und Soda- 
fabrik sold the rights for the fixation of 
nitrogen in France by the Haber 
ammonia process to French interests. 


INTERNATIONAL COMBINES 


The same motives actuate interna- 
tional as domestic combines. They 
are after profits. They practice re- 
striction of output, price fixing, and 
the division of markets. They also 
have been guilty of unfair methods of 
competition against competitors. The 
Federal Trade Commission says:89 ` 


In addition to international kartels and 
syndicates similar in character to those 
having a purely national scope, there exist 
a number of international organizations 
which connect, through stock interowner- 
ship, many concerns which formerly com- 
peted and which still operate as legally 
ind2pendent companies, although, in point 
of fact, the policies of all are determined by 
one and the same group of men, with the 
result that there is a unity of action inside 
the organization. 


2 International combinations are un- 


regulated except as the different na- 
tional laws may impose some restraint. 
In the American Tobacco Company 
v. United States,” for example, the 
decree 


8 Federal Trade Commission, Coperation in 


{ American Export Trade (1916), Vol. 1, p. 847. 


* Department of Commerce, Trust Laws and 
Unfair Competition (1918), p. 88. 
7 


directed, among other things, that cove- 
nants between the Imperial Tobacco Com- 
pany, the American Tobacco Company, 
and the American Cigar Company, by 
which the former and certain of its directors 
agreed not to engage in the manufacture 
or sale of tobacco in the United States, and 
the two American companies and certain 
of their directors agreed not to engage in 
said business in Great Britain or Ireland, 
and all three agreed not to engage in sald 
business in countries other than Great 
Britain, Ireland, and the United States, 
be rescinded, except such as related wholly 
to business in foreign countries or such as 
were covenants exclusively between for- 
eign corporations and related wholly to 
business in or between foreign countries. 


. 5. Chromate 


There have been many attempts to 
control the chromite supplies of the 
world. The most important of these 
is the Paris syndicate formed in 1912, 
which acquired control of the New 
Caledonian deposits and later of the 
producing mines in Rhodesia. This 
syndicate did for a time control the 
chromite supply, but this control was 
broken by the outbreak of the war. 
While it still controls these important 
deposits, it is unlikely that any future 
monopoly will exist because of the. 
large number of extensive deposits 
that were opened up during the war. 


6. Monazite Sand 


Before 1914 the control of the 
Brazilian monazie sand deposits was 
in the hands of the four largest German 
manufacturers of incandescent gas 
mantles. Through an agreement with 
the Brazilian Government they had a 
monopoly on the deposits of the states 
of Bahia and Espirito Santo. The 
Brazilian Government also levied an 
export tax on monazite sand. In 
1969, large deposits of monazite sand 
were discovered in India. These im- 
mediately came under the control of 
the German firms. But the European 
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war effectually broke up the German 
monopoly. The Indian mines have now 
been taken over by British subjects and 
the world’s supply is now dominated 
jointly by French, Brazilian and British 
interests, with a quasi-supervision by 
the respective governments. 


7. Diamonds 

An interesting case of effective 
monopoly controlling the distribution 
of a product in the international market 
is the diamond monopoly in South 
Africa. Diamonds are obtained from 
India, Brazil and the Belgian Congo, 
but in recent years the Kimberly 
mines of South Africa have supplied 


over 95 per cent of the total diamond ` 


output of the world. By far the 
largest of the diamond mining com- 
panies, and the one virtually control- 
ling the field is the DeBeers Consoli- 
dated Mines, Ltd. This company was 
formed in 1888 and was a consolidation 
of all of the mines in that district. 
Later, this company acquired a con- 
trolling interest in the Premier (Trans- 
vaal) Diamond’ Mining Company, the 
second largest producer. The Anglo- 
American (in which J. P. Morgan 
Company is interested) has taken over 
all the German mines in the Southwest 
Protectorate under the name of the 
Consolidated Diamond Mines of South- 
west Africa, Ltd. Production in the 
Belgian Congo is controlled by the Form- 
iniére (Société Internationale Forestiere 
et Mintère) in which Thomas F. Ryan 
and the Guggenheims are interested. 

The policy of restricted production 
by the big mines has been adopted 
with marked success since the early 
amalgamations. The outbreak of the 
war necessitated the closing down of 
many of the mines so that production 
practically ceased and allowed the 
existing stocks to be cleared. Since 
the early part of 1916 the mines have 
been worked on a limited scale, and 
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with the strong demand for precious 
gems, the producers have been able to 
raise prices considerably and keep the 
market hungry for gems. 

During 1919 a new agreement was 
talked of with a view towards control- 
ling the market still more closely. “The 
result of brolonged negotiations between 
four groups of producers, the Union 
Government of South Africa and rep- 
resentatives from Southwest Africa 
was an agreement embodying the fol- 
lowing points: * 

1. It was decided that the amount of 
diamonds supplied to the world market 
should be on the basis of the actual sales in 
the preceding three months. The propor- 
tions which each of the four producers 
should supply are 


DeBeers..  .... cece cee ee eee 51% 
Premier. .... i Seah tad ce lr at nina 18% 
Jagersfontein..........c cece eee 10% 
Southwest Protectorate........... 21% 


2. A London syndicate was to be formed 
which was to act, not merely as agents for 
the diamond producers, but as a purchaser 
of all diamonds in South Africa. All dia- 
monds are sold cash against delivery in 
South Africa, the syndicate to bear all losses. 

8. In regard to price. The syndicate 
must pay 5 per cent less than the average 
price obtained during the preceding three 
months, and any profit made on the actual 
sale of the diamonds over the above price 
would be divided between the syndicate 
and the producers. This means that every 
three months a basic price is set, and 5 per 
cent above that price would go to the 
syndicate and after that the proceeds 
would be divided equally between the 
producers and the syndicate. 

4, The contract is for five years with 
a proviso that after twelve months any of 
the producers may give twelve months 
notice of his intention of withdrawing from 
the agreement. This arrangement would, it 
was hoped, give stability to the market and 
enable them more closely to regulate thie 
supply and demand and maintain a price. 

Congo diamonds are not handled 
through this “pool.” The cost of 
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mining them is lower and, of course, 
they can be sold cheaper than those of 
the syndicate. The output is as yet 
small, in comparison with that of the 
pool, and the Congo producers are not 
able to: flood the market with cheap 
gems, but it has proved, nevertheless, 
during the last two years a disturbing 
influence in the diamond, market. 
After the fields are developed in the 
Belgian Congo, there can be no doubt 
but that in the future they will prove 
even more embarrassing to the syndi- 
cate. Negotiations are in progress and 
it is not unlikely that in due course of 


. time the output of the Congo mines will 


come under the control of the syndicate. 


The Anglo-American Corporation’ 


(largely American capital) controls the 
main production of the Southwest 
African Protectorate which is allotted 
21 per cent of the stones sold; also the 
stones from British Guiana and from 
Brazil with perhaps the exception of 
one insignificant company. 

It is of interest to note that diamonds 
were discovered in the United States 
near Murfreesboro, Arkansas, in 1906. 
The largest stone found here so far 
weighed 20.25 carats. The production 
to date has been about 6,000 stones. 


L In 1922, mechanical methods of work- 


ing were installed and vigorous de- 
velopment of the mines undertaken. 


8. Sulphur 


The difficulties that beset the sulphur 
industry of Sicily after the World War 
reached a crisis in 1922. These were 
due largely to competition from Ameri- 
can sulphur, which, equal to or superior 
in quality to Sicilian sulphur and pro- 
duced more cheaply, undersold the 
Sicilian product and won the latter’s 
markets. As a result, Sicilian opera- 
tors found it impossible to dispose of 
their output and by the spring of 1922 
a large surplus stock existed in Sicily. 

Appeals for assistance were made by 
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Sicilian producers to the Italian Gov- 
ernment without success. In order to 
reduce production costs, wage reduc- 
tions were proposed to the miners, who 
refused them and threatened occupation 
of the mines and acts of sabotage. This 
all resulted in many mines being closed. 

The Italian Government then at- 
tempted to ameliorate the situation 
and proposed (1) stabilizing and sys- 
tematizing the financial aspect of the 
crisis; (2) liquidating the large surplus 
stock on hand; (3) effecting a rational 
and scientific organization of produc- 
tion and disposal; and (4) seeking an 
accord with American producers. 

On March 14, 1928, the proposed 
accord with American sulphur interests 
became a fact. On that date an agree- 
ment was signed at Rome by American 
and Italian producers. The essential 
points of the agreements are the fixing 
of the prices and the assignments of 
various districts to each of the com 
tracting parties. 

A summary of the more important 
stipulations follows: 


1. Prices will be fixed from time to 
time in accordance with special conditions 
existing in the different countries, 30 as to 
gradually reach the pre-war level in so far 
as that is possible. 

2. There will be an increase on an 
average of one dollar per ton on the figures 
temporarily fixed with the American pro- 
ducers in October, 1922. 

3. The American market will be re- 
served to the American producers, and the 
Italian market to the Italians. The re- 
mainder of the world market shall be 
divided between America and Sicily accord- 
ing to a fixed proportion, with the proviso 
that Sicilian producers shall have the right 
to sell up to 65,000 tons for the manufacture 
of sulphuric acid in any country. 

4. The exportation of sulphur shall be 
regulated as far as practicable to the ad- 
vantage of each of the contracting parties, 
with special regard to the geographical 
position of producer and consumer. 


£ 


84 


5. The exportation of worked sulphur 
shall remain entirely free for any destination. 
6. The agreement is to remain in force 
until September 30, 1926, and may be ex- 
tended. Both parties have the right to 
cancel the agreement before the date pre- 
” scribed by giving not less than six months’ 
notice of such intention to the other party. 
7. The organization of a central control 
office in London composed of representa- 
tives of both parties shall be provided for. 
8. Any dispute that may arise shall be 
submitted to arbitration before a committee 
which shall sit in London and which shall 
be composed of a representative of each of 
the contracting parties and a third member 
selected by the two representatives or be- 
fore the Chamber of Commerce of Rome. 


Under the new agreements the 
Sicilian Sulphur Consorzio, as before, 
has the sole right of handling sulphur 
on behalf of the mine owners, and 
of negotiating directly with prospective 
consumers in all countries that have 
been. allotted to it. 

By a decree of the Italian Ministry 
of Industry, Commerce and Labor, 
published August, 1920, maximum 
selling prices on different grades of 
crude and refined Sicilian sulphur are 
established, to take effect retroactively 
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from May 1, 1920. To each of the 
prices there is added a charge of 6 
centimes per 100 kilos, or 6.5 lira per 
metric ton, as a contribution toward 
the support of the Sicilian sulphur 
consortium, of which all producers are 
obliged to be members. l 

It hab been reported that Spain was 
considering levying a duty upon im- 
ports of sulphur in order to bolster its 
decadent pyrites industry. It is diff- 
cult to see how this measure would be 
of much assistance, as there is prac- 
tically no chemical industry in Spain and 
the pyrites industry of that country 
is dependent upon the export business. 

A scarcity of pyrites in the United 
States during and after the war has 
resulted in an almost country-wide use 
of sulphur, instead of pyrites, in the 
manufacture of sulphuric acid. -The 
old and expensive pyrites burners have 
been discarded for less expensive and 
more efficient sulphur burners. Be- 
cause of the many advantages which 
sulphur possesses over pyrites at a 
comparable price, it is unlikely that 
pyrites can again establish itself as an 
important raw material for sulphuric 
acid making in the United States. 


IMPORTS AND Exports ror THE Untrap STATES of SULPHUR OR BRiwstonn, CRUDE 





IMPORTS FOR CONSUMPTION Exports 
Long Tons Value Long Tons Value 
Fiscal year 
IBI eg. aes Sees a eigndeeess 31,283 $537,778 45,595 $864,808 
1911 23,380 409,990 17,269 $26,735 ~ 
DOUG icc. Gomera, tenes dan 25,545 458,754 41,269 784,849 
IOIS ic eke. AGiachevivenied coh 19,257 374,024 78,861 1,858,310 
DOA ci A 20,236 346,876 110,022 2,018,724 
IDI. eh ahieeb eens; i Eni 26,302 442,975 48,381 885,756 
TONG SEO NPE E E se 22,539 372,599 68,460 1,814,290 
TOME Setar ° She aed 11,819 205,980 177,548 3,595,512 
IIl Bresto oh ia 282 8,677 140,525 8,842,904 
Calendar year i 
IDIEN ei oekin Geeauseae wteeae 55 ’ 1,682 131,992 8,826,838 
ETE E iho oe bate SE 79 1,997 224,712 6,325,552 
ISO eels SrA A 46 1,722 477,450 8,994,350 
19S EE T E EEE E EE 4 226 285,762 4,524,768 
W088 ok cores Mia ace eh E EEA 180 4,259 485,706 7,085,964 
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Domestic PRODUCTION oF CRUDE 
SULPHUR IN UNITED STATES 


Year Long Tons 

VOU AEE 18% 1,184,412 

TONG E E A 1,353,525 

T99 e unie serai 1,190,575 

1080) aae eana 1,255,249 

1981 E E 1,879,150 
9. Steel 8 


The most important combinations 
of producers from both the economic 
and political points of wiew are those 
controlling the production and dis- 
tribution of coal, iron ore, steel and 
petroleum. In these cases, as in many 
others, control is usually exercised 
either by or in conjunction with large 
banking and financial houses. 

The significance of the steel industry, 
especially in international relations, is 
sometimes overlooked. Dr. C. K. 
Leith has discussed the world iron and 
steel situation in its bearing on the 
French occupation of the Ruhr.” In 
conclusion, he says: 


Out of the unprecedented growth of an 
industry based on natural resources comes 
the præ” t situation in the Ruhr. It may 
be vieweu in the light of the following con- 
siderations: (1) The iron and steel industry 
is the largest single factor in modern in- 
dustrial development. (2) Nature has 
decreed concentration of this industry in 
three geographic units—the United States, 
England and Franco-Germany, which are 
the only ones with influence largely tran- 
gcending national boundaries. (8) There 
are no others which promise to rival them 
for a considerable time to come. (4) The 
growth of thes: units of power has been 
more or less independent of politics, and 
probably in the future they will not be 
materially curted by political considera- 
tions. (5) They will carry into political 
supremacy the nations possessing them. 
(6) Because of the competition of these 
three units for markets and raw materials 
international difficulties have arisen, and 
will continue to arise in the future. (7) 


% Foreign Affairs, June 15, 1923, pp. 150-151. 
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Further international difficulties will be 
brought about by political pressure of other 
countries which may refuse readily to meet 
these demands, 

Among the several contributory factors 
to the present Ruhr situation one begins to 
appear as the probable dominant factor 
of the future—the struggle for the control 
of the iron and steel industry of Western 
Europe. The recent growth of this indus- 
try has created an industrial problem for 
which there is no historical precedent. 
The industry cannot be divided geographi- 
cally into self-sustaining and effective 
units; its physical unity favors unit political 
control. Partnership control, under the 
circumstances, has become difficult, if not 
impossible; it would be a condition of 
highly unstable equilibrium. Unit political 
control confers supremacy in Europe both 
in war and peace, suggesting that the fight 
for such control will ultimately be one to 
a finish, even though it may be temporarily 
suspended. ‘The failure of France to secure 
immediate reparation is a small matter 
compared with the ultimate issues at stake. 


10. Ou 


Although there are a number of 
important oil companies operating in 
international trade, the two leading 
companies are the Standard Oil Com- 
pany and the Royal Dutch-Shell 
Company. The former is known to 
American readers. The latter is a 
holding company controlling the Royal 
Dutch Company and the Shell Trans- 
portation and Trading Company. The 
Federal Trade Commission has this to 
say concerning the Royal Dutch-Shell 
group: % 

At the present time the Royal Dutch- 
Shell group, in eddition to its possessions in 
the Dutch East Indies, owns exclusive or 
important petroleum properties in Sarawak 
(British Borneo), Rumania, Egypt, Vene- 
zuela, Trinidad, Mexico and the United 
States; and it controls 6 refineries in the 
United States with a daily capacity of 


n Report of the Federal Trade Commission on 
Foreign Ownership in the Petroleum Industry, 
Feb. 12, 1928. Summary, XILXIN. 
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65,000 barrels, 4 in Mexico with a daily 
capacity of 155,000 barrels, 1 in Venezuela, 
1 in Trinidad, 1 in Curacao, 1 in Suez, and 
others in Europe and the Orient, together 
with compression plants, storage facilities, 
and other equipment in different parts of 
the world. It has 752 miles of trunk pipe 
lines in the United States and about 240 
miles of pipe line in Mexico. It also owns 
or controls about 1,144,000 tons of tankers, 
barges and tugboats. 


INTERNATIONAL REGULATION 
NECESSARY 


Commerce and finance between na- 
tions should be subject to regulation 
as is domestic commerce and finance. 
The national remedy, however, is 
lisually ineffective. The United States 
can declare illegal under certain condi- 
tions a combination, conspiracy, trust, 
agreement, or contract by persons en- 
gaged in the import trade, but when the 
product controlled is an essential like 
rubber or nitrates produced wholly 
outside the United States, the law is 
of little or no value. A desire to be 
free from the control of international 
combinations often leads single coun- 
tries into not only inadequate meas- 
ures, but into violent attempts to 
change the situation, 6.g., to create new 
sources of supply. 

The problem is international and re- 
quires an international remedy. Re- 
lations between nations will not be ad- 
justed adequately until the large eco- 
nomic issues are faced and an adequate 
remedy devised. ‘The political side of 
international competition has been un- 
duly emphasized. In the case of 
financial control of raw materials by 
producers, principles of international 
law should be agreed upon limiting the 
operations of large combinations both 
in their relation to consumers and to 
their competitors. The consumers of 
an essential raw material in one country 
should be protected from price gouging 
and inferior quality of product prac- 


ticed by a combination in another 
country, International trade should 
also be free from all the varied forms of 
unfair methods of competition which 
are now Offenses against public law in 
all advanced industrial countries. 


Tum PUBLIC INTEREST IN NECESSARY 
Raw MATERIALS 


These international combinations of 
wealth often present something more 
than a mere problem of the regulation 
of business practices. When large or- 
ganizations of producers control raw 
materials or essential manufactures 
vitally necessary to a nation’s security, 
they are certain to and should be con- 
sidered as having a political significance. 
They are not private concerns, but 
should be subject to public regulation. 
In the modern world, iron, coal and 
steel are factors in any program of 
national defense. Petroleum is of 
national and international importance. 
In such and similar cases a policy of 
laissez faire is fatal. 

A further reason for regulation in 
the interests of world peace is the fact 
that large corporations are at times 
used by nations to further imperialistic 
aims. Governments may choose to 
operate not directly but through 
nominally private concerns. The 
methods of “economic penetration” 
are familiar in the modern economic 
world. In many cases it is impossible 
to separate the commercial interest 
from the government interest in the 
exploitation of raw materials in eco- 
nomically undeveloped countries. It 
may be said of tropical Africa, in gen- 
eral, that it has been exploited by great 
trading companies which have been 
given by their respective governments 
power which is practically sovereign 
within the limits of their concession. 
This is still true of the great companies 
in Mozambique, in Rhodesia (South 
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African Company), and in Nigeria. 
A classical example of the operation of 
trading companies which were used by 
the sovereign ‘to evade international 
open door agreements, are the trad- 
ing companies which, under Leopold 
of Belgium, exploited the resoprces of 
the Congo.” No one would seriously 
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protest against the statement that the 
company which built the Bagdad rail- 
road and was controlled by German 
capital had a political significance 
in Germany’s plan of imperialistic ex- 
pansion,“ nor would the political sig- 
nificance of the South Manchurian 
Railway Company be dented. 


CHAPTER IX 


FINANCIAL CONTROL OF RAW MATERIALS BY BUYERS AND 
THE DEVELOPMENT OF NEW SOURCES OF SUPPLY 


One check on combinations of pro- 
ducers has been combinations of con- 
sumers and buyers. 


COOPERATION BY CONSUMERS 


Codperative buying has” been 
highly successful in the case of the co- 
operative wholesale societies of Great 
Britain. The Scottish Codperative 
Wholesale Society, Ltd., for example, 
not only engages in domestic buying 
and manufacturing activities, but it 
has a large wheat-buying depot at 
Winnipeg, Canada. 
Wholesale Society, Ltd., is still more 
extensive in its activities. It controls 
manufacturing, warehousing and bank- 
ing agencies, and purchasing depots. 
It maintains foreign and colonial buying 
agencies. It operates, with the Scot- 
tish society, ten estates in Ceylon and 
India and raises its own coconuts in 
Africa.% In Poland, a great codpera- 

®U. S Tariff Commission, Colonial Tariff 
Report, p. 95. 

4 See page 184. The Importance of the Near 
Eastin Problems of Raw Materials and Foodstuffs, 
Dr. Edward M. Earle See also Dr Edward M. 
Earle, Turkey, The Great Powers and the Bagdad 
Railway. 

* Ses page 257. Factors Limiting the Expan- 
sion of the Human Race. Dr. Robert J. McFall, 
Massachusetts Agricultural College. 

* Federal Trade Commission, Report on Co- 
operation in Americen Export Trade, Part I, p. 
356. 


The Couperative — 


tive organization has received aid from 
the Government.” 

Orghinized buying representing large 
consuming interests has also been done 
by governments. A number of Euro- 
pean governments maintain fiscal mo- 
nopolies of such products as tobacco, 
matches and salt. In these cases, the 
purchases of the government are made 
as a unit and tae effect is the same as 
that resulting from large combinations 
of private buyers. 


CoéPERATION BY BOYERS 


The buying interest represented by 
the codperative societies is the buying 
interest of the ultimate consumer. 
Consuming ind:stries have also or- 
ganized on certain occasions for the 
purpose of buying their raw materials. 
In these cases the consumer consists 


The following ês from Commerce Reports 
(U. S), March 18, 1922: In 1919 and again in 
1920 the Polish Government guaranteed the 
foreign purchases of the Agricultural Syndicate 
of Warsaw up to an amount not to exceed £2,- 
000,000. This syndicate is made up of 21 agri- 
cultural groups in the territory of former Russian 
Poland, and in addition there is a Farmers’ 
Central, so called, combining 70'farmers’ or- 
ganizations, smaller than the groups just men- 
tioned. These and other smaller organizations 
are allied with the Azricultural Syndicate, and 
the aim of all these agricultural societies is to 
supply their members with everything necessary 
to assist production. 
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of organized business interests, whose 
object is to purchase raw materials or 
semi-finished products for the purpose 
of further manufacture. The German 
Metal Buying Combine is an excellent 
example of this practice.® 

This combine obtained control of 
Australian concentrates and eliminated 
practically all competition both in the 
purchase of the raw materials and in 
the distribution of the ore among the 
various European smelters. 

At the time of the outbreak of the 
war, German interests lost control of 
the situation in Australia, and steps 
were taken to shift the buying control 
into British hands. A British yeport 
published in 1918, says:*° 


In the case of spelter, we are informed 
that negotiations between the British and 
Australian Governments have resulted in 
an agreement whereby the former under- 
takes to purchase for a period of 10 years 
the output of zine produced in Australia 
from Australian ores, up to a maximum of 
45,000 tons per annum; and also a minimum 
of 100,000 tons per annum of Australian 


* Federal Trade Commission, Cooperation in 
American Export Trads, Vol. 1, p. 365. See also 
the Alien Property Custodian’s Report (1919), 
p. 65, from which the following is taken. At 
the outbreak of the European war the zinc 
industry of the whole world, save only the 
United States (as to which comment will be made 
separately), was completely in the control of the 
German metal triumvirate—the Medcllgesell- 
schaft, Aron Hirsch & Sohn, and Beer, Sond- 
heimer & Company. The control of the pur- 
chase of ores, principally Australian ores, was 
exercised by means of joint accounts among the 
three German firms, while the control of the 
smelters and the sinc spelter which they pro- 
duced was exercised in Germany by the German 
Zinc Syndicate, and in the other European coun- 
tries by an International Zinc Syndicate. But 
Metallgesellschaft—and its English offshoot 
Henry R. Merton & Company (Ltd.)—Aron 
Hirsch & Sohn, and Beer, Sondheimer & Com- 
pany were in absolute control of all of these 
syndicates. 

Interim Report on Certain Essential In- 
dustries, Cd. 9082, p. 3. 


coucentrates, with an option of taking a 
further 50,000 tons per annum. For the 
purpose of developing spelter production in 
Australia, His Majesty’s Government has 
undertaken to make certain advances to 
the Australian Government, repayable 
within a prescribed period. Provision is 
being made for the treatment in the United 
Kingdom by British-controlled companies 
of the coneentrates so purchased, by the 
erection of two large zinc-smelting works— 
adjoining Government explosive works— 
each for the treatment of a minimum 
quantity of concentrates, in the one case 
entirely Australian and in the other 
Burmese and Australian, His Majesty's 
Government making advances to meet the 
cost of erection of the works at a minimum 
rate of interest and repayable within a 
limited term of years. It will be necessary 
to provide for the right of His Majesty’s 
Government to take over the works should 
necessity arise, and for British mine owners 
to be given reasonable opportunity to dis- 
pose to the companies of such ores as they 
can produce. 


With reference to copper, the Alien 
Property Custodian’s Report referred 
to above, says:100 


Outside of the United States and espe- 

cially in Australia the Germans did largely 
control the copper output. The Metall- 
gesellschaft through its Australian Metal 
Company at one time exercised a decided 
influence in the copper production of 
Australia. Aron Hirsch & Sohn, however, 
later became the most important copper 
interest in Australia. This firm had 
control, through refining and purchasing 
contracts, of the copper production of the 
three largest copper producers in Australia, 
to wit, Mount Morgan Gold Mining 
Company (Ltd.), the Wallaroo Moonta 
Mining & Smelting Company, and the 
Mount Lyell Minmg Company, having a 
combined total output of about 15,000 tons 
as against 45,000 tons which was Aus- .’ 
tralia’s total annual output of copper. 

But though Germany has never con- 


109 Alien Property Custodian’s Report (1919), 
p. 88. 
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trolled the cutput of the world’s copper, 
she has exercised a powerful influence over 
the price of the metal. This was due to 
two causes: (1) Because Germany was a 
large consumer; (2) on account of the 

activities of the German metal triumvirate. 


GERMAN NATIONALS COÖPRRATE 
IN PURCHASING 


It was inevitable that coöperative 
buying would develop in Germany. 
Germany is poor in practically all the 
raw materials essential fòr the develop- 
ment of great industries. In addition, 
the scientifie knowledge and business 
ability of her citizens developed new 
processes and new methods of utilizing 
raw materials, which represented dis- 
tinct advances in industry. As she 
expanded industrially, she became 
more and more dependent upon sources 
of raw material outside her borders. 
If the competition for raw materials 
was to continue, her only hope of 
industrial success was to control sources 
of new raw materials in foreign coun- 
tries. There was constantly present 
in the minds of her industrial leaders 


and statesmen the fear of being: 


excluded from sources of raw materials 
abroad over which other countries 
held political control. Germany’s con- 
trol extended not only to metals but 
also to other products. A little over 
50 per cent of the hides and skins from 
India were shipped to Germany for 
tanning and Germany also developed 
the utilizaticn of, and controlled the 
trade in, thə palm kernels of West 
Africa. These controls were developed 
through exceptional shipping facilities 
and financial control of the respective 
trades, 


BRITISH NATIONALS CONTROL 
GUTTA PERCHA 


German nationals, however, were 
not by any means alone in these busi- 
ness practices. British nationals, al- 


ways interested because of their far- 
flung empire in communications," 
developed a control of gutta percha, 
which is the only raw material which 
withstands successfully the destructive 
influence of te waters of the ocean and 
is, therefore, an essential raw material 
for making deep-sea cables. Hence it 
is an essentia: material in the extension 
and control cf international communi- 
cations. 

Gutta percha is a jungle product very 
similar to rubber. The trees are found 
in a limited and relatively small area 
including the Malay Peninsula, the 
Philippines, the Rhio Archipelago, 
Banka, Borneo, Sumatra, New Guinea 
and other small islands of the Dutch 
Archipelago. 

The supply of gutta percha is limited 
to a relatively small area and the 
quantity within that area is not large. 
Besides, the wasteful methods used by 
the natives in gathering the product 
have greatly reduced the original 
amounts. It is plainly apparent that 
the total supply is decreasing. ‘There 
are now no gutta percha producing 
trees near any of the villages, streams 
and rivers throughout the region, and 
the natives collecting the product must 
travel for mary miles in the junge be- 
fore reaching the producing districts. 
Just how much gutta is left in the un- 
explored and remote parts of the islands 
is unknown. 

The type of native that gathers 
gutta percha never works on the plan- 
tations. They may be drawn away 
from the collection of gutta percha, 
damir, copal, deer skins, rattan, or 
other jungle products, but they are 
jungle people and would not thrive 
on the estates. Another factor in 
limiting the supply of gutta percha has 


101 Ses pages 24E and 253. The Effect of Cable 
and Radio Control on News and Commerce, 
Admiral W. L. Rodgers, U. S. Navy; Atr as a 
Raw Material, Mr. Walter S. Rogers. 
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been the clearing up of vast areas of 
land for the planting of rubber, coffee 
and tea, which has materially reduced 
available sources of supply. 

The principal demand for gutta 
percha is for the insulation of sub- 
marine cables. In the past this de- 
mand has been very spasmodic, there 
being times when very little construc- 
tion or repair work is under way and 
the demand abroad drops to practically 
nothing. At these times the prices go 
to a point where the holding of stocks 
for the inevitable rise is attractive to 
speculators. 

Considerable extension of the sub- 
marine cable net means the propor- 
tionally greater use of gutta percha. 
At the present time the length of all 
submarine cables is 439,047 kilometers 
or 236,840 miles. For one mile of 
cable about 68.5 pounds of gutta percha 
of the finest quality are required. A 
15- to 20-year-old tree when filled will 
yield less than a pound of gutta. Thus 
for insulating the 236,840 miles of 
cable it would be necessary, at a 
moderate estimate, to fell at least 
twenty-seven million. gutta percha 
trees. When it is known that the 
average life of submarine cable is only 
about forty years, the potential de- 
mand merely for replacing the existing 
cables can easily be shown to cali for 
the product of some 675,000 trees 
annually. 

Gutta percha is obtained by tapping 
the trees in the same manner that 
rubber is produced. But this method 
is too troublesome and slow for the 
natives who generally cut the tree 
down, remove narrow strips of the 
bark and collect the milky juice that 
flows into the wound. This process 
does not actually destroy the life of 
the tree as new shoots will in time grow 
out from the stump. It does, however, 
effectually cut off the future supply for 
many years.. Gutta percha trees grow, 


as a rule, at wide intervals in the 
virgin forests and generally, because 
the natives collected from and de- 
stroyed the trees nearer at hand, are 
at great distance from the villagés. 


The forest lands are not under private - 


ownership so that the native collectors, 
since they are not under supervision 
and because the yield by the tapping 
process is so small, take the method 
that is the least troublesome and 
which also giyes the greatest yield, 
that of felling the tree. 

The latex is always collected by the 
natives, brought down by them from 
the jungle to the various villages and 
there bartered to the Chinese for rice, 
tapioca, salt and other goods. When 
the gutta percha has been collected, it 
is put into a pot of boiling hot water 
that it may be kneaded and pressed 
into shape. The crude commercial 
material is purified by grinding in hot 
water, in order that chips, bark and 
sand may be removed. The plastic 
mass is then rolied into thin sheets or 
formed into threads which are rolled 
into balls and pressed. 

The part played by the Chinese in 
the production of gutta percha is of 
great importance. They take the long 
risks in building up the trade, in es- 
tablishing small steamer connections 
and in sending out great fleets of junks 
to all the little native ports where some 
of their number are keeping the shops 
to which much of the produce originally 
comes. These Chinese are industrious 
money makers and understand such 
business as comes within their vision 
better than most races. 

The collection of gutta percha is 
carried on with considerable risk both 
from the financial and human side. 
The buyers traveling from one island 
to another trade with the natives for 
their gutta, giving them rice and other 
commodities in return, and often 
financing the smaller dealers for large 
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sums during the months before the 
product of the forest begins to come in. 
Unless the buyer is assured of a fixed 
price, his profit may be entirely wiped 
out by the turns of the market months 
after, since it sometimes requires from 
four to six months for the natives to go 
and return with the product. The 
fact that the demand for the product 
has been spasmodic in the past has 
been one of the causes of low pro- 
duction. 

The whole foundatiof of the gutta 
percha industry is entirely in the hands 
of these Chinese traders. The system 
starts with the smallest of dealers 
scattered throughout the territory in 
which gutta is found. These men 
penetrate the jungle. The “diaks”’ 
or ‘‘diak Malaya mixtures” who collect 
the gutta are regular jungle dwellers, 
often being head hunters. They never 
go to the coast, but deliver their prod- 
uct to Malays or Chinese traders along 
the rivers. Their existence is a pre- 
carious one naturally. These men 
bring the gutta percha to the small 
seaports where they trade with other 
dealers who travel in junks from port 
to port, working independently and 
often in keen competition among 
' themselves. They in turn pass the 
product along to the secondary markets 
from which it goes in a more or less 
direct route to Singapore. Often the 
product passes through as many as 
six dealers before reaching the big 
agents at Singapore. 

Singapore is the international center 
for trade in gutta percha. It is geo- 
graphically situated at a point most 
convenient to all regions of production 
of this and the other minor or native 
products of the East Indies and has 
direct communication with the markets 
of the world. Besides, the Chinese 
- merchants of Singapore, who are the 
real dealers in gutta, because they have 
had longer contact with the outside 


world through the British commercial 
organizations. know more about foreign 
requirements than the Chinese of the 
Dutch cities of the region do. The 
Singapore merchants have facilities 
for reworking the gutta, mixing the 
poorer grades with the good and thus 
are able to get a better price for all. 
This fact is very important and tends 
to force the small dealers to trade there 
in as much as it comes to them in very 
irregular quantities. The preparing 
of the many grades for shipment is 
another point in which the Singapore 
dealers excel. Then, too, and perhaps 
most importart of all, it is in Singepore 
that the big buyers are located. The 
market is very spasmodic and some- 
times months pass without any demand, 
and local dealers must carry their 
stocks. The irregularity of the Euro- 
pean demand necessarily involves a 
considerable element of speculation. 

The gutta percha market at Singa- 
pore is controlled by England which 
means control of international trade in 
this product. The control has more 
than a commercial significance or a 
commercial motive. The maintenance 
of deep-sea cables is regarded by the 
British as vital to empire unity and 
coöperation, and gutta percha is es- 
sential in the production and repair of 
these cables. 

Statistics show that only 24 per cent 
of the total weight of gutta percha 
produced comes from British owned 
or controlled territory. The bulk of 
it is produced in the Dutch East Indies 
and a small quantity in the Philippines 
and Siamese States. And yet England 
controls this key product commercially. 

The British merchants have taken 
advantage of their superior position 
at Singapore and have built up a trad- 
ing system secor.d to none in the Orient. 
While the part played by the Chinese 
must not be overlooked, it is the 
British merchants who have guided 


~ 
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the Chinese through their control of 
exports and imports and who have 
built up an organization that holds 
sway over the many key products 
grown or produced in the Dutch East 
Indies, as well as in the British posses- 
sions. 

The big British houses doing most 
of the export business of Singapore 
have obtained ‘their dominating posi- 
tion through utilization of the Chi- 
nese collection system. These British 
houses have very close connections 
with the Chinese, but their real 
strength is based on the British mo- 
nopoly of the demand channels of dis- 
tribution to the world. This position 
as distributor of the products of the 
East Indies is combined with the 
stronghold that they have as importers. 
The Chinese merchants, while very 
wealthy, often carry a large part of 
their business on credit and it is 
through this that they are controlled. 
They seldom confine their operations 
to one thing and their speculative 
tendencies often place them in a posi- 
tion where they may need the assist- 
ance of the British houses in any 
emergency. 

Aside from these fundamental fac- 
tors, there are two others which pertain 
to the gutta industry alone and which 
are of great importance in the mainte- 
nance of British control of the gutta 
percha situation. They have in the first 
place a market for gutta. The British 
manufacturers of submarine cable are 
pretty well organized and have given 
much consideration to the future sup- 
ply of gutta percha. Also it is im- 
portant to know that within a short 
time there will be considerable repair- 
ing and replacement of such cables as 
are relatively old, as well as laying of 
new ones. 

They have in the second place a buy- 
ing organization. The British com- 
mercial machine has been in control so 


long that the big Chinese merchants 
in Singapore are dependent on it, as 
well as the dealers throughout the 
islands, inasmuch as the product in its 
primitive state must come to Singa- 
pore for refining and grading. 

Guttg percha is a product that has 
one big use, namely that of an insulator 
in the mayufacture of submarine cable. 


In this field there are relatively few 


competitors. The most important pur- 
chaser of gutta is the Telegraph Con- 
struction & intenance Company, 
Ltd., of London, who purchase gutta 
percha through their Singapore agents, 
Paterson, Simons & Company, Ltd. 
Messrs. Siemans & Company, also of 
London, are large purchasers, who buy 
through their special representatives 
in Singapore. Other purchasers are 
the Norddeutsche Seekabelwerke at 
Nordenham, Germany, who have used 
as agents Messrs. Hattenbach & Com- 
pany, Messrs. Jaeger & Company and 
Brinkman & Company (Nordenham 
has recently received an order for 
2,700 miles of cable from the Dutch 
who are to supply the raw material); 
F. H. Henderson of New York repre- 
sented by Henderson, Kuhleman & 
Company of Singapore; Brinkman & 
Sons who .were the former agents of 
the German concern and are the pos- 
sible future agents of a Japanese firm 
who are about to enter the field. 


JAPAN'S Potictes TOWARD THE 
RESOURCES OF ASIA 


Japan’s position °? with reference to 
raw materials is not unlike that of 
Germany. She must depend on out- 
side sources for most of the essential 
raw materials which form the basis of 


1@ MacMurray, John Van Antwerp: Treattes 
and Agreemsnis with and concerning China, Vol. I, 


Manchu Period (1894-1911); Vol. IL, Republican . 


Period (1912-1919). Bau, Mingchien Joshua: 
The Foreign Relations of China; Willoughby, 
Westel W.: Foreign Rights and Interests in China. 
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her growing industrial life. The buy- 
ing interest, therefore, is strong and 
influences are constantly being brought 
to bear in favor of controlling sources 
of essential raw materials beyond the 
political boundaries of Japan. This 
sort of control in most cases, has a 
political aspect. In the case of Ger- 
many, the desire to control raw ma- 
terials was inseparable from the desire 
of Germany to extend her political in- 
fluence throughout the „world. The 
political motive is also a factor in the 
British desire to control the gutta 
percha supply. In the case of Japan, 


cher efforts to control the sources of 


‘ essential raw materials on the conti- 


nent of Asia are distinctly political. 

No effort will be made to discuss 
Japan’s policy toward the resources 
of the Asiatic mainland. In general, 
her growing industries and her Govern- 
ment have sought to supplement their 
poverty of many raw materials by con- 
trol of resources in China and impor- 
tant political as well as economic re- 
sults have followed. One example— 
the Hangyehping Iron Works—is suf- 
ficient to make the point clear. 

The political strength of Japan de- 
pends, if national rivalry is to con- 


“tinue, upon the development of an 


r 


iron and steel industry. But Japan 
has a relatively limited supply of iron 
and of coking coal within her territorial 
limits. The Japanese commercially 
valuable iron ore reserves amount to no 
more than the average annual produc- 
tion of iron ore in the United States. 
Hence, the Japanese steel industry is 
dependent largely on importations of 
not only coking coal but of iron ore and 
pig iron. A large percentage of its 
supply comes down the Yangtze River 
from Hankow. 


Says Professor Willoughby :1° 


13 Willoughby, W. W.: Foreign Rights and 
Interests in China, p. 414. 
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It is known that one of the chief reasons 
why Japan has been especially anxiovs to 
obtain influence in China is in order that 
it may have access to and control of the 
natural resources of China, and especially 
of her coal and iron—resources which Japan 
has in very insufficient quantities within 
her own borders, and for which, with her. 
developing industrialization, she has a 
constantly increasing need. In Manchuria 
she has obtained control of important 
mines, especially of the Fushun mines, near 
Mukden, and in Shantung she also has 
obtained control of most important mining 
rights at Fangtze and Hungshan and other 
places. 

The Hangyehping Iron & Steel Com- 
pany is located at Hanyang near 
Hankow. Its principal ore deposits 
are at Tayeh some distance to the 
southeast. Its coal deposits are at 
Pinghsiang. The Company borrowed 
large sums from Japanese capitalists. 
The Japanese Government’s interest 
in this iron and steel company appeared 
dramatically in the Twenty-One De- 
mands of 1915. Japan made the fol- 
lowing demands: 


Article 1. The two Contracting Parties 
mutually agree that when the opportune 
moment arrives the Hangyehping Company 
shall be made a joint concern of the two 
nations and they further agree that without 
the previous consent of Japan, China shall 
not by her own act dispose of the rights and 
property of whatsoever nature of the said 
Company nor cause the said Company to 
dispose freely of the same. 

Article 2. The Chinese Government 
agrees that all mines in the neighborhood 
of those owned by the Hangyehping Com- 
pany shall not be permitted, without the 
consent of the said Company, to be worked 
by other persons outside of the said 
Company; and further agrees that if it is 
desired to carry ovt any undertaking which, 
it is apprehended, may directly or in- 
directly affect tke interests of the said 
Company, the consent of the said Company 
shall first be obtained.i™ 

14 Willoughby, W. W.: Foreign Rights and 
Interests in China, pp 415-17. 


94 
In the final revision of Group II 


the provision reads: 


The relations between Japan and the 
Hangyehping Company being very intimate, 
if the interested party of the said Company 
comes to an agreement with the Japanese 
capitalists for coJperation, the Chinese 
Government shall forthwith give its consent 
thereto» The Chinese Government further 
agrees that, without the consent of the 
Japanese capitalists, China will not convert 
the Company into a state enterprise, nor 
confiscate it, nor cause it to borrow and use 
foreign capital other than Japanese. 


China was also forced to make the 
following engagement in an exchange 
of notes: 

If in future the Hangyehping Company 
and the Japanese capitalists agree upon 
coöperation, the Chinese Government, in 
view of the intimate relations subsisting 
between the Japanese capitalists and the 
said Company, will forthwith give its 
permission. The Chinese Government fur- 
ther agrees not to confiscate the said 
Company, nor without the consent of the 
Japanese capitalists to convert it into a 
state enterprise, nor cause it to borrow and 
use foreign capital other than Japanese. 


In this case of the Hangyehping Iron 
& Steel Company, then, are merged 
the buyer’s desire to control a source 
of an essential raw material and the 
policy of economic penetration sup- 
ported by a government for political 
purposes. A more striking case of 
economic imperialism would be hard 
to find. The significance of the case 
is that Japan believes that, under the 
present haphazard organization of 
international economic relations and 
under an international political system 
which makes an iron and steel industry 
essential to the maintenance of her 
place as a first-class power, she must 
make up for her poverty in resources 
at home by controlling resources 
abroad. It also seems to show a 
disbelief in the permanent reality of 
the open door in China as a guaranty 
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of continued free access to the raw 
materials and half finished products 
of that country. 


DEvELOPING New Sources or 
SUPPLY 


The ,buyers’ or consumers’ interest 
under modern competitive conditions 
expresses, itself not only in an effort to 
control sources of supply, but also in 
an effort to develop new sources of 
supply. The, development of new 
sources of supply of a material has on 
a number of occasions been the answer 
given to restrictions or high prices 
imposed by producers’ combinations. 
One of the proposals made at the 
present time (1923) to free the Ameri- 
can consumer from the influence of 
restrictive policies imposed by the 
British on the distribution of rubber 
from the Federated Malay States, 
is the plan to plant rubber trees in 
the Philippine Islands and in Central 
and South America, and also to revive 
the production of wild rubber in Brazil. 

Chemistry in a number of instances 
has restrained the effect of monopolies 
of natural products. Japan has prac- 
tically a monopoly on natural camphor. 
The celluloid industry, which is highly 
developed in the United States, is 
dependent upon Japan for its raw 
materials. If Japan, however, raises 
the price of natural camphor too high, 
it becomes commercially practicable 
to produce synthetic camphor. Dur- 
ing the war period this was done and 
the plants are still intact so that they 
represent a check upon the monopo- 
listic tendencies of the Japanese Gov- 
ernment. 

In the same manner, the develop- 
ment of the fixation of atmospheric 
nitrogen is a restraint upon the 
monopoly of natural nitrates held by 
the Chilean producers. 

British consumers have fretted under 
their dependency upon the United 
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States for raw cotton. The same is 
to some extent true of the Frengh con- 
sumers. In both cases they have 
taken steps to develop new supplies in 
their colonies but with comparatively 
little success. 

Says one British writer: g 

It has long been recognized that one of 
the weak points in the Brith cotton 
industry is its dependence upon foreign 
supplies of raw material. Many years ago 
it was realized that the constantly growing 
demand of the United Stas industry for 
American-grown cotton threatened the 
permanent stability of the British in- 


 dustry)% 


Says another Britisher: 


Broadly speaking, in all the history of 
our industry Great Britain has been 
dependent on the United States for three 
fourths or four fifths of her supplies of raw 
cotton. There are many good reasons, 


105 London Times Trade Supplement of Decem- 
ber, 1919. 
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about which I must not trouble you with 
details, why it would be most unwise for us 
to expect that we can continue in the 
coming years to obtain anything approach- 
ing such a proportion of our requirements 
from the United States. Her crob is 
probably approaching its economic limits. 
Her own consumption is increasing. Her 
climate is variable, and the size of her crops 
is subject to corresponding variations, and 
it would benefit not only us but all the 
world if the sources of supply were more 
widely spread. There are also the great 
advantages it will bring to the outlying 
portions of the British Empire, and the 
corresponding advantages to Great Britain 
in the exchange of manufacture for raw 
material if we can grow our own cotton.1® 


The tecord of imports of raw cotton 
into Great Britain since 1910, by 
source of origin, follows: 


1% Mr, John W. McConnell before the Royal 
Colonial Institute in London, March 8, 1921, 
published in The Textile Mercury (Manchester) 
of April 2 and 9, 1921, p. 871. 


Raw Corton CONBUMPTION OF Great BRITAIN FROM “ANNUAL SCATEMENT oF TRADE or THR 
Unrren Kinepom’’* 


(in thousands of bales) 


IMPORTS INTO Great BRITAIN FROM 


United T Other aia 

States Foreignt Counted 
1911 8,865 862 4,227 
1912 4,83) 1,127 5,457 
1918..... 8.170 1,035 4,205 
1914 2,569 904 3,478 
1915 4,045 1,018 5,068 
1916..... 3,294 850 4,144 
1917. 2 372 676 3,048 
1918..... 1,952 879 2,831 
1919..... 2741 1,000 3,741 
1920..... 2790 801 3,591 
1921..... 1,608 639 2-94] 
1922 1,82¢ 889 «|. 2716 


RETAINED 

British RE-EXPORTS FOR 

Posses- Total CONSUMPTION 

sions} 

188 4,415 582 8,883 
155 5,612 648 4,964 
144 4,349 515 3,884 
256 $,729 433 8,296 
237 5,295 687 4,608 
198 4,342 475 3,867 
198 8,246 223 3,028 
147 2,978 1 2,977 
175 3,8916 242 3,674 
214 8,805 501 3,304 
104 2,345t 304 2,041 
149 2,864§ 170 2,694 


"Statistics, given in centals of 100 pounds, have been changed to bales of 500 pounds by dividing 


by 5. 
f Egypt has been carried as a foreign country. 
t Excluding 2,168 bales of linters. 
§ Excluding 4,890 bales of linters. 
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Proportion (Per Cent) or ToraL Ierorts or Raw Corron INTO Gramat BRITAIN ORIGINATING IN 
TaS Unirmap STATES, IN Barris POSSESSIONS, AND IN Forman COUNTRIES OTHER THAN THE 


Unrrep STATES 





YEAR 


es 


se ee ik 


The proportion of total imports of 
raw cotton into Great Britain origi- 
nating in British possessions during 
the twelve year period from 1911 
to 1922, inclusive, has averaged about 
5 per cent. Except in 192%, when the 
proportion originating in the United 
States was 64 per cent, Great Britain 
has depended upon the United States 
for from 66 per cent to 77 per cent of 
her supply of raw cotton, leaving from 
about 20 per cent to 30 per cent as 
having been imported from foreign 
countries other than the United States, 
and from 8 per cent to 7 per cent as 
having been imported from British 
possessions. 

The dependence of English mills on 
American cotton has resulted in active 
efforts to grow cotton in the British 
Empire. In 190] attention was drawn 
to this subject by the reduction of the 
American crop and Lancashire in- 
terests decided to organize a cotton- 
growing industry within the British 
Empire. < The British Cotton Growing 
Association was accordingly inaugu- 
rated in 1902, although its charter of 
incorporation is dated August 27, 1904. 


Per Cent 





Per Cent 
100 
100 
100 


4 
3 
3 
7 
4 
5 
6 
5 
4 
6 
4 
5 


In 1918 it was said: 


Much pioneer work has been done by this 
company since its inauguration. The 
majority of the cotton spinners and manu- 
facturers, and cotton operatives’ trades 
unions are directly or indirectly interested 
in the venture. They have begun to 
realize that a strong effort must be made to 
obtain cotton fields in our own colonies. 
A strong appeal is being made at the 
present time for further funds to carry on 
the good work. It is necessary to raise the 
company’s subscribed capital to £600,000. 
In 1910, after strong representations had 
been made, the British Government granted 
a sum of £10,000 per year for three years for 
experimental purposes,!°7 

The British Empire produced over 
§,000,000 bales of cotton annually, but 
of this about 4,000,000 bales is Indian 
cotton which is too short and harsh for 
use in English mills as these are largely 
confined to medium and fine goods. 
The Egyptian crop is very valuable, as 
Egypt is the only large source for long 
staple cotton, but cotton growing is 
confined to a strip along the Nile and 


even if additional barrages are erected . 


i? Heylin, H. B.: Buyers and Sellers in the 
Cotion Trade (1913), p. 63. 
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to save as much water as possible, it is 
hardly probable that the present mil- 
lion bale crop can ever be morè than 
doubled. Besides, in recent years the 
sudden upgrowth of the American tire 
fabric mills have made serious inroads 
into this main source of long-staple 
supply and may further pce in 
jeopardy the fine-spinning of England. 
The work of the Associatiorf has had 
most success in Uganda and northern 
Nigeria but as yet the crop is trifling. 
Efforts by them to devel@p long-staple 
cotton in India have been unsuccessful. 

During 1922 very considerable in- 
terest was taken in the development of 
cotton growing in Australia. The 
Government guaranteed 54 pence per 
pound for seed cotton of 14-inch staple. 
Seed has been issued capable of sowing 
180,000 acres (possibly not more than 
one half of which will be sown) and in 
1924, it is said, seed for 750,000 acres 
will be available. 


The Empire Cotton Growing Cor- 
poration!® has been formed and ap- 


108 “ About 5 per cent more cotton was con- 
sumed by the British spinning mills in the second 
half than in the first half of the cotton year end- 
ing July 31, 1922, consumption in the six months 
ending with July being estimated at 1,454,000 
bales, of which 1,150,000 bales were American, 
160,000 Egyptian, 65,000 Peruvian, 24,000 
Brazilian, 2,000 West Indian, 25,000 African, and 
28,000 bales East Indian. Proportionately less 
American cotton has been used during the past 
two years and increased quantities of ia 
Egyptian, etc., have been used instead. . . 

“The principal accomplishment of the new 
Empire Cotton Growing Corporation during the 
past year has been the successful consummation 
of its efforts to get a contract let for the building 
of the Gezira (Sudan) Dam and the arrangement 
for the construction of the Kassala Railway 
project. As a result, it is expected that an in- 
creased production of 100,000 bales will be ef- 
fected by 1925. . The British Cotton 
Growing Association (Manchester) marketed 
165,000 bales of its own cotton during the past 
year, and it is the hope of the director that 225,- 
000 bales, grown largely in Uganda, Sudan and 


_ Nigeria, will be sold during the coming year.” 


Extract from Supplement to Commerce Reports, 
8 
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parently it is working in coöperation 
with the British Cotton Growing As- 
socialion. 


Th2 spinners in Great Britain are agree- 
ing tc a levy being made on all cottons used 
in Great Britain at the rate of 6d per bale, 
and the Cotton Associations of Liverpool 
and Kanchester, which practically embody 
ali cotton merchants and brokers, have 
agreed to callect the levy. Since there are 
ordinarily used in Great Britain 4,000,000 
bales of cotton, this levy will raise the an- 
nual sum of £100,000. The British Gov- 
ernment have agreed in the event of the 
levy being thus made effective to recom- 
mend to Parliament an annual grant for 
five years at the rate of £50,000 per annum. 
Thus the substantial sum of £150,000 per 
annum Will be available. ‘There are other 
sources from which additional money may 
be expected if it proves to be required. 

This fund is to be administered by the 
Empire Cotton Growing Corporation, 
which is being embodied under Royal 
Chartzr on a petition by the President of 
the Board of Trade. „109 


And again: 

Mr. Winston Churchill, the Colonial 
Secretary, announced at a banquet given 
by the British Cotton Growing Cerpora- 
tion at Manchester (England), on June 7, 
that a sum of £1,000,000 is to be placed by 
the British Government at the disposal of 
the Corporation for the development of 
cotton growing within the Empire.“ 


In France the Association Cotonnetre 
Colon‘ale corresponds to the British 
Cotton Growing Association in Great 
Britain. At present not more than 
10,000 bales of cotton are grown in , 
Frenca colonies, but efforts are béing 
made on lines similar to that followed 
by the British Cotton Growing Associa- 
tion to stimulate the growth of cotton, 
particilarly in Upper Senegal-Niger 


Trade and Economic Review for 1982, No. 7, Pt. 
L pp. H, 12). 

108 M>. John McConnell in The Tactile Meroury, 
April 9, 1921, p. 398. 

uo Commerce Reports, July 18, 1921, p. 223. 
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territory where it is estimated that 
there is a sufficient population for the 
cultivation of 180,000 acres capable of 
producing 100,000 bales. An estimate 
gives the possible production under ir- 
rigation of 900,000 bales in twenty 
years time. The type of cotton to be 
grown would be similar to that grown 
in British African colonies.‘ 


Tar EFFECT on THE COMMERCIAL 
Poricres or NATIONS 


This chapter has reviewed examples 
of coUperative buying by the ultimate 
consumers, both with and without 
government aid, examples of powerful 
industrial combinations which, domi- 
nated certain markets in such manner 
that there was left no opportunity for 
outside buyers, and a further example 
in which the desire of industrial in- 
terests to control certain raw materials 
had advanced to the stage of financial 
dominance after having received gov- 
ernmental support. Governments 
cannot in most areas give to their na- 
tionals the same sort of support which 
Japan gave to Japanese interests in 
China.“ But the examples cited all 
show the general tendency toward co- 
operation and combination. 

The formation of coöperative as- 
sociations among ultimate consumers 
is not likely to lead to international 
complications because these associa- 
tions spread their efforts over so many 
commodities. And they may never 
reach the stage of controlling the price 
of a single commodity in a single na- 
tional market, to say nothing of at- 
taining strength to dominate the world 
price of any commodity. 

Great national or even international 


nI Cotton Year Book, 1928. 

in This statement is not intended to express 
an opinion on the question whether the Japanese 
Government has or has not changed its policy 
with respect to China. 


combinations of manufacturers, how- 
ever, are formed with comparative ease 
and håve shown themselves able to 
dominate the market for different raw 
materials. These combinations, 
whether or not they receive govern- 
ment support, raise various questions 
concerifing the fair treatment to be ac- 
corded both to other manufacturers 
(or woulf-be manufacturers) in the 
same line and to producers. 

Further questions may arise when 
combinations*of buyers come in con- 
flict with combinations of producers. 
But an effective combination of pro- 
ducers is very difficult to secure and 
probably never will exist except per- 
haps in respect to certain plantation 
products which are produced largely 
by great aggregations of European 
capital. In respect to other products 
the conflict with combinations of buy- 
ers is likely to be carried on by govern- 
mental measures aimed either at coun- 
tering the control exercised by the 
buyers or at exploiting a national 
monopoly. 

The examples cited in this chapter 
show also the tendency of governments 
to support their nationals in their over- 


seas activities. Government codpera- - 


tion if not government initiative is 
seen in the attempts of important na- 
tional interests to free themselves from 
dependence on the existing sources of 
raw materials. As the effective com- 
binations both of buyers and of pro- 
ducers are likely to be formed by Oc- 
cidentals and as the governments of 
the respective nations are likely to sup- 
port the interests of their nationals 
whether as consumers, or aS monopo- 
listic buyers, or as independents trying 
to establish themselves in spite of the 
dominance of a combination of other 
buyers, the governments of Occidental 


states are liable to become involved in.. 


every controversy which owes its origin 
to combinations of buyers. 
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CHAPTER X 


CONCESSIONS TO FOREIGN CAPITALISTS FOR THE EXPLOITA- 
TION OF RAW MATERIALS 


Concessions are grants by govern- 
ments under specified rules and limita- 
tions to private interests of the tight to 
build a railroad, exploit a mineral, or 
otherwise develop an area ecohiomically. 
They are granted to capitalists par- 
ticularly in regions where government 
control is relatively wefk and where 
the economic conditions are backward. 
They may confer certain rights to ex- 
ploit the resources or the labor of the 
area to which they apply. Assuming 
that capitalists are to be permitted to 
exploit the resources of the economi- 
cally backward areas of the world, the 
issue is presented as to what should be 
the basis on which these concessions 
are granted, and what interest govern- 
ments have in the regulation of these 
concessions and in the effects which 
they necessarily produce. 

The granting of a concession is an act 
of sovereignty and is often to a degree a 
transfer of limited sovereign power. 

Concessions so far as they relate to 
raw materials and power may be dis- 
~ cussed under the following heads: 


I. PLANTATION CONCESSIONS 
Il. Forest CONCESSIONS 
UT. MINERAL Concessions 
IV. PETROLEUM Concessions 
YV. WATER Power AND TRANSPOR- 
TATION CONCESSIONS 


I. PLANTATION CONCESSIONS 


Plantation concessions are granted 
chiefly by governments in tropical 
countries for the production of food 
specialties or raw materials. By con- 
cession in this sense is meant the grant 
by the government of large tracts of 
_ land for development purposes as 
. distinguished from large ranches and 
estates. Some examples of this type of 


concession are those granted for the 
production of fruit to the United Fruit 
Company in Central America; planta- 
tions for the production of rubber in the 
East Indies; copra plantations in New 
Guinea, developed by the Germans; 
tea plantations in India; and sisal 
plantations in East Africa. 

The Government in Portuguese West 
Africa is encouraging the development 
of that province by granting large con- 
cessions of land for stock raising and by 
the p&yment of the transportation 
charges onall blooded animals imported 
from Lisbon for breeding purposes. 
British capital is largely interested and 
two companies have been granted 
licenses to stake out about a million 
and a quarter acres between them for 
stock raising purposes. Cattle have 
been imported from the Cape. The 
ultimate intention is to start a meat- 
packing industry. 

By the grant of extensive concessions 
of land, Russia is seeking to assure the 
agricultural development of the Don 
district. Two grants, one to the 
Sinclair Company and the other to the 
Friedrick Krupp Company, have been 
thus far made. Decrees have been is- 
sued for the establishment of conces- 
sions committees in London and Berlin. 
It is evident that the Government in- 
tends to pursue this policy of conces- 
sion to foreigners and foreign capital 
along methodical lines.” 

In the Dutch East Indies, the native 
sultans at one time made grants of land 
and these grants are still valid either in 
the hands of the original holders or of 


u? British Board of Trade Journal and Com- 
mercial Gazette, June 28, 1928 

u3 Economic Review, May 18, 1923. See also 
Economic Review, Aug. 10, 1923, p. 125. 
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those to whom they have been trans- 
ferred. ‘The Dutch Government, how- 
ever, now grants, and allows the sultans 
to grant, only leaseholds.* Regula- 
tions concerning agricultural conces- 
sions are included in the Long Lease 
Ordinance for the self-governing dis- 
tricts in the territories of the Nether- 
lands East Indies outside of Java and 
Madura. This Ordinance was pub- 
lished in the Government official ga- 
zette in 1919. Its provisions may be 
summarized as follows: 


The consent of the Head of the District 
Administration is required to confirm a 
leasehold right. The maximum period of a 
grant is seventy-five years. No more than 
8,500 Hectares may be embraced in a 
request. A lease is granted as a rule only 
for the purpose of agriculture or cattle 
breeding. Leases are granted only to 
Netherlands subjects, inhabitants of the 
Netherlands, inhabitants of the Nether- 
lands Indies, commercial companies es- 
tablished in the Netherlands or in the 
Netherlands Indies. In the case of in- 
corporated companies the sole manager or 
director, if there be only one, must be either 
a citizen of the Netherlands or a resident in 
the Netherlands East Indies. If there be 
two managers or directors, both must meet 
this requirement. If there be more than 
two, the majority of the managers as well as 
the directors must fulfil this requirement. 
To firms or partnerships the same provi- 
sions generally apply. In the case of the 
death of the grantee of a long lease these 
provisions, so far as they concern his legal 
successors who do not immediately conform 
to the requirements, will be suspended for 
one year from the day on which the suc- 
cession commences. Freedom from cer- 
tain requirements prescribed in the Ordi- 
nance may be granted to those persons or 
companies who before 1919 were in posses- 
sion of agricultural concessions. The right 
granted in the lease ceases not only at the 
time of the expiration of the period for 
which it is granted but as a result of 
abandonment or by the declaration that it 


14 See Government Almanac of Netherlands 
Indies for 1923. 
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has been canceled. Cancelation may take . — 


place because of the diversion of its purpose, 
non-payment of the stipulated fees and 
non-compliance with the conditions of 
cultivation if those conditions have been 
stipulated. A provision is made in the 
Ordinance for the punishment of those who 
fail to gomply with the provisions of the 
Ordinance. 


If? Forest Concessions 


As the forests of the more settled 
countries are consumed attention is 
turned toward the forest resources 
of the tropics, of European Russia 
and Northern Asia. Concessions are 


granted by many countries for the | 


exploitation of their forests. In Rus- 
sia interest necessarily centers in the 
forests since they will have an im- 
portant relation to the rehabilitation of 
that country. 


The forest resources of Russia, especially 
of northern and northeastern Russia, are of 
the utmost importance to Great Britain, 
France and Belgium, which are . . 
heavy consumers of Russian sawn lumber 
and other manufactured forest products. 
German lumber industry, on the other 
hand, is almost entirely built on Russian 
raw material. Of the various 
forest regions of Russia, those of northern 
European Russia are the most valuable and 
economical for construction purposes and 
will play the greatest part in export trade. 

l Russia’s forest resources are bound 
to play an important part in her financial 
and economie rehabilitation. The 
development of the timber industry will 
create & favorable foreign trade balance. 

No other resource of Russia will be 
so easy to convert into cash as her timber.1"* 


These conditions have created an 
interest both in and outside Russia in 
the methods of exploitation. Detailed 
information on concessions is not 
available, but the general situation is 
known. The Government owns the 


/ 


oe 


forests. Concessions to exploit these. Y 


uR, Zon and W. N. Sparhawk, Forest Re 
sources of the World, Vol. I, pp. 486-487. 
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resources are granted to individuals 


`who furnish the logging equipment, 


build the mills and railroads. 


Timber concessions have been con- 
cluded with English and Dutch firms and 
negotiations are on foot with Norwegian, 


French and German firms. ® 
Another concession is reported as 
follows: 2” R 


The joint-stock company Russangloles, 
incorporated in England, has been given a 
concession for the exploifation of the 
Pomozdinsk forest in the Ust-Sisolakuyezd 
of the province formerly known as Vologda, 
now the oblast of Komi, up the Vichegda 
River and its tributaries; an allotment of 
timberland, Vislyansky, and 18 other 
forests with a ‘total area of 1,029,288 des- 
siatines (1 dessiatine=%.7 acres), and 
forest area of about 975,500 dessiatines; 
and a section in the Koncegosk forests 
(situated on both sides of the North Dvina 
River) of a total area of 288,341 dessiatines 
and forest area of 209,067 dessiatines. 
The method of exploitation, the price to be 
paid for the concession, and the terms are 
similar to those of the joint-stock company 
Russgollandles. 


It is also reported!8 that the Mos- 
cow Concession Commission has ap- 
proved a convention between Nor- 


_4 wegian interests and the Severoles 
` providing that a concession be granted 


for the Onega forests to a Russo- 
Norwegian company. 


The forests of the Russian Far East 
are likely to furnish the world of the 
future with great quantities of timber 
and other wood products. These re- 
sources are near the sea and along rivers 
which will furnish transportation and 
power. The Far Eastern Republic 
laid down general rules for granting 
concessions for forest exploitation (Au- 


ue U. S. Commerce Reports, June 11, 1923, p. 
680. 


i U, S. Commerce Reports, July 2, 1923, p. 
/ 


24. 


< “ H80, S. Commerce Reports, July 28, 1923, p. 


221. 


10] 


gust, 1921). Even if the rules have 
been modified they serve to illustrate 
the procedure of granting concessions. 
They provided: 


Concessions for forest areas were to be 
granted for a term not longer than 36 vears. 
The holder of the grant must pay annually 
in gold standard the arranged cost of the 
annual estimated timber allotments. He 
must also pay annually 10 per cent of the 
fixed price for forest improvements. He 
must pay an annual tax on the net profits 
of the operation. He must practice re- 
forestation. Within 5 years mills, factories, 
harbors and roads must be built with the 
approval of the Government. The Govern- 
ment receives at cost plus 10 per cent profit 
for the kolder not more than 10 per cent of 
the manufactured or half-manufactured 
products. As a guarantee the holder pays 
to the Government at the time of signing 
the contract a cash deposit of half of the 
fixed annual cost of the estimated timber 
allotment. The holder must pay all 
Government income and other taxes and 
assessments. Local taxes are not to exceed 
80 per cent of the holder’s Government 
taxes. At the expiration of the contract 
the Government may acquire the enterprise 
at actual cost. All buildings become the 
Government’s at the end of the contract free 
of charge. 


In this connection (in spite of the 
fact that it contains concessions other 
than forests concessions) a list of con- 
cessions Offered by the Russians at the 
Hague Conference in 1922 will be sug- 
gestive.’ ‘The list was turned over to 
the allied experts on the 7th of July in 
the course of the sessions of the sub- 
commission on private property. It 
opens with these words: 

One of the modes of reconstruciion of 
Russian industry is, according to the 
Soviet Government, the direct participa- 
tion of foreign capital in the operation and 
direction of various kinds of enterprises or 
combinations of enterprises. As a general 
rule, the Soviet Government holds that the 
most suitable form which such participation 


u D Europe Nouvelle, pp. 946 ff. 
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might take is that of mixed stock companies 
or associations in which foreign capital will 
participate on the one hand, and on the 
other the capital which can be supplied 
directly by the Soviet Government. The 
principal branches of industry which may 
offer subject-matter for concession are the 
following. 


Then is given a summary in detail of 
proposed concessions under these head- 
ings: 

PETROLEUM INDUSTRY 

1. Regions Already Exploited Previously 
a. Baku region 
b. Grosny region 
c. Ural-Emba region 
d. Kuban region . 
e. Turkéstan 

2. Regions Prospected But Not Yet 

Exploited 

Regions of Grosny 

3. Unprospected Regions and Areas 
a. Baku region 
b. Ural-Emba region 
c. Kuban region 
d. Turkestan 
e. Province of Vologda 


MINING INDUSTRY 
A. Iron ore 
B. Copper ore 
C. Polymetallic ores 
D. Coal 
E. Gold and platinum 


EXPLOITATION OF FORESTS 
A. Thirty-three regions in European 
Russia 
B. Caucasus 


C. Siberia 
PAPER MANUFACTURE 


NEW ENTERPRISES 


A. In the region of the Kem River 
B. In the Kotlas region 

C. Arkhangel region 

D. Region of the Luga 

E. Kuban 


SUGAR INDUSTRY 
MATCH INDUSTRY 
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MANUFACTURE OF AZOTIZED 
PRODUCTS 


CHEMICAL INDUSTRY 
ELECTROTECHNICAL INDUSTRY 
AGRICULTURAL CONCESSION 


. Celonization concessions 

. Improvement concessions 

. Cultivation of cereals 

. Concessions for stock raising 

. Concessions for the construction of 
refrigerating establishments and 
ets 

6. Concessions for harvesting and utiliz- 

ing medicinal herbs 


Few concessions have been made i in 


Finland: 


Some years before the war a British 
syndicate obtained a concession of about 
3,600,000 trees in the northernmost part in 
Finland. The Government gave this con- 
cession on very easy terms, extending the 
contract to cover a period of 16 years. 
The concession expired a short time ago 
without anything having been done by the 
British company to exploit these forests on 
a large scale. The main difficulty was to 
put the River Paatsjoki in condition for 
floating, as this would require a large 
amount of money, and the war interferred 
with the company’s plans. It is believed 


Or He OO 0 = 


that other concessions will be given by the. 
Government when normal conditions are . 


restored. 

Another company with limited capital, 
partly Finnish and partly Russian, ob- 
tained a concession during the war near the 
same region where the British syndicate 
operate, but it is believed that this company 
acquired the concession with the intention 
of selling it to other parties for exploita- 
tion 


LU. MINERAL Concessions 


The exploitation of the great mineral 
resources of the world has also been to a 
large extent carried on under çon- 


40 Axel H. Oxholm, of the Department of 
Commerce, Forest Resources, Lumber Industri 
and Lumber Export Trade of Finland (1921), p 
$4, 


Á 
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wessions. American companies have 
been granted mineral concessions in 
Bolivia. The concession system has 
been employed in China and in Mexico 
to exploit mineral resources. Conces- 
sions in Africa have a special interest. 
Mineral concessions, it will Be re- 
called, were factors in the rivalry over 
Morocco which nearly previpitated 
the World War in 1905 and again in 
1911. 

Since the days of Leopêld, Central 
Africa has aroused international in- 
terest. The Berlin Act of 1885 guaran- 
tees the open door in the Conventional 
-Basin of the Congo. Under the régime 
of Leopold the chief objects of his ex- 
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ploiting zeal were ivory and rubber. 
Minerals are now the’ chief sources of 
wealth. The Belgian colony is a 
treasure house. 

At present, copper is the chief prod- 
uct of the Congo, with gold, diamonds 
and tin next in order of importance. 
Among the colony’s undeveloped re- 
sources may, however, be mentioned 
considerable bodies of iron, bauxite, 
manganese, tungsten, molybdenum and 
lead ores. Oil shales outcrop in a 
number of localities and promising 
deposits of asbestos and mica have 
been located. The following table 
shows the importance and growth of 
the mineral industry in this colony.” 


Tue GROWTH OF THE Minera Inpustry IN Benen Conco 


YEAR 


1911, 908 
1912 967 
1918 1,476 
1914. 930 
1915. 3,985 
1916. 2,852 
1917 ee 
1918.. 7 
1919 .. 2,892 
‘1920 . 5,046 


In 1918 and 1915 the Unton Minière 
Company discovered uranium veinlets 
in two of its mines. In 1920, active 
development of these prospects was 
begun. The reserves are large and the 
quality of the ore is such that low pro- 
duction costs of uranium and radium 
may be anticipated. The reports give 
the contents of UO, of 50 to 70 per 
cent, a staggering figure when com- 
pared with 2 per cent ore from Colorado 
and Utah. 

v The development of the Congo has 


` Mineral Industry, and Engineering & Min- 
ing Journal. 
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been in the hands of, and largely con- 
trolled by, the Union Miniére du Haut 
Katanga. This company is in turn 
controlled by the Tanganyika Conces- 
sions, Ltd. (89.2 per cent holding) and 
Société Générale de Belgique (Belgian 
and English capital). The Union 
Miniere Company has a concession 
covering a mineral zone of about 60,000 
square miles in the district of Katanza, 
Belgian Congo, bounded on the south 
and east by northern Rhodesia. ‘The 
Company also owns valuable water- 
power and other mineral rights includ- 
ing iron. 7 
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West of its direct holdings, in the 
valley of the Kasai, and bordering 
Portuguese Angola and northwestern 
Rhodesia, les the sphere of the 
“Forminiére.’ The name and the 
company are alike formed by a fusion 
of the Union Minière and the Société 
Forestière. The Forminiére’s territo- 
ries have already yielded considerable 
quantities of diamonds, and the pro- 
duction of several other minerals is be- 
ing developed. 

The total population of Belgian 
Congo is probably less than 10,000,000. 
The white population is about 8,000 of 
whom perhaps 10 per cent are engaged 
in mining. Many American exgineers 
are engaged with the Belgian operating 
companies; in fact, several of the more 
Important executive positions are held 
by Americans. The wage for common 
labor 1s extremely low. As in most of 
tropical Africa, labor shortage is a 
chronic complaint, due not only to the 
unwillingness of many of the natives to 
work, and the lack of easy and direct 
transportation from the more densely 
populated regions to the mines, but also 
to the sparseness of the population, 
which is perhaps less than ten to the 
square mile (= 9,090,000) for the whole 
Belgian Congo. 

Interior transport, as in many other 
countries, is the weak link which re- 
tards vigorous development. At pres- 
ent, high freight rates permit the 
export of only relatively valuable 
raw materials. Transport follows the 
Congo and its tributaries, the navi- 
gable stretches being linked to one 
another by railroads. Within this 
colony are over 9,000 miles of rivers 
navigable to steamers of light draft, but 
such service is both slow and costly. 
The colony has a little over 1,000 miles 
of railroads. The importance of rail- 
road development can scarcely be 
exaggerated. At present, a large part 
of the high cost of production of copper 
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is due to the expensive rail and water 


transport between Europe and the 
mining regions. 

Machinery and supplies going in and 
ore or metals coming out of Belgian 
Congo can avoid being loaded and re- 
loaded* seven times on the rail and 
Congo River route only by going 
around South Africa, via Cape Town, 
Durban or Beira—which is about as 
direct as shipping from San Francisco 
to Chicago ly water andrail. A direct 
route from Leopoldville to Bukama 
would not only open up a new country, 
rich in copper, tin and diamonds, but 
would so lower costs in the Katanga as 
to enable that district to produce 
probably the cheapest copper in the 
world. The reserves of rich ore are 
enormous (in 1922 estimated at 60,- 
000,000 tons, averaging 6.65 per cent 
copper), comparing favorably im 
amount with the low-grade mines at 
Chuquicamata, Chile and Rio Tinto, 
Spain, where the ore reserves, although 
somewhat larger, average only about 
2 per cent copper. 

A large number of the concessions in 
the Congo give the right to prospect 
large territories over a considerable 


` 
` 


period at the expiration of which a cer- 4 


tain number of smaller but still rela- 
tively large mining claims may be 
staked out. The colony, in turn for 
such rights, is given a participation in 
the mining companies, varying from 
one third to one half of the stoek 
issued. In addition, the colony is 
levying a 2 per cent export tax on all 
minerals produced and there is an 
import tax on supplies entering the 
colony. 

The Congo gold produced in state 
mines is all sent to Belgium and used 
either in coinage or reserved for.the 
use of Belgian goldsmiths. Part of the 


Katanga copper goes to the United i 


f 


States and England for refining, but an ^ 


effort is being made towards diverting 
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the whole of this to the Hoboken 
Works near Antwerp. A large por- 
tion of the Kasai diamonds must be 
sold to the Belgian Cutting Works. 
The mining companies must offer em- 
ployment to Belgian engineers, and are 
encouraged to purchase their gupplies 
in Belgium.'# 

Coke for the smelters of the Union 
Miniére is supplied by the Wankie 
Colliery in Rhodesia, 725 miles distant 
by rail. The coal in the Congo is 
somewhere between true lignite and 
bituminous, but unfortunately (where 
sampled) non-coking. While not valu- 
able for the smelter, it will facilitate 
considerably the fuel problem of the 
Union Minière and the Katanga rail- 
roads and the river steamers which 
are, at present using wood fuel ex- 
clusively for their boilers and locomo- 
tives. ` 

A plan for the further exploitation of 
the resources of Central Africa is found 
in an exclusive concession granted in 
northern Rhodesia to the Rhodesian- 
Congo Borders Concession, Ltd. This 
grant was made by the British South 
African Company, which governs 
northern Rhodesia under a charter 
granted by the British Government. 
The grant to the Rhodesian-Congo 
- Border Concession, Ltd., gives to it 
the exclusive right to prospect for 
minerals in an enormous area for a 
period of five years, and thereafter it is 
required to stake out mineral claims 
and to develop them under prospecting 
licenses such as are common in north- 
, ern Rhodesia. This company will ex- 
ploit the copper resources of northern 
Rhodesia. It holds a number of new 
and important patents which will assist 
in making its operations easy. In ad- 
dition, the new company proposes to 
exploit other important mineral re- 
sources of the area. 

\ 12 Enaginesring & Mining Journal, Oct., 1920, 
p. 805. 
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IV. PETROLEUM CONCESSIONS 


The importance of petroleum! in 
the development of modern industry 
and transportation has resulted in an 
eager search for concessions in areas 
from which it may be obtained. These 
concessions in turn, because of their 
many and varied locations, have a 
political as well as a commercial aspect. 

The intensity of the political aspect 
of the problem has been increased with 
the recognition of the importance of 
petroleum in schemes for national de- 
fense. The oft-repeated prediction 
that present production will rapidly 
exhaust the fields now in operation has 
led to,a scramble for control of the 
potential reserves in the fear that they 
might be monopolized by some one 
nation. Thus the commercial im- 
portance of oil combined with its 
strategic value has given to it a promi- 
nent place among international 
problems. 

As a political factor oil has been of 
particular interest in Mexico, Meso- 
potamia, Persia, Sakhalin, and the 
Netherlands East Indies. Distinction 
must be made, however, between oil 
concessions affecting the sovereignty of 
the countries in which they are sought, 
and those affecting the relations be- 
tween countries outside of those in 
which the concessions are sought. 

Second only to the United States, 
Mexico is now the largest producer of 
crude petroleum in the world. As in 
many other countries which are rich in 
petroleum, the development of her 
natural resourzes is largely controled 
by foreigners. Under Mexican laws, 
as they existed before the establishment 
of the new Constitution of 1917, op- 
portunities were afforded the foreigner 
to acquire probable petroleum areas 

3 Sespages 162and 188. Sirugglefor Petroleum, 
Dr. Stanley K. Hernbeck, Department of State; 


and The Chester Concsssion, Colonel Lawrence ` 
Martin, Geographer of the Harbord Mission. 
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through the purchase of titles or long 
term leases. Some governmental 
grants were also made and in general 
much territory was secured rather 
quickly after the extent of Mexican 
petroleum resources became suspected. 
The greatest number of these conces- 
sions and leases are held by Americans, 
although several foreign combines have 
large holdings. In 1919 American 
companies produced about 70 per 
cent of the Mexican crude oil produc- 
tion. 

The enactment of the new Constitu- 
tion of 1917, however, placed foreign 
concessions in a precarious state, but, 
after years of discussion and politically 
dangerous dispute, the matter’ has re- 
cently been adjusted apparently to the 
satisfaction of everyone concerned. 

Most of the Central and South 
American countries have oil deposits 
for the exploitation of which conces- 
sions are still being acquired. In many 
of these countries there are no restric- 
tions discriminating between natives 
and foreigners, although in some of 
them the laws governing the acquisition 
and development of petroleum are in 
some of their provisions onerous and 
ill-advised. No discriminations in the 
concession laws between aliens and 
natives exist in Venezuela, Colombia, 
Guatemala or Costa Rica. Conces- 
sions to the better known oil territories 
have already been granted and are held 
chiefly by British-Dutch interests, 
particularly in Venezuela. 

In Europe some of the fiercest im- 
perialistic competition has occurred 
over the development of petroleum 
resources. The treaty imposed by the 
Central Powers upon Rumania on May 
7, 1918, illustrates how eager were the 
militarists of Germany to obtain con- 
trol of the Rumanian oil fields. Russia 
has been the principal producing factor 
in the oil development of the Caucasus. 
Baku has long been famous as an oil 
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center. Even in Russia, however, this 
natural resource was at the beginning 
largely exploited by foreigners, in the 
first instance by Scandinavians. Un- 
til the breakdown of the Government a 
large proportion of the oil production 
of Russia was in the hands of foreigners. 

The Anglo-Persian Oil Company has 
control of the oil in about two thirds of 
Persia, ‘all but the five northern 
provinces, by virtue of a blanket con- 
cession which runs through 1961. This 
British company has, so far as produc- 
tion is concerned, a practical mo- 
nopoly of the petroleum situation in 
that part of the world. 

Since 1921, two American companies, 
the Standard Oil Company of New 
Jersey and the Sinclair Consolidated 
Oil Corporation, have attempted to 
secure oil concessions in Persia. The 
Anglo-Persian Company has also had 
an interest in the possible fate of the 
exploration and exploitation rights in 
the five unconceded provinces. 

The Mesopotamia petroleum fields 
are a subject of controversy. Long 
before the war Great Britain, Germany 
and the United States were endeavoring 
to obtain concessions in Asiatic Turkey, 


í 


and in 1914, the situation was as., 


follows: 

1. The Turkish Petroleum Com- 
pany, a joint project of German and 
English capital, had just before the war 
negotiated for a concession for the 
development of oil lands in the vilayets 
of Mosul and Bagdad. 

2, The Standard Oil Company of 
New Jersey had obtained a prospecting 
permit for the exploration of supposed 
oil areas in Palestine. 

8. A combination of Canadian and 
American interests since 1911 had 
claimed a concession for the building of 
railroads in Asiatic Turkey and ‘the 
development of the land and exploita- 


tion of its mineral resources for twenty : 


kilometers on each side of the right of 


; 
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way.%4 This covered the supposed 
richest mineral lands and overjapped 
areas included in the territory claimed 
by the Turkish Petroleum Company. 
__ By the Treaty of Versailles Germany 
lost her oil rights in the Near East and 
by the “San Remo Agreement” 
Great Britain turned over the German 
share therein to France. In considera- 
tion for this France was to allow the 
construction of pipe lines for the 
transportation of oil acrosgSyria. The 
San Remo Agreement is regarded as no 
longer inforce. The oil problem in the 
Near East is still acute. At present 
nationals of the United States, Great 
` Britain, Holland, France and several 
other countries are endeavoring to 
establish their conflicting claims for oil 
lands in this section of the world. 

In Mesopotamia, Great Britain, in 
answer to communications from the 
American Government, has formally 
pledged that the natural resources of 
that area are to be secured to the 
future Arab State to be established in 
that region and there is no intention to 
establish any monopoly. ‘The for- 
eign minister, in his note of April 21, 
1921, nevertheless, makes it clear that 


While there is no intention of discriminat- 
ing against non-British interests, account 
must be taken of legitimate rights acquired 
before the war, and this applies equally to 
Palestine where American claims are under- 
stood to exist. 2’ 


The United States expressed in 1920 
its stand on the entire question of oi] in 
this region, and especially in regard to 
the San Remo Agreement, in the 
following terms: 


14 See page 187. The Chester Concession. 
Colonel Lawrence Martin, Geographer of the 
Harbord Mission 

1% International Conciliation, Sept., 1921, No. 
166, p 304, af seq. 

12% Memo of British Foreign Office, April 21, 
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The fact cannot be ignored that the re- 
ported resources of Mesopotamia have 
interested public opinion of the United 
States, Great Britain and other countries as 
a potential subject of economic strife. 
Because of that fact they become an out- 
standing illustration of the kind of economic 
question with reference to which the man- 
date principle was especially designed, and, 
indeed, a peculiarly critical test of good 
faith of the nations which have given their 
adherence to the principle. This principle 
was accepted in the hope of obviating in the 
future those international differences that 
grow out of a desire for the exclusive control 
of the resources and markets of annexed 
territories. To cite a single example: Be- 
cause of the shortage of petroleum, its con- 
stantly gncreasing commercial importance, 
and the continuing necessity of replenishing 
the world’s supply by drawing upon the 
latent resources of undeveloped regions, it is 
of the highest importance to apply to the 
petroleum industry the most enlightened 
principles recognized by nations as ap- 
propriate for the peaceful ordering of their 
economic relations. 


This Government finds difficulty in 
reconciling the special arrangement referred 
to in paragraphs 18 and 19 of your note, and 
set forth in the so-called San Remo Pe- 
troleum Agreement, with your statement 
that the petraleum resources of Mesopo- 
tamia, and freedom of action in regard 
thereto, will be secured to the future Arab 
State, as yet unorganized. Furthermore, 
it is difficult to harmonize that special ar- 
rangement with your statement that con- 
cessionary clairns relating to those resources 
still remain in their pre-war position, and 
have yet to receive, with the establishment 
of the Arab State, the equitable considera- 
tion promised by His Majesty’s Govern- 
ment. 

This Government has noted in this con- 
nection a public statement of His Majesty’s 
Minister in charge of petroleum affairs to 
the effect that the San Remo Agreement 
was based on the principle that the conces- 
sions granted by the former Turkish 


Government must be honored. It would 
be reluctant to assume that His Majesty’s 
Government has already undertaken to 


- 1921 (Quoted in the Federal Trade Commission’s 
` Report on Foreign Ownership ın Petroleum 
Industry, p. 41). 
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pass judgment upon the validity of conces- 
sionary claims in the regions concerned, and 
to concede validity to certain of those claims 
which cover apparently the entire Mesopo- 
tamian area. Indeed, this Government 
understands your note to deny having 
taken, and to deny the intention to take, 
any such ex parte and premature action. 
In this connection, I might observe that 
such information as this Government has 
received indicates that prior to the war, the 
Turkish Petroleum Company, to make 
specific reference, possessed in Mesopo- 
tamia no rights to petroleum concessions or 
to the exploitation of oil; and, in view of 
your assurance that it is not the intention 
of the mandatory Power to establish on its 
own behalf any kind of monopoly, I am at 
some loss to understand how to cpnstrue 
the provisions of the San Remo Agreement 
that any private petroleum company which 
may develop the Mesopotamian oil fields 
“shall be under permanent British con- 
trol, € 


A letter signed by Mr. Leland Har- 
rison, the Assistant Secretary of State, 
dated July 8, 1928, in reply to a letter of 
inquiry from the National Popular 
Government League, indicated the 
position of the United States with 
reference to concession claims by our 
nationals in the disputed areas: 


In reply to your . ‘question as to 
whether the concessionnaires™ had been 
promised moral or political indorsement, or 
have received assurances that in the event 
of any dispute this Government would be 
bound to defend the validity of the con- 
cession, is in the negative. It is not this 
Government’s practice to give such as- 
surances, or “to give implied future 
guarantees,” > 

* k 


For your further information it may be 


added that neither the department nor its 


officers in the field took part in the negotia- 
tions for the concession. These were car- 


127 International Conciliation, The San Remo 
Oil Agreement, pp. 322 and 828, Sept., 1921, No. 
166. Secretary of State Colby to Lord Curzon, 
Nov. 20, 1920. 

128 Referring to the Chester concession. 
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ried on directly by the parties concerned. 
As the department has taken occasion to 
point oft in communicating with other cor- 
respondents on this subject, this Govern- 
ment’s interest in matters of this nature is 
that of securing recognition for the policy 
of the open door—in assuring equality of 
commereial opportunity and fair play. ‘In 
other words, to quote again from your 
letter, the department believes that this 
Government “should deal with questions 
affecting its nationals as they arise as in- 
ternational cqurtesy, equity and justice 
justify.” 2 

The British have a monopoly of the 
petroleum producing business in the oil 
fields of Burma. The largest factor in 
this territory is the Burma Oil Com- 
pany, which is partly owned by the 
Anglo-Persian Oil Company. Ameri- 
can interests have made repeated but 
unsuccessful efforts to obtain conces- 
sions for the working of petroleum 
deposits in British India. According 
to the latest available information the 
policy of the Government of India, 
adverse to foreign participation in the 
development of its petroleum resources, 
has not been modified. 

In the Netherlands East Indies the 
proven and probable petroleum areas 
are almost entirely in the control of the 
Royal Dutch-Shell interests. One of 
the latest developments is known as 
the Djambi concession, covering an 
extensive area of central Sumatra. 
American interests requested participa- 
tion in this concession, but they were 
not admitted. The Royal Dutch- 
Shell Group possess now a practical 
monopoly of the production of the 
Dutch East Indies, but the Dutch 
Government has stated that when 
other regions are opened for develop- 
ment other companies and other na- 
tionals will be considered. 


Our State Department, in a note te~ 


the Netherlands Government in 1920; 


29 N, Y. Journal of Commerce, July 21, 1928, 
p. 6. 
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stated that the disposition of the 


Djambi concession . 


in the manner stipulated by the proposed 
agreement impresses this Government as an 
indication of a policy to exclude companies 
controlled by American citizens from the 
petroleum industry of the Netherlagds East 
Indies.1™ 


In the correspondence between the 
American and Netherlands Govern- 
ments over this matter, emphasis was 
placed upon the necessgty for reci- 
procity in the rights of exploitation of 
the resources controlled by the re- 
spective countries. Attention was 


Ph called to legislation of the United States 


“which excludes the capital of foreign 
nations from investment in American 
resources in public lands* if the gov- 
ernments of foreign countries do not 
grant the same privilege to American 
capital. A note from the American 
Legation at the Hague to the Minister 
of Foreign Affairs of the Netherlands, 
dated April 19, 1921, sums up the 
problems involved as follows:¥? 


On every occasion I have sought to im- 
press upon the Government of the Nether- 
lands that the real interest of the Govern- 
ment of the United States in these matters 
lies in the recognition of the principle of 
mutual or reciprocal access to vital and 
natural resources by the nationals of the 
United States and by those of foreign coun- 
tries, and the belief that the recognition of 
the ’principle of equal opportunity is the 
only solution of the future oil problems 
throughout the world. I have pointed out 
that the United States has for years carried 
the burden of supplying a large part of the 
petroleum consumed by other countries, 
that Dutch capital has had free access to 
American oil deposits, and that the pe- 
troleum resources of no other country have 
been so heavily drawn upon to meet foreign 


130 Ses Senate Document No. 11, 67th Congress, 
Ist Session, p. 21. 
11 These lands total only 94 per cent of the 


ai total area of the United States. 


m Senate Document No. $9, 67th Congress, 
Ist Session, p. 8. 
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needs as the petroleum resources of the 
United States. I have pointed out that in 
the future ample supplies of petroleum nave 
become indispensable to the life and pros- 
perity of my country as a whole because of 
the fact that the United States is an in- 
dustrial nation in which distance rerders 
transportation difficult and agriculture 
depends largely on labor-saving devices 
using petroleum products. 


Much confusion has resulted from 
the fact that those who discuss the 
world petroleum situation do not dis- 
tinguish between actual production and 
known or estimated reserves. In pres- 
ent annual production the United 
States is dominant (about 65 per cent 
of the*world supply), but this by no 
means disposes of the issue. The 
contest over oil today is not for the 
present but for the future world sup- 
ply. American reserves are being 
depleted. The real struggle is for the 
undeveloped fields of large expected 
future production. 


V. Water POWER AND TRANSPORTA- 
TION CONCESSIONS 


The development of the raw material 
resources of the world is often de- 
pendent upon both transportation and 
power. The question of transporta- 
tion is simple when there are navigable 
rivers or a sea coast with harbor facili- 
ties. The future development of new 
sources of raw materials must be to a 
large extent in the undeveloped 
interiors. 

Without navigable water facilities 
the question of transportation becomes 
one of railroads and in the case of 
petroleum, pipe lines, Railroad con- 
cessions in economically backward 
areas of the world usually have a close 
relationship with concessions for the 
exploitation of natural resources. For 
example, in the case of the Scuth 
Manchurian Railway, in the case of the 
Shantung Railway, in the case of the 
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Bagdad Railway, and in the case of the 
railway connecting the Katanga copper 
fields with the coast, the concessions 
for the exploitation of mineral re- 
sources were made a part of the con- 
cession to build the railway. 

The Chester concession in Asia 
Minor calls for the building of a net- 
work of railroads in Asia Minor and 
gives to the railroad concessionnaire 
the right to exploit the natural re- 
sources of the district over a strip of 
land for 20 kilometers on each side of 
the right of way. 

Where the grant of mineral and other 
development rights do not offer enough 
inducement to contractors, financial 
guarantees are sometimes offefed by 
governments. ‘This type of concession 
is common in South American countries. 
As far back as 1868 an American en- 
gineer named Wheelwright secured a 
concession for the construction of a 
railroad from Rosario to Corodba in 
Argentina. Provision was also made 
for the ultimate extension of this road 
over the Andes to the west coast. The 
contract provided for the free entrance 
of all materials to be used in connection 
with the construction and equipment 
of the railroad for a period of forty 
years. In addition, the Government 
guaranteed the company an annual in- 
come of 7 per cent on its capital and 
granted to them a strip of land a league 
wide on each side of the railroad. All 
lands necessary for the company’s 
stations, warehouses, wharves and 
offices were also to be provided by the 
Government.!# This type of conces- 
sion is in general typical of the contract 
usually granted for the development of 
railroads in South America. 

The importance of railroads in the 
development of a new country has long 
been recognized and many treaties 

3 Hispanic-American Relations with the United 
States, by William Spence Robertson (1928), pp. 
242-248. l 


Tue ANNALS OF THE AMERICAN ACADEMY 


contain provisions pertaining to the 
construction of railroads in such an 
area. ‘Article 16 of the Berlin Act 
(1885), which provides for the open 
door in the Congo Basin, also provides 
that all railways, roads and lateral 
canals which may be constructed with 
the special object of correcting the in- 
navigability of waterways subject to 
the treaty stipulations are to be con- 
sidered as dependencies of the Congo 
River and equally open to the traffic of 
all nations. Between Mozambique, 
Rhodesia and Nyasaland provision has 
been made that each country might 


build railroads in the territory of the . 


other. In French Somaliland the 
treaty of December 18, 1906, provides 
for the extension of the existing rail- 
road which is to be open on terms of 
absolute equality to the three parties 
to the treaty, 1.¢., France, Great Britain 
and Italy. 

With the development of mineral 
resources in addition to the problem of 
transportation there is the problem of 
power. The development of the min- 
eral resources of the world depends on 
local availability of cheap mechanical 
or electrical energy. This energy may 
be derived from mineral fuel or water 
flowing in surface streams.. Valuable 
mineral deposits have already been 


f 


( 
ha 


q 


discovered in Africa for the develop- / 


ment of which power will be needed. 
Thus far the coal that has been dis- 
covered is not suitable for use in re- 
fining and separating the ore, nor has it 
been found in quantities large enough 
to carry on extensive development 
operations. Africa has, however, ac- 
cording to the most authentic estimates 
that have been made, nearly one half 
of the potential water power of the 
world. Moreover, a considerable part 
of this potential power is located in 
regions which are reported to have 


is U, S. Tariff Commission, Colonial Tariff 
Policies, p. 87. 
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great mineral wealth.“ With these 
few facts in mind the importance of 
concessions for the development of 
water power projects becomes clear. 
The holder of a concession for water 
power rights will be able to control to a 
great degree the exploitation and de- 
velopment of the country. In the 
Congo basin, which according to re- 
ports seems to have the largest power 
possibilities, one concession for water 
power rights has already Jeen granted. 
The Union Minière Company, which 
has a mineral concession covering & 
zone of 60,000 square miles, has also 
secured important water rights in the 
district of Katanga. 

A concession for the establishment of 
an electric power plant of the Yana- 
huanca River in Peru has been given to 
an American company which is ex- 
ploiting the mineral resources in that 
district. 

Because of the enormous capital in- 
vestment involved, the government in 
some localities has undertaken to build 
electric power plants to supply local 
power needs.“ Such an undertaking 


15 U. S. Geological Survey, World Atlas of 
Commercial Geology, Pt II, Water Power of the 
World 

13 “The water power law of Brazil is Portu- 
guese rather than Spanish. The general law of 
water mghts follows that of Argentina. The 
Government is expressly authorized to foster the 
ublization of hydro-electric power for the trans- 
formation into electrical energy, when applied 
to ‘federal’ services. Any excess power from 
such installations may be granted to private in- 
vestors for use in private industries. This 
corresponds to the practice in the United States 
of a construction by the Government of naviya- 
tion dams, and at such height and structure as to 
afford water power in excess of that required for 
nevigation purposes; and the leasing of such 
excess to private enterprises. In Brazil, how- 
ever, 1t would seem that ‘federal’ service is not 
limited to the federal promotion of navigation, 
but may be extended to the federal control and 
use of water powers as such, rather than as 
incidental to navigation improvements.” (Ex- 
tracts from paper presented before the second 
Pan-American Scientific Congress in Washing- 
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has recently been started in New Zea- 
land. An agreement has been con- 
cluded between the New Zealand 
Government and the Auckland Electri- 
cal Power Board whereby the govern- 
ment will commence immediately the 
development of a large hydro-electrical 
power station at Arapuni, about 125 
miles south of Auckland, which will be 
able to suply 15,000 kilowatts of 
power per annum for the use of the city 
of Auckland. 

More and more every day the im- 
portance of water power development 
is being recognized. Laws of many 
countries concerning the alienation 
from the state of water rights are being 
modified in order to permit engineers 
and capitalists to proceed to, develop 
these resources. 


EFFECT or Concessions ow INTERNA- 
TIONAL RELATIONS 


The granting of concessions to for- 
eign capitalists for the exploitation of 
natural resources raises a number of 
questions of world importance. The 
first is the question of the exploitation 
of the human resources of the locality 
affected. Concessions are at times 
granted where there is an abundant 
supply of netive labor. In other cases, 
when the labor supply is deficient, 
plantation or mine owners import labor 
under a contract system. In tropical 
areas the white man is not able to en- 
gage ia manual labor. Therefore, the 
native labor supply becomes essential 
to economic success. The native, 
however, is not always willing to work 
and the wage offered by the foreign 
capitalists is frequently no inducement. 
There has, therefore, been on a number 
of occasions an effort made to force the 
native to labor. This has given “ise to 


ton, D. C., Feb., 1815, by Rome G. Brown, 
Minneapolis, Minn., and reprinted in the 
General Electric Review for May, 1916, p. 402.) 
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what is known as the native labor prob- 
lem and a number of international 
agreements as well as local laws have 
provided for the protection of the 
native and the preservation of his 
rights. 

The granting of concessions also 
raises interesting questions regarding 
the exploitation of the physical re- 
sources of the world. It may be con- 
ceded that this exploitation will and 
should go on; but obviously it should 
not go on unregulated and uncontrolled. 

Concessions should be granted upon 
such a basis that international rivalry 
will be reduced to the minimum. 
There should be, for example, an equal 
opportunity in the exploitation’of the 
natural resources of economically back- 
ward parts of the world, in so far as 
they are divisible and competitive, as 
plantations usually are; and an equit- 
able distribution of thé quantity and 
quality of the product produced under 
larger international concessions when 
the concessions deal with great mineral 
resources of a monopolistic character. 
In addition, concessions for the ex- 
ploitation of irreplaceable natural 
wealth should be guarded in such way 
as to prevent waste and to produce the 
maximum benefit for the locality in 
which the natural resource is located. 

If the world is not ready to adopt the 
principle of international control, the 
principle of the open door at least 
can be extended. In the cases of min- 
eral resources the problem is the most 
complicated. The following sugges- 
tions were made by a Committee on 
Domestic and Foreign Policy of the 
Mining and Metallurgical Society of 
America, in 1921:17 

137 Proceedings of Mining and Metallurgical 
Society, Nov. 15, 1921, Buletin 151. The 
committee consisted of: H. Foster Bain, Director 
of U. S. Bureau of Mines; S. H. Ball, Mining 
Geologist, New York; Van H. Manning, Director, 


Technical Research, American Petroleum Insti- 
tute, New York; George Otis Smith, Director, 
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Any, restrictions, national or interna- 
tional, which interfere with the necessary 
searchitig of the earth are in principle un- 
desirable. We recognize the necessity and 
economic justification, durmg the early 
exploration stage and particularly in the 
case of petroleum, of rights covering large 
areas ineorder to induce and justify the ex- 
penditures necessary for careful exploration 
work in ney regions. Where such conces- 
sions are safeguarded by the stipulation 
that within a limited period of, say, three to 
five years, the,holder must select for reten- 
tion a small percentage of the original ex- 
ploration area, the result is development 
without exclusion. Exclusive concessions 
on large areas without such a reduction 
factor are economically unsound. 
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In regard to this necessary activity of 
exploration we stand for equal opportunity 
and the open door—national and interna- 
tional. Equal opportunity and the open 
door are considered as implying, among 
other things, that, except under conditions 
of national crisis, there shall be no restric- 
tion on the issuance of mining licenses and 
concessions to foreigners or the transfer of 
concessions to foreigners; and that there be 
no, restriction on the nationality of the 
shareholders, managers, or directors in 
companies owning mining and exploration 
rights and concessions, allowing thereby the 
free purchase and acquisition by individuals 
of any nationality. The right of nations 
to control their own natural resources in 
times of war is of course paramount. 
There may be other special and local cir- 
cumstances which might make such control 
desirable in times of peace. For the most 
part, however, all large mineral operations 
are by incorporated companies and the 
company being a creature of the state, the 
state may and usually does define very 
exactly its rights and powers and in this 
way protects its own interest. 


U. 8. Geological Survey; A. C. Veatch, Consult- 
ing Geologist, New York; H. V. Winchell, Min- 
ing Geologist, Los Angeles; Pope Yeatman, 
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Mining Engineer, New York; C. K. Leith (Chair- - 


man), Professor of Geology, University of Wis- 
consin. 
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Where backward countries possess im- 
portant mineral supplies needed by the 
world we can see no escape from the con- 
clusion, whatever the ethical merits of the 
case, that demand will make itself felt 
through political pressure of other countries. 
In such cases we favor jomt action by 
governments to secure equal oppertunities 
for all nationals. If circumstances require 
that pressure be brought by one govern- 
ment the end to be sought should be the 
opening up of the territory not only to the 
government bringing the pressure for its 
exclusive benefit, but to all nationals. Dis- 
regard of this principle has been the cause of 
much international friction. 

* k & 


To accomplish the purpose outlined in 
preceding paragraphs, we urge that the 
United States Government maintain closer 
touch than heretofore with American 
activities in foreign mineral fields. 


+ * x 


In cases of international dispute, and 
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there are many such relating to minerals, 
we further suggest the desirability of 
utilizing international fact-finding com- 
mitlees to ascertain and present the es- 
sential facts, : 


The following rules were proposed by 
the League of Free Nations Association, 
of New York: 13 


(&) No state shall accord to one neighbor 
privileges not accorded to others—this 
prirciple to epply to the purchase cf raw 
material as well as to access to markets. 

(b) States exercising authority in non 
self-governing territories shall not exercise 
thas power as a means of securing a privi- 
leged economic position for their own 
nationals; economic opportunity in such 
territories shall be open to all peoples on 
equal ferms, the peoples of nations possess- 
ing no such territories being in the same 
position economically as those that possess 
great subject empires. Investments and 
corcessions in backward countries should 
be placed under international control. | 


CHAPTER XI 


POPULATION, 


Food!’ and raw material policies are 
not separable from the larger questions 
of population, migrations and race 
rivalry. Jobn Stuart Mill was pes- 
simistic concerning the future of the 
human race. He said:'4° 


In all countries which have passed be- 
yond a very early stage in the progress of 
agriculture, every increase in the demand 
for food, occasioned by imcreased popula- 
tion, will always, unless there is a simulta- 
neous improvement in production, diminish 
the share which on a fair division would fall 


us Department of the Interior, International 
Control of Minerals, by C. K. Leith, p. 10a. 

139 Ses pages 201 and 191 and 210. European 
Agricultural Policies, Dr. F. M. Surface, Depart- 
ment of Commerce; Relation of Population 
Growth and Land Supply to the Future Foreign 
Trade Policy of the U. S., Dr. L. C. Gray, De- 
partment of Agriculture; Discussions on Agricul- 
tural Policies, by W. S. Culbertson. 

40 Mill, John Stuart: Political Economy, 
Chapter X. 
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MIGRATIONS AND RACE RIVALRY 


to sach individual. An increased produc- 
tion, in default of unoccupied tracts of 
ferzile land, or of fresh improvements tend- 
ing to cheapen commodities, can never be 
obtained but by increasing the labor in 
mcre than the same proportion. The 
population must either work harder, or eat 
less, or obtain their usual food by sacrificing 
a part of their other customary comforts. 

a greater number of people can- 
noz, In any given state of civilization, be 
collectively so well provided for as a smaller. 
The niggarcliness of nature, not the in- 
justice of society, is the cause of the penalty 
atiached to overpopulation. It is 
in vain to say that all mouths which the 
increase of mankind calls into existence 
br-ngs with them hands. The new mouths 
require as much food as the old ones, and 
the hands do not produce as much. 


This economic issue lies at the basis 
of humanity’s struggle upward. We 
can very profitably pause at such a 
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point and consider whence we have 
come and whither we are going. The 
19th century gave Western civilization 
vast material wealth. Machinery and 
power applied to raw materials in- 
creased the goods available to man. 
Transportation, new lands, and scien- 
tific methods in agriculture increased 
the food supply. Population increased 
in Western nations. At the same time 
population in Asia continued to press 
upon the economic resources 4! even as 
it has since the desert peoples of 
Central Asia sought better economic 
conditions in the Tigris, Euphrates and 
Ganges valleys. Shall the peoples of 
Asia today continue to be decimated by 
underfeeding, disease and famine; shall 
they migrate, or shall Western industry 
and agriculture be introduced as a 
means of pushing further off the margin 


of subsistence? 


Causes OF MIGRATIONS 


For convenience the term over- 
population may be substituted for 
“pressure of population upon re- 
sources” and overpopulation may be 
defined as that condition which leads 
to emigration on a considerable scale. 
This definition emphasizes the relative 
character of overpopulation, for it is 
relative not only to the resources of the 
country in question, to the state of their 
development, and to the extant of the 
industries supplied by foreign ma- 
terials, but it is relative also to the 
abundance and accessibility of better 
opportunities in other lands. Egypt 
(the inhabited portion), Malta, Ber- 
muda and Barbados have upwards of 
1,000 persons to the square mile, while 
Ireland at the time of the Great Famine 
had only about one fourth that num- 


M Ses page 259. Economic Pressure as a Cause 
of the Revolt of the Asiatic Peoples Against Oc- 
eulental Exploitation, Mr. C. C. Batchelder, 
recently Trade Commissioner of Department of 
Commerce in India. 
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ber; but the former countries continue 
to increase in population, while Ire- 
land’s “population has decreased con- 
tinually (though more and more slowly) 
for the last seventy years. 

No clear line can be drawn between 
emigration due to pressure from within 
and emigration due to attractions from 
without, but the distinction is super- 


fluous, sifice the effects depend upon ` 


the character and quantity of the 
emigration rether than upon the causes 
which produce it. 

It follows from the relative character 
of overpopulation that it may be due 
(1) to no more vital cause than the 
opening or developing of other lands in 
which labor and capital have hopes of 
greater rewards, together with com- 
parative ease of access and a wide- 
spread knowledge of these conditions; 
or it may be due (2) to an increase of 
population outstripping the develop- 
ment of the country’s resources, or at 
least to an increase relatively more 
rapid than the development of certain 
other accessible countries; or (3) to the 
exhaustion or destruction of the coun- 
try’s resources; or (4) to economic 
changes in other parts of the world 
which prevent the country from con- 
tinuing to obtain necessary supplies or 
sufficient markets. These causes may, 
of course, operate in combination. 

The first cause may be illustrated 
from the history of Iowa. That 
prosperous state had in 1900 only forty 
persons to the square mile, but it was 
overpopulated in comparison with the 
easily accessible and well-advertised 
lands of Western Canada, and its 
population slightly decreased in the 
following decade. The second cause 
(as well as the first) may be illustrated 
from the rural sections of many por- 
tions of the world, where especially 


during the spread of the use of ma- ~ 


chinery, the continued development of 
the agricultural resources has required 
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little or no increase in the supply 
of labor, and whence, therefore, there 
has been a steady stream of migration 
to the cities or to undeveloped agricul- 
tural lands. The third cause—the 
exhaustion or destruction of a coun- 
try’s resources—may be due,to the 
working out of mineral deposits, the 
exhaustion of the fertility of the soul by 
poor methods of agriculture’or to the 
encroachment of deserts. The Brit- 
ish have been seriously cqncerned over 
the eventual exhaustion of their coal 
deposits, and some Americans, over 
their forests and their oil supplies. It 
is believed by many that the Sahara is 
encroaching on French West Africa 
and Nigeria, and the Kalahari Desert 
on British South Africa. 

Emigration from one country may 
be the result of economic changes in 
other countries in at least three ways. 
The opening or development of better 
resources of industries may make the 
continued use of the old unprofitable.“ 
The foreign markets upon which some 
part of the population of the country 
depends for its livelihood may be cut off 
through tariff barriers and other forms 
of state aid to industries in other 
countries, or it may be destroyed 
through the impoverishment of its 
customers by war or other causes or be- 
cause of social movements such as that 
which has resulted in restricting world 


12 In The Pulse of Asa (1907), E. Huntington 
attempts to explain the major movements of 
world history by periodic centuries of desiccation 
in Central Asia. 

43 E g., the agricultural lands of Europe suf- 
fered greatly when the lands of the western 
hernisphere became accessible; the rubber of the 
Malaysian estates has nearly killed the collection 
of wild rubber in Africa and Brazil; and tke 
development of Chinese tron and coal resources 18 
likely to affect some of the world’s greatest in- 
dustries as now organized. The difficulties ex- 
perienced by the gold mines of South Africa for 
several years after the war presented a peculiar 


` case in which the unprofitableness was the result. 


of the inflation of European currencies. 
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markets for alcoholic beverages. 
Finally, a country may be adversely 
affected by a failure of the foreign sup- 
plies necessary for its industries. This 
may happen through war (e.g., the cut- 
ting off of Europe’s supply of ectton 
during the Civil War) or from natural 
causes, or by embargoes or other forms 
of state action. Measures of this sort 
are a part of the regular equipment of 
modern wars and have also shown 
themselves in the period since the war 
to a greater extent than previously in 
times of peace. The cutting off of 
foreign supplies by state action mey be 
absolute as by an embargo, or partial, 
as by a limitation of quantity, or 
through some licensing system or the 
imposition of some condition or tariff 
rate. 


Reasons FoR TERRITORIAL 
EXPANSION 


The small extent to which over- 
population was the cause of the parti- 
tion of Africa, Oceania, and part of 
Asia in the last fifty years may be seen 
by a brief mention of the countries 
which made acquisitions. Great Brit- 
ain and France acquired four to five 
million square miles apiece. Com- 
paratively small areas of this were 
adapted to colonization by whites, 
while Great Britain already possessed 


W The effects of the present poverty of Europe 
are well known. ‘The wave of prohibition, how- 
ever, throughout the world has produced serious 
difficulties for ihe wine growers of Europe, and 
the recent tanff war between Portugal and Nor- 
way was due directly to the prohibition legisla- 
tion of the latter. Many ulustrations might be 
given from the protectionist movement of the 
Jast century of the slowing down of an industry, 
if not its recession, through the erection of tanff 
barners and the development of competing in- 
dustries elsewhere; but the development cf rival 
industries requires’ time, and, since the home 
market is usually the major one and only one 
foreign market at a time is closed, it might be 
difficult to crte cases where protective tarifs had 
led directly to emigration irom the countries 
against which they were directed. 
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millions of square miles of temperate 
regions which were practically un- 
inhabited, and France had no surplus 
population which required an outlet. 
Germany and Belgium acquired about 
one million square miles each. The 
acquisition of the Congo was the work 
of Leopold personally with no popular 
support, except what was drummed up 
to aid the King. He regarded the 
Congo as a commercial outlet and a 
field of exploitation and not as a 
colony for Belgian settlers. After 
forty years the number of Belgians was 
(January, 1920) 3,588. 

In Germany alone, of the countries 
which made the major acquisitions, did 
overpopulation play an important part 
in the discussion of colonial questions. 
The German possessions, except Samoa 
and Kiaochow, were acquired in the 
eighties when the emigration from Ger- 
many was at its maximum and was 
causing serious concern. There was 
much talk of the loss to the Fatherland 
of the hundreds of thousands who were 
leaving to settle under other flags, and 
public opinion undoubtedly supported 
the colonial policy in large degree be- 
cause it regarded the colonies as po- 
tential lands of German Kultur. But 
Bismarck was opposed to aiding emi- 
gration even to German colonies, and 
was influenced by many other motives 
in yielding to public opinion in the 
matter of acquiring overseas posses- 
sions. At the outbreak of the World 
War, there was less than 30,000 whites 
, in the German colonies including the 
German garrisons. 

Italy, Spain and the United States 
made minor acquisitions in the period 
under discussion. Overpopulation per- 
formed no part in the annexation of 
Hawaii, Porto Rico and the Philippines. 
In Italy and Spain efforts have been 
made to direct emigration to Eritrea 
and Libia and to Spanish Morocco; but 


a consideration of the circumstances in 
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which these territories were acquired 
leads tọ the conclusion that certainly 
in the case of Spain, and probably in 
the case of Italy, their acquisitions 
should not be interpreted as an expres- 
sion of the need of population for an 
outlet. ¿In any event the territory ac- 
quired has not actually served as an 
outlet. 2 

In the period of 1875-1914 European 
powers and the United States acquired 
territory fora strategic reasons, as a 
solution to frontier difficulties, because 
of the ambitions of statesmen and sol- 
diers, because of the desire to control 
markets for manufactured goods and to 
prevent other powers from seizing and 
exploiting them, and in order to procure 
raw materials, to safeguard: invest- 
ments, and to obtain concessions. 
There were few, if any, cases in which 
new territory was annexed as a direct 
result of the movement of population 
into that territory. The wars of the 
period were in the Balkan States, and 
between Russia and Turkey, Japan 
and China, the United States and 
Spain, Great Britain and the Boer 
Republics, Russia and Japan, and 
Italy and Turkey. These wars all 
resulted in territorial changes and most 
of them might be denominated colo- 
nial wars, but none of them was 
primarily a war for the acquisition of 
territory for the expansion of a crowded 
population. 


OVERPOPULATION OF EUROPE Not APT 
TO Cause INTERNATIONAL FRICTION 
An examination of emigration figures 
discloses immediately that practically 
all of Europe and a large part of Asia! 
are overpopulated in comparison with 
16 In the case of Asia a relatively smaller 
emigration is taken to show overpopulation, 


partly because various parts of the world are 
closed to Asiatics, partly because of the ignorance 


of the people in regard to conditions outside, and ` 


partly because so many millions are so obviously 
at the edge of the minimum of subsistence. 


A 
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_ other parts of the world. Pre-war 
- figures show considerable’ emigration 
from all countries of Europe, except 
France and Germany. The disorgani- 
zation of German industries will prob- 
ably renew the streams of emigration 
from that country. The overpopulation 
of Europe, however, is not apt to result 
in serious controversies or conflicts. 
Outside of the British self-governing 
Domuinionsand the French North African 
possessions there are few qolonial areas 
of consequence suited for colonization 
by whites, and in so far as pressure of 
population is the cause of international 
difficulties these difficulties are not 
more apt to arise in colonial possessions 
than in independent countries. Emi- 
gration from Europe is largely to the 
United States and parts of South 
America. In these countries large 
numbers of immigrants already reside 
who interpret the country to the new- 
comers and thus lessen the friction. 
The countries to which the emigrants 
go in greatest numbers have stable 
governments, rendering improbable 
many classes of disorders which might 
result in controversies. 


ORIENTAL OVERPOPULATION 
DIFFERENT 


The problem presented by India and 
China differs in no less than six re- 
spects from that presented by Europe: 

1 The standards of living in Asia 
are much lower than in Europe. 

2 The masses of population are 
much greater. 

3 The racial differences between 
Orientals and Occidentals lead to 
greater hostility against the intrusion 
of the former among the latter than 
does that of foreigners of the same 
races.” | 


16 The Caucasian element among the Hindus 
has been exaggerated; in any case it is popularly 
ignored and, therefore, has no bearing on the 
question. 
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4 The ancestor worship and chid 
marriage of tae Orient tend to prevent 
a decrease in the birth rate and con- 
sequently an increase in the standard 
of living; and the adoption of Western 
sanitation and medicine will cut down 
the death rate and tend to lead to a 
more rapid increase of the population.” 

5 India, and, to a smaller extent, 
China, can supply vast numbers of im- 
migrants who can live in tropical 
climates. 

6 Indians and Chinese are already 
practically excluded from some of the 
most desirable parts of the earth. 

The lowness of the Asiatic standard 
of living makes it economically un- 
desirable and politically impossible to 
admit Oriental laborers to Occidental 
countries in the same numbers as 
European immigrants. But even if 
migration were permitted it would not 
solve the difficulty. The mass of the 
Asiatic populations and their low 
standard, taken in connection with the 
tendency which Mill noted for the 
lower classes to multiply up to the 
limit of the existing standard, lead to 


147 There is, however, some doubt that Oriental 
populations have continuously increased in 
previous centuries, or that ancestor worship will 
maintain itself in the face of rationalism and 
Neo-Malthusianism, or that the practical appli- 
cation of sanitation and medicine will spread 
more rapidly then higher standards of living. 
The population o: India increased between 1911 
and 1921 only from 816 millions to $19 millions, 
or less than 1 >er cent. The experience of 
Hawaii, especially, may be cited to show that 
Orientals do adopt Western standards of living 
when the opportunity presents itself. It will be 
seen, however, that the points made in this 
footnote relate rather to the future operation of 
the fourth difference enumerated than to its im- 
mediate effectiveness. 


48 The contrast in this respect is not so great 
as before the war; for instance, Canada has 
prohibited the immigration of illiterates, and the 
United States excludes great numbers by its 
quota law. Seean Italian complaint of action in 
Brazil and elsewhere, in The Economic Review of 
the World, November 4, 1921. 
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the conclusion that continued emigra- 
tion, even in numbers much greater 
than those which have ever left Europe, 
would probably not produce a per- 
ceptible effect in Asia. If for a decade 
the world’s passenger ships should carry 
emigrants from Asia, the transfer of 
population might produce serious eco- 
nomic and social consequences in the 
countries which received these millions 
of Asiatics; but in Asia the effects 
would probably be indiscernible, since 
any lessening of the pressure would be 
immediately taken up by an increase 
of the population—an increase which 
would not (and could not) have taken 
place otherwise. The pressure of Asia 
upon its resources cannot be cured by 
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Certain Caribbean countries 


Most of Oceania . 806,000 
Southeastern Asia . 550,000 
Southwestern Asia... : 1,000,000 
East Africa. . 1,300,000 


Approximate totals . 8,800,000 


transferring its millions elsewhere. 
The opening of the United States and 
other countries to Asiatics would prove 
a futile palliative in the solution of a 
problem which requires an Immense 
educational effort and a change of 
habit in Asia’s hundreds of millions. 
The capacity of the Indians and 
Chinese to settle in the tropics widens 
the area of the territory in which Asi- 
atic immigration is or may become a 
problem, but this very fact may aid in 
the solution of the problem in tem- 
perate regions. Similarly, the fact 
that Asiatics have already been ex- 
cluded from many parts of the earth, 
while it has already caused difficul- 
ties, may prove the means of avoid- 
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ing greater difficulties in the future. 

Asiatics are excluded today from the 
United States, from the British self- 
governing Dominions including such 
tropical areas as northern Australia, 
Papua and New Guines, from Java, 
from the Philippines and Hawaii and 
from certain other areas. ‘The only 
temperate, regions still open to Asiatic 
migration are Northern Asia and the 
comparatively small part of South 
America whtch is in the temperate 
cone. 

The tropical or semi-tropical regions 
to which Asiatics have already migrated 
either voluntarily or as recruited 
laborers, and which are still open to 
them, include: 


POPULATION 
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800,000 6 297,000 
18,000,000 4 500,000 
29,000,000 53 1,600,000 
18,000,000 18 oh, Wis 
18,000,000 14 43,000 
85,000,000 22 2,500,000 





These regions already contain some 
24 millions of non-native Asiatics. 
But as the total area is greater than 
that of India and China proper com- 
bined (3,800,000 compared to 3,300,000 
square miles) and the average density 
of the existing population is only one 
ninth as great (22 as compared to 
about 200 to the square mile), these 
territories might obviously absorb a 
large fraction of the populations of 
India and China. In certain small 
areas of the territories under discussion 


the native population is known to > 


have decreased in recent decades, 


and throughout the region as a- 


whole plantation laborers are in de- 
mand. 
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POLICIES AS TO ASIATIC 
IMMIGRATION 


Of the various policies which are or 
might be pursued in regard to Asiatic 
immigration three may be briefly dis- 
cussed—recruiting with unrestricted 
immigration, regulation and ‘prohibi- 
tion or exclusion. 

1. Recrurting 

Recruiting is generally the policy of 
plantation owners or mine owners and 
may be illustrated from the history of 
South Africa, Fiji, Hawaii and British 
Guiana. It introduces Asiatics sooner 
and in larger numbers than they would 
have come voluntarily and to it may be 
attributed the presence of Asiatics in 
the more distant places such as the 
Caribbean countries, Fiji and South 
Africa. After they have become fa- 
miliar with the country and its indus- 
tries the Asiatics become permanent 
settlers and currents of immigra- 
tion are produced. Recruiting fol- 
lowed by unrestricted immigration or 
even the latter alone in the nearer 
regions where the Asiatics have long 
been present will almost inevitably 
give the predominance in point of num- 
bers to the East Indians and Chinese. 
This predominance of Indians and 
Chinese is already seen in the Straits 
Settlements and Mauritius, and in 
most of the other East African and 
Oceanic territories they outnumber the 
whites. With the increasing political 
consciousness and power of Indians and 
Chinese, predominance in numbers 
must eventually raise the question of 
the passing of political control from 
whites to Asiatics.14° 


149 Tf India attains a practical independence, it 
is not unlikely that it will demand control over 
or’ some form of coöperation with Mauritius, the 
Seychelles, the Fiji Islands, and other territories 
in which the number of Indians greatly exceeds 
that of the whites. Unless self-determination 
is to be denied to Asiatics, the only means of 
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2, Regulation 


The purpose of regulation might be 
to limit the number of Asiatics who 
might settle in a territory, but the 
purpose is usually the prevention of 
their permanent settlement by provid- 
ing for their return to their native 
lands either at the close of a period of 
indenture or after a period otherwise 
defined. The advantages of this policy 
are that it allows the importation of a 
labor supply for the development of the 
country, or it allows the voluntary co- 
operation of Asiatics in trade and de- 
velopment, as in the Philippines. It 
may be defended as preserving the 
rights of the native populations and 
safeguarding them from excessive 
competition, while from the point of 
view of Indians and Chinese it is less 
harsh than total exclusion. On the 
other hand, it advertises the country 
among Asiatics and stimulates their 
desire to take part in exploiting its 
wealth, and thus possibly tends to 
arouse an even greater dissatisfaction 
than does a policy of total exclusion. 


3. Prohibition 

Prohibition ®® is the policy of coun- 
tries in control of a settled population 
as distinguished from territories ex- 
ploited by the plantation system. It 
prevents any appreciable admixture of 
Asiatics in the population if applied 
early enough as in New Zealand; and if 


' preventing this result would seem to be to Eu- 


ropeanize the Indians in these territories as 
rapidly as possible and develop in them a senti- 
ment of nationality distinct from that of their 
forebears on the mainland. The attitude of the 
colonial official and of the European planter is 
usually not conducive to this result. It may be 
surmised that the real reason for the detachment 
of Aden from the Presidency of Bombay was to 
preserve it from the Empire, when India becomes 
independent. 

150 No absolute prohibitions are in force against 
Asiatics as such, for scholars, merchants, women, 
and others are allowed to enter and reside in the 
countries whose exclusion laws are mos: severe. 
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combined with other measures for re- 
moving those already present, it may 
achieve a similar result. The latter is 
apparently the policy of South Africa, 
though it is not expected to obtain the 
repatriation of the whole Indian popu- 
Jation of South Africa. The dis- 
advantage of prohibition or exclusion is 
its harshness, which is not unnaturally 
resented by Asiatics. In territories al- 
ready densely populated, such as Java, 
or which are more or less rapidly filling 
with white populations as California 
and South Africa, these populations not 
unnaturally feel that the policy of 
exclusion is reasonable. But as ap- 
plied to northern Australia and other 
unoccupied territories the Asiatics 
have reason to feel perhaps not less 
strongly that the policy is selfish and 
unreasonable. ‘The Australians seem 
to feel the force of this point of view 
and by constant talk of the necessity of 
filling their unoccupied territory lest 
their right to keep it be challenged, 
virtually encourage the Asiatics to 
demand access to these territories. 
And as these empty regions are among 
the closest, both to India and to China, 
it is not improbable that the final 
“showdown” as to the power of the 
white man to reserve to himself abun- 
dance of territory, while keeping the 
Asiatic crowded and confined, may 
take place in relation to these territories. 


Tas POLICY OF THE UNITED STATES 


The details of America’s policy 
toward Asiatic immigration 1s not 
relevant to this discussion. In an 
early treaty (1868) with China the 
United States Government recognized 
the right of unrestricted movement of 
peoples in these words: 


Art. V. The United States of America 
and the Emperor of China cordially rec- 
ognize the inherent and inalienable right of 
man to change his home and allegiance, and 
also the mutual advantage of the free migra- 
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tion and emigration of their citizens and 


subjects respectively from one country to . 


the other for purposes of curiosity, of trade 
or as permanent residents. The high con- 
tracting parties therefore join in reprobat- 
ing any other than an entirely voluntary 
emigration for these purposes. ju 


But when the movement of Eastern 
peoples across the Pacific became a 
practical Question, our exclusion laws 
were passed. The entrance of Japanese 
into the Uned States is governed by a 
“gentleman’s agreement,” under which 
Japan exercises a control in accordance 
with the policy of the United States 
through the issuance of passports. 

The Philippine Islands exclude 
Chinese as permanent residents, but 
there are thousands of Chinese in the 
Islands temporarily and others ac- 
quired the right of residence before the 
exclusion act was passed. Their total 
number is 55,200.47 The Chinese are 
substantially all middlemen and mer- 
chants, never laborers or promoters, 
and they have in their hands a large 
part of the ‘trade both foreign and 
domestic. There are also in the 
Philippines 12,600 Japanese and some 
large enterprises are controlled by them. 
Japanese capital invested in the Islands 
was estimated by the Governor-General 
at about 66 million dollars out of a total 
of 900 millions invested by nationals of 
Great Britain, the United States, 
Germany and Japan.* As long as the 
Philippine Islands are possessions of 
the United States it may be assumed 

il Malloy: Treaties, Conventions, International 
Acts, Protocols and Agreements Between the 
United States and Other Powers, 1776-1908, Vol. 1, 

. 285. 
7 u2 The figures for the number of Chinese and 
Japanese now in the Philippines are taken from 
the Report of the Special Mission on Investiga- 
tion to the Philippine Islands, 1921. The report 
points out that 8,123 Chinese filed income tax’re- 
turns and only 3,667 Filipinos. 

1583 Report of the Governor-General, 1919, pp. 


10, 19. 
1 Ibid., p. 10. 
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' that no overwhelming wave of Asiatic 
immigration will be allowed, The 
density of population—86 per square 
mile—is already greater than that of 
any other part of Oceania except Java. 


Tus POLICY oF THE BRITISH 
DoMmINIONS 


Asiatics are more or less effectively 
excluded from the four great self- 
governing British Dominions, as fol- 
lows: Australia and Nev Zealand re- 
quire applicants for admission to pass a 
test in the writing of a European 
language; New Zealand also requires 
an entrance fee of £100 and Australia 
has other restrictions, e.g., relative to 
contract labor. Since 1904 Canada has 
required a payment of $500, and from 
December, 1913, successive Orders-in- 
Council have prohibited the landing in 
British Columbia of skilled and un- 
skilled artisans.“ In 1904 South 
Africa totally excluded adult male 
Chinese and in 1918 extended the 
prohibition to all male Asiatics over 
sixteen years of age! The Indian 
Government, resenting the treatment 
of Indians in South Africa, had already 
prohibited the recruiting of Indian 
Jaborers and the last shipment had left 
for South Africa in June, 1911. 

Indians were introduced into South 
Africa in 1860-66 and in 1874-1911, 
and the census of 1911 showed that 
64,000 out of a total of 150,000 had 
been born in South Africa; but the 
Indian Commission recommended 
(1920) the repatriation of a large part 
of the total number. Five sixths of the 
Asiatics in South Africa are in Natal, 
where there were in 1911, 183,000 
Indians and only 88,000 whites; but 
since 1911 the number of Indians has 
been decreasing. Except in South 


1% Canada Yearbook, 1915, p. 110; 1919, p. 
122. 

186 Official Yearbook of South Africa, 1918, p. 
186, 
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Africa small numbers—up to a few 
thousand a year—of Asiatics are in 
various ways admitted to the different 
Dominions. 

Kenya and Uganda, Tanganvika, 
Nyasaland, Mozambique and Mada- 
gascar on the East Coast of Africa 
present an area of some 1,300,000 
square miles inhabited by only about 
18 million people or 14 to the square 
mile. Most of this territory is in the 
tropics where, except for limited areas 
of high plateaus, it is unsuited for white 
settlers. Indian immigrants have a 
foothold in all these territories. for 
nearly all of the Asiatics are East 
Indians.” They are largely peddlers 
and small traders and most of the 
retail trade of the country is in their 
hands, 

The peoples of India regard the race 
question in Kenya as a test case. The 
Round Table says: 

The Indian regards Kenya Colony as a 
test case by which to prove the sincerity of 
his admission to the rights of Empire citi- 
zenship which were, he points out, ad- 
mitted by the Imperial Conference in 1921. 


In this connection, Article VII of the 
British Mandate for Tanganyika is 
pertinent. It reads:18 


The Mandatory shall secure to all na- 
tionals of States Members of the Leazue of 
Nations the same rights as are enjoved in 
the territory by his own nationals in respect 
of entry into and residence in the territory, 
the protection afforded to their person and 
property, the acquisition of property, 
movable and immovable, and the exercise 
of their profession or trade, subject only to 
the requirements of public order, and on 
condition of compliance with the local law. 


The real issue in Kenya is not pri- 
marily between the whites and the 


187 Round Table (London), June, 1928, p. 507. 
See resolution cf Imperial War Conference, 1918, 
on Restriction of Immigration. 

188 League of Nations Official Journal, 8rd year, 
No. 8 (Part II), August, 1922, p. 867. 
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Asiatics, but between these two groups 
on the one side and the native African 
on the other. 

The future importance of the exclu- 
sion of Asiatics from northern Australia 
transcends all other race issues. Sir 
Joseph Cook, Australian High Com- 
missioner in England (former prime 
minister of Australia), stated in an 
interview in London, quoted in the 
Christian Science Monitor (Boston) of 
February 20, 1922: “We mean to keep 
Australia white and for preference 
would have a white British Australia, 
although we welcome all good citizens 
from any white country.” This state- 
ment is in line with previous prongunce- 
ments by responsible Australian politi- 
cal and governmental authorities. 

The only important politician who 
has opposed this policy, at least within 
recent years, is H. N. Barwell, premier 
of South Australia, who would admit 
Asiatics to the tropical Northern Ter- 
ritory, which formerly was a part of 
South Australia but is now a separate 
territory administered by the Federal 
Government. Only 4,000 whites live 
in the Northern Territory, which has an 
area of 528,000 square miles. It is 
believed by most Australians that the 
Northern Territory is not and never 
will be a “white man’s country,” and 
Premier Barwell proposes to allow 
Asiatic immigration into that territory 
—perhaps also into northern Queens- 
land and into the tropical section of 
Western Australia, but to permit none 
to come south of a certain line. Few 
leaders agree with him as, to the 
feasibility of keeping Asiatics, if ad- 
mitted, within such bounds, and Mr. 
Barwell himself as recently as January 
10, 192%, declared his opposition to al- 
lowing any Asiatics in the temperate 
parts of Australia. 

Each of the several colonies forming 
the Australian Commonwealth had 
prohibited or restricted immigration of 
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Asiatics. These laws were superseded 
after the Federation by the common- 
wealth immigration law of 1901, 
amended in 1905, 1908, 1910 and 1912. 
The federal law does not expressly ex- 
clude Asiatics. It excludes criminals, 
personse suffering from unwholesome 
diseases, etc., and “any person who 
fails to pasg the dictation test, that is to 
say, who fails to write out not less than 
50 words of a language prescribed by 
regulation win dictated to him by an 
officer administrating the Act.” It is 
under this last clause, which gives the 
administrating officer wide discretion, 
that Asiatics are kept out of Australia. 
It is officially stated®* that in general 
practice the dictation test is not im- 
posed upon persons of European race. 

Official commonwealth statistics 
show that at the time of the last census 
98 per cent of the total population of 
Australia has been born either in 
Australia or in the United Kingdom. 
The largest non-British element in the 
population was German: three fourths 
of one per cent. 

Sir James Mitchell, premier of 
Western Australia, in a speech at 
Bradford, England, May 25, 1922, 
quoted in the Daily Mail of May 26, 
said that, while Australia would al- 
ways do her utmost in an emergency, 
she could not hold the country with 
five and a half million people and must 
have England’s assistance in increasing 
her population in the next twenty or 
thirty years. Increase of population in 
Australia, by immigration, has averaged 
in the past five years only about 20,000 
per annum (excess of arrivals over 
departures). Increase by excess of 
births over deaths has averaged about 
75,000 per annum. In face of the 
expansion of Asiatic populations, deep- 
seated fear of Asiatic aggression agitates 
all Australian statesmen, who feel that 


88 See Commonwealth Yearbook No. 12, 1919, 
p 1167. 
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without the protection of the British 
Navy the danger might become im- 
mediate. They appear to be de- 
termined to oppose in every possible 
manner any such “peaceful penetra- 
tion” as might result from any relaxa- 
tion of the present policy of %igorous 
exclusion of Asiatics. 


FACTORS IN THE ASIATIC IssuEr 


Exclusion laws are the product of a 
situation which should” have the 
thoughtful, earnest consideration of 
the people of both the East and the 
West. They dam the tide; they do not 
touch the issue in the background. 
Factors in the issue are: 


(a) Population presses on the re- 
sources of a country and people in- 
stinctively are driven to seek better 
feeding places. When the margin of 
subsistence is reached, as it has been 
in many parts of Asia, thousands die 
from disease and famine but, if knowl- 
edge of better opportunities in other 
lands is available, the desire to mi- 
grate arises, and sometimes great 
masses of people move blindly. 

(b) When the Asiatic tries to mi- 
grate, he finds that the white race has 
Signs up in certain valuable areas tell- 
ing him to keep off. As Asiatic peo- 
ples become more conscious of their 
nationality, this policy of the white 
race is resented not only by individ- 
uals but by whole races. The fact 
that parts of Asia and South America 
in the temperate zone and large areas 
in the tropics are open to Asiatics does 
not greatly lessen this resentment. 
But mere migration is not an ultimate 
solution of the problem. 

-(c) Asiatic resentment is not only 
against laws and regulations restrict- 
ing the migration of Asiatics but 
against Occidental commercial and 
financial methods and against Oc- 
cidental ideas. Asiatics by no means 
admit the superiority of our civiliza- 
tion over theirs. Nor are they in 
most cases anxious to follow the meth- 
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ods of the West. The most thought- 
ful of them resent our materialistic 
philosophy, our standardized exist- 
ence, and the very conception of life 
in the West.'® 

(d) Nevertheless, the industrializa- 
tion of the East under the leadership 
of the West goes forward. Western 
capital and commerce are introducing 
capitalistic methods into the Eastern 
countries. Great quantities of ma- 
chinery—textile, electrical, and other-~ 
wise—-are being exported to Asia. 
Japan has taken over completely the 
business methods and the material 
structure of our Western economic 
life. In India the cotton manufactur- 
ing industry is gradually taking from 
Lancaghire its markets. 

(e) the next few decades the 
forces in Asia now operating at times 
at cross-purposes and without direc- 
tion may converge. They are: the 
overwhelming man power of Asiatic 
countries, the growing consciousness 
of nationality and unity among Asiatic 
peoples, and the adoption of the ma- 
terial methods and concepts of West- 
ern civilization. Suppose these forces 
do converge and Asia as a whole 
adopts, as Japan has done, the im- 
perialistic methods of the West? 
Exclusion laws and regulations will 
then be flimsy barriers. 


Before this time comes we shall be 
wise if we consider, not only for our 
own but for Asia’s good, what our 
material civilization really leads to and 
to what extent it should be thrust upon 
the Asiatics. 


Same CONCLUSIONS 


Our material civilization is not above 
criticism. We should not insist upon 
other peoples in every quarter of the 
earth accepting it. Our economic 
progress has, it is true, achieved much. 
Nothing will be gained by turning back. 
We must get on. The question is 

160 Peffer, Nathaniel: “The Real Revolt against 
Civilization.” The Century Magazine, February, 
1923. 
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whither? No simple formula will solve 
this problem—as complex as human 
society itself. But a few conclusions 
are obvious. Western nations should 
stop wasting the lives and wealth of 
their citizens in internecine strife. 
The white race is exhausting its vitality, 
morale, and material goods over such 
issues as the Ruhr, and the Eastern 
peoples not only smile at our professions 
of Christianity but bide their time. 
Western peoples should also begin to 
realize that they can learn something 
from the people of the East. We do 
not live by bread alone. Life is more 
than meat and the body than raiment. 
We can begin to solve the gréat issues 
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between the East and the West only 
when ye develop toward the East an 
understanding and a sympathetic 
mind. 

Then there may be a way out. The 
problem m the East is how to give 
those teeming millions in some degree 
the material comforts which we enjoy 
and not at the same time destroy the 
spiritual verities of their civilization. 
The problem in the West is to prevent 
our materia® civilization from breaking 
down in quarrels among ourselves or in 
struggle with the peoples of Asia and to 
benefit from the art, the calm reserve, 
and spiritual understanding of the 
civilization of the East. 


CHAPTER XI 
THE LIMITS OF NATIONALISM 


Imperialism is the overseas economic 
expression of Western civilization. It 
has brought into existence the two 
great conflicts which constitute the 
major problems of the modern world. 
The first is the conflict between indus- 
trialized nations for the control of 
markets and sources of raw materials, 
for opportunities to invest capital, for 
the facilities of international communi- 
cation, for colonies, and for spheres of 
influence in economically backward 
areas of the earth. The second con- 
flict is between the peoples of the Occi- 
dent and of the Orient. The former 
rests on the conception that a nation 
under modern conditions cannot be a 
first-class power unless it has economic 
strength. The latter arises from the 
resentment of Asiatic peoples against 
Occidental exploitation and from the 
economic pressure of population on the 
resources of Asia. 


THe Facts ÖF IMPERIALISM 
In considering imperialism it is 
highly important first of all to under- 


stand just what this movement is. 
Little is gained by undiscriminating 
condemnation. The methods of im- 
perialism have served, one must admit, 
in many ways to develop the world 
economically. At this stage of the 
world’s progress probably no better 
methods are possible. The choice is 
between employing them or standing 
still. Indeed, it is not a choice at all, 
for forces are operating which inevitably 
bring about the economic expansion of 
those nations which have adopted the 
capitalistic methods of production and 
distribution. Upon this expansion fol- 
low new issues and results. 

No progress in comprehending mod- 
ern industrial problems can be made by 
mere denunciation of imperialism as 
buccaneering. Imperialistic methods 
undoubtedly have been misused. Pri- 
vate enterprises have been employed as 
smokescreens behind which aggressiye 
political policies have been furthered. 


Such use of commercial and financial ` 


power should be condemned unquali- 
fiedly, but deliberate economic pene- 
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tration is not to be confused with legiti- 
_mate business enterprises in regions 
where the government is weak and re- 
sources are relatively undeveloped and 
where it is desirable for the home gov- 
ernment to retain some oversight of the 
activities of its nationals and to gee that 
they get fair play. Complications 
may, in this manner, be avoided and a 
semblance of regulation introduced into 
international relations which other- 
wise would be left largely #1 a state of 
anarchy. No useful purpose, it should 
, be repeated, i3 served by general denun- 
ciations of foreign trade and finance. 
It is incumbent on those who do not 
like them to point out constructively 
the way to some better method for 
getting on. 

Moreover, we cannot understand our 
world by continually trying to explain 
away economic rivalry or by dressing 
up modern imperialistic policies in the 
robes of disinterested justice and 
liberty. Surely Sir John Cadman, 
President of the Institute of Mining 
Engineers of Great Britain, does not 
expect full acceptance of his statement 
that the “principal object” of the San 
Remo oil agreement “was to secure an 
arrangement that would be of lasting 
_benefit to the Arab state when con- 
stituted.”61 We should be candid 
with ourselves. Nations as such, as 
distinguished from self-sacrificing in- 
dividuals and private humanitarian or- 
ganizations, do not engage in altruistic 
enterprises in parts of the world where 
they neither have nor seek material in- 
terest. The United States is interested 
in the Caribbean countries and in the 
Panama Canal because complications 
there concern directly our prosperity 
and our security. Great Britain is 
interested in the Near East because she 
desires to safeguard her communica- 
tions with India and with other markets 

16 Mining and Metallurgy (New York), 
February, 1922, p. 8, 


125 


and her access to the sources of raw ma- 
terials, including petroleum, in the 
Middle East. ‘The Mesopotamian 
campaign has even been described as 
“the one sound commercial enterprise 
of the World War.’’!® 

These comments are not made either 
in defense or in condemnation of im- 
perialism. We cannot, however, make 
any progress toward correcting the 
evils of existing international relations, 
or toward abolishing harmful im- 
perialistic practices entirely if we 
continue, as the spokesmen of all na- 
tions do, to inject into the situation 
professions o7 fictitious morality. Once 
we get over the fright that the mere 
mentio of imperialism occasions, and 
once we recognize that material factors 
among many others affect the poticies 
of states, we shall be able to consider, 
with some prospect of success, measures 
to regulate international relations and 
to set up machinery which will assist in 
the adjustment of international dis- 
putes. Imperialism represents a stage 
in the world’s economic development. 
It is not an end in itself. If it has 
failed to work in the modern world, 
constructive thinking must point the 
way to better methods for developing 
the world economically and for im- 
proving the material environment in 
which mankind shall live. 


Tue Nation Is ran Basic Unit 


In devising a plan of coöperation by 
which the conflicting world forces of 
our present day may be reconciled it is 
not only necessary to face the hard and 
brutal facts of imperialism, but we 
must begin to build at the foundations 
and with the materials at hand. Any 
practical solution of the world’s prob- 
lems must begin with the recognition of 
the nation as the basic unit in our 
present civilization. Not only is the 

1@ Eckel, Edwin C.: Coal, Iron and War, 
(1920) p. 180. 
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sentiment of nationality a strong emo- 
tion which cannot be successfully de- 
fied, but even were it possible, it would 
be most unwise to defy it, for it is 
probably the soundest basis upon which 
to rest a plan for world peace. Pro- 
posals for the regulation of clashes of 
national interests have not infrequently 
been associated with a sentimentalism 
that casts reflections on many of the 
things which national loyalty holds 
sacred. While it may be useful to de- 
stroy some excrescences, for instance, 
by criticizing certain unintelligent 
features of patriotism or by showing 
how the emotions of a people are played 
upon. by information wholly at variance 
with the facts, nevertheless pdétriotism 
—intelligent patriotism—is too deep- 
seated, too fundamental for us to at- 
tempt to build on any other foun- 
dation. Much that is valued and 
important in modern civilization has 
been developed and fostered by na- 
tional governments. Around nations 
have gathered modern conceptions of 
_ law, literature and culture. Many 
problems of a local character can be 
handled only by national governments. 
The basic rights of individuals ih most 
cases depend for their security upon 
national guarantees. Therefore, any 
plan of world development which 
leaves out of account the nation is 
certain to prove unworkable. 


Tas Limits or NATIONALISM 


The second truth to be recognized is 
that nations cannot successfully act 
alone in many clashes of national 
interests. Attempts of nations acting 
separately to control essentially world 
affairs have failed and always must fail. 
Nationalism is efficient and effective in 
some matters and up to a certain point. 
But beyond that, acting alone, it breaks 
down. In such cases the greater the 
effort toward a nationalistic solution 
the more inevitable becomes a resort to 
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arms, or at least to the bloodless im- 
perialism of the stronger powers. 
Mlustrations will make this conclu- 
sion clearer. The tariff admittedly is 
a highly nationalistic measure. The 
heights of tariff rates are regarded as 
primarily of national, not’ interna- 
tional, concern. Nations, while at 
times giving consideration to the tariff 
as a meahs of promoting export trade, 
fix their tariffs chiefly in accordance 
with theirs own fiscal or industrial 
needs. Serious tariff wars, however, 
have resulted from a belief that the 
general non-discriminatory rates of one 


country were unnecessarily burden- . 


some to another. High duties im- 
posed by Italy on silk and woolen goods 
in 1887 were resented by France and 
led to a tariff war. Similarly, Switzer- 
land refused to aécept all the minimum 
rates fixed by France in her tariff of 
1892 and a tariff war ensued as a result 
of which France was forced to modify 


her position. The rates in the Areri- | 


can tariff of 1897 aroused resentment in 
Europe and led to threats of retalia- 
tion, although the rates were equally 
applicable to all countries. The re- 
taliatory provisions in Section 3 of the 
American Tariff Act of 1890 and in 
Section 3 of the American Tariff Act of 
1897 were based on the theory that if 
foreign rates (even though non-dis- 
criminatory) were deemed by the 
President to be “reciprocally unequal 
and unreasonable,” the President might 
impose penalty duties on the imports 
into the United States from the of- 
fending country. Nationalism, then, 
even in the fixing of high tariff rates, 
has limits. 

National control even more clearly 
reaches its limit when tariff discrimina- 
tions are considered. In 1898 Great 
Britain terminated its treaty with the 
German Zollverein in which it guaran- 
teed “national treatment” to German 
goods in its colonies, that is, the same 
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treatment as that accorded to British 
goods. In the same year Canada 
granted preferences to British goods 
and did not extend the preferences 
to Germany. A tariff war between 
Canada and Germany followed. Ger- 
many saw in Canadian preferepces a 
first step toward a plan for British im- 
perial commercial union detrimental to 
her trade. Canadian goods Were de- 
clared subject to the highest or general 
tariff in Germany. When régotiations 
proved fruitless, Canada in 1903 im- 
posed surtaxes on German goods. 
Finally, in 1910 the German Govern- 
ment yielded and granted Canada 
most-favored-nation treatment on the 
important items of Canada’s export 
trade. This incident was one of the 
many which contributed to the convic- 
tion of Germany that her industry and 
trade would be secure only when 
backed by political power and con- 
trol. 

Under the modern capitalistic sys- 
tem industries produce for the purpose 
of selling at a profit. Markets are, 
therefore, of vital importance. They 
were to Germany and, as in the cases of 
the tariff war with Canada, the need of 
them shaped her commercial policy. 
We take for granted, when under the 
influence of nationalistic commercial 
aims, that our Government will pro- 
mote foreign trade and afford security 
to our industries in foreign markets. 
The very nature of capitalistic produc- 
tion urges its leaders to search for new 
markets and for new sources of raw 
materials. Business men very often 
do not realize the nature of the prob- 
lems in international trade created by 
the ordinary processes of buying and 
selling. They are, however, zealous in 
seeking government support in further- 
ing their economic activities in foreign 
countries. Actual discrimination or 
exclusion or even the fear of such leads 
business groups in industrial countries 
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to seek the influence of their govern- 
ment in their behalf. 

Under modern conditions not only 
does business profit by the support of 
governments but governments depend 
to a large extent for their power upon 
the economic resources which they or 
their nationals control. Japanese 
leaders, for example, when the modern 
development of that country began, 
quickly saw that they would not be 
able to obtain a place of equality in the 
world’s councils unless they acquired 
the industrial equipment of Western 
nations. Japan accordingly built up 
her economic life and has endeavored to 
supplemertt the limitations of her island 
empire by a control of markets and 
sources of raw materials on the conti- 
nent of Asia. 


INTERNATIONAL RIVALRY 
The production and distribution of 


raw materials constitute a most serious 
international problem. National 
power in dealing with similar domestic 
problems is regulative. 
toward restraining individual, corpo- 
rate, and class action in the interests of 
order and fair dealing. Government is 
supported by public opinion in its ef- 
fort to prevent private interests from 
exploiting the home market for exces- 
sive gain. But the attitude of govern- 
ment and people alike is strikingly 
different when these same private inter- 
ests begin to operate overseas. They 
then have the approval, if not the active 
support, of their government and they 
are regarded as performing a patriotic 
service in holding foreign markets and 
securing all manner of economic ad- 
vantages overseas. An Interesting 
psychological study is afforded by con- 
trasting the attitude of a government 
toward a large corporation’s activities 
in the home market with its attitude 
towards the same corporation’s activi- 
ties in foreign countries. National 


It is directed . 
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governments in international affairs, 
instead of restraining individual and 
corporate action, approve and even en- 
courage it. A pertinent example is the 
American law exempting corporations 
engaged solely in export trade from the 
provisions of our anti-trust laws. Na- 
tional control, as a matter of fact, 
abdicates in a domain where, under the 
present anarchistic conditions of in- 
ternational relations, there is no other 
adequate control. Out of such a 
condition in which business is thus 
supported by national governments, 
develop the methods and the psychol- 
ogy of imperialism. Nations instinc- 
tively try to make themselves secure by 
controlling the foodstuffs and*the raw 
materials essential to their existence. 
Consumers in the United States are 
agitated over the control of nitrates by 
a producers’ combine in Chile and over 
the measures adopted by the British in 
the East to restrict the supply and 
raise the price of rubber. Consumers 
in Great Britain are equally agitated 
over their foreign supply of oil, and they 
have also made an organized effort to 
stimulate the production of raw cotton 
within the British Empire in order that 
they may be free from their dependence 
upon America for a supply of cotton. 
Serious complications are constantly 
arising today in the affairs of nations 
over commercial practices of govern- 
menis or large aggregations of private 
wealth operating in international trade. 
Commercial competition frequently 
gains the support of governments and 
expresses itself in export taxes and 
restrictions, in preferential import and 
export tariffs, in government monopo- 
lies, in government aids to producers, 
such as the valorization schemes in 
force in the case of Ecuadorian 
cocoa and Brazilian coffee, and, final- 
ly, infthe contest among financial 
groups in the leading nations for con- 
cessions for the exploitation of agri- 
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cultural, mineral, transportation and 
water power resources throughout the 
world: 

Under the existing chaotic and 
anarchistic conditions governing in- 
ternational relations nations inevitably 
desire ło control their own affairs com- 
mercially as well as politically. In this 
respect they feel and act in the same 
manner &s the individuals composing 
them. A company like the United 
States Ruħber Company invests capl- 
tal in the East Indies in order to make 
more certain its supply of raw material. 


Such reaching out into other areas is 


common with commercial groups and < 


illustrates a general desire of economic 
units to be self-sufficing. This desire 
reflects itself in national commercial 
policy and is emphasized by the ambi- 
tion to surpass others and by the 
determination to be free from economic 
dependence in case of war. If the 
United States and the British Empire, 
Tich in natural resources, become 
excited over their partial dependence 
upon each other and upon other outside 
sources for a few essential raw ma- 
terials, what must be the feeling in 


a 
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countries like Germany, Japan and , 


Italy which are to a large extent de- 
pendent upon outside sources for most 
of their essential raw materials? It is 
futile to argue, in the attempt to lessen 
fears and suspicions of countries in 
such a position, that the channels of 
international trade are usualy open 
and that supplies of raw materials are 
normally available. The difficulty to 
be overcome is not any positive inability 
to get at almost all times the supplies 
needed, and at reasonable prices, but in 
the suspicion, perhaps groundless, that 
a foreign combination is gouging them, 
and the fear that materials under the 
control of another political power may 


be cut off. They want economic, 
security and moreover a belief that they” 


have it, and they form their policies 
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and direct their economic activities ac- 


podie. 


PEP struggle. 


@ 
IMPERIALISM BREEDS SUSPICION 


Fear and suspicion then are funda- 
mental forces in determining the 
psychology of imperialism. Their 
causes are by no means imagifary. 
Many cases might be cited where na- 
tions have been held up for unreason- 
able prices or Lave been restricted in 
their efforts to obtain esseptial raw 
materials. The Great ar itself 
demonstrated how really vital raw 
materials are in a long-drawn-out in- 
However, fears 
and suspicions sre not always justified, 
and one of the factors which contributes 
to misunderstanding and which re- 
quires consideration in any plan of 
international peace is the psychological 
element of unjustified fear and suspi- 
cion. Nations will use all kinds of im- 
perialistic devices to secure themselves 
in their supplies of products essential to 
their industries so long as they have no 
international guarantee that supplies 
from the outside will be forthcoming 
under all conditions. 

Imperial methods growing out of the 
rivalry of nations for economic ad- 
wantages have during the last fifty 


- years been a large factor in stimulating 


the building of armaments. Interna- 
tional rivalry, it is true, is seldom a 
purely economic matter; personal, 
racial, and territorial factors have their 
influence. However, not only are 
economic questions in many cases ob- 
viously the direct cause of misunder- 
standing but frequently, if other issues 
are traced back to their sources, they 
are found to have their beginning in 
vital economic interests. If the causes 
for the building of armaments during 
the last half of the 19th century could 


y be fully stated, it would appear that 


cc 


“he larger percentage of these causes 
arose from the desire of peoples to 
10 
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preserve or advance their material 
welfare. 


Economic RIVALRIES AND THE GREAT 
WAR 


The Great War was in a large meas- 
ure the result of these economic rival- 
ries and uncertainties and the resulting 
alarms and fears. Its background is 
the struggle for colonies and for spheres 
of influence—a movement which began 
in. the eighties of the last century. An 
adequate statement of the causes of the 
war would require a survey of world 
history for a half century before 1914. 
It would include a discussion of the 
commercial growth of Great Britain 
and Germany, of the partition of 
Africa and the Pacific Islands, of the 
struggle for commercial advantages in 
China and in other parts of Asia, of 
complications in Egypt and Morocco, 
of political and economic currents and 
cross-currents in the Near and Middle 
East, and of the ambition of Russia 
and the rise of Japan. ‘The emphasis 
placed on economic factors in the 
Treaty of Versailles itself discloses the 
extent to which such factors played a 
part in bringing about the war as well 
as the importance that should be at- 
tached to them in interpreting postwar 
national rivalries. Germany was de- 
prived of the instruments of her com- 
mercial greatness. She lost her mer- 
chant ships and her submarine cables. 
Her private capital invested abroad was 
virtually confiscated by a provision 
that the allies would take over the 
investments and that the German 
Government would reimburse her dis- 
possessed nationals. ‘These are merely 
examples of the Treaty provisions 
directed toward crippling Germany 
economically. Behind the reparations 
contest today is the fear that Germany 
may become again a commercially 
strong nation. The occupation of the 
Ruhr is admitted by French statesmen 
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to be not primarily for the purpose of 
collecting reparations but for the pur- 
pose of giving France security. If 
France can control Lorraine iron and 
Ruhr coal and the steel industry which 
rests on these natural resources, she can 
control the Continent commercially 
and politically. 

War in 1914 came after a period of 
drift and procrastination during which 
many of the public men of the rival 
countries spent their time not in 
analyzing the real issues but in deceiv- 
ing themselves and the people with 
peace talk and with the discussion of 
questions which were not vital. A few 
bona fide attempts to be sure were made 
to reach an understanding. Lhe Brit- 
ish Government, for example, at- 
tempted to satisfy German colonial 
ambition by the proposed treaties re- 
lating to the Bagdad Railway’ and 
the partition of the Portuguese colo- 
nies. But more often attention was 
centered upon non-essentials in order to 
obscure the real points at issue. Eco- 
nomic motives were disclaimed and 
governments attempted to justify 
themselves on the ground that they 
were furthering the cause of civilization. 


NATIONAL Security ONLY Trroues 
INTERNATIONAL COOPERATION 


The catastrophe of the Great War 
might have been avoided had there 
been on the part of the statesmen of 
Europe courage in facing in time the 
real causes and a vision as to the 
remedy to apply. Each effort to avoid 
the vital issue, each half measure, each 
use of power by one or another of the 
states to hold or to gain advantage in- 
creased the complexity of the problem, 
and when an incident brought a crisis, 
it was too late to prevent a world war. 
A study of the causes of the catastrophe 


18 See page 186. The Importance of the Near 
East in Problems of Raw Materials and Foodstuffs. 
Dr. Edward M. Earle, Columbia University. 
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of 1914-1918 demonstrates that war 
may be avoided, or at least that thè 
area of conflict between peoples may be 
greatly reduced, provided the issues, 
are clearly stated m time and affirma- 
tively dealt with (as they were not in 
Europe before 1914). It also shows that 
ecoromic rivalry, unless regulated, leads 
to misunderstandings and to war. Not 
sentimgntalism but security through 
coöperation will bring lasting peace. 
But pegple unfortunately learn little 
from a world disaster, even one like the 
late war. The actors in the world 
drama change, but the old methods are , 
retained. Fear and rivalry are una- 
bated. The philosophy of force is 
frankly held and as frankly acted upon. 
Statesman supported by public opinion 
still apply 
f the good old rule, 
The simple plan, 
That they should take who have the power 
And they should keep who can. 


They agree that national control by 
law and bargaining breaks down after a 
certain point is passed; but they say 
that at that point force must step in. 
National defense by national means 
in a world dominated by such ideas is a 7 
necessity. Unless we achieve some 
measure of success in the establishing’~ 
of international coöperation for the 
solution of the problems arising from 
imperialistic competition, we must rely 
for our ultimate solution Gf it be a 
solution at all) upon the army and the 
navy. In world affairs today we do 
not think of Great Britain apart from 
the British Navy nor of France apart 
fromthe French Army. The army and 
the navy in the case of every great 
nation are vital parts of its national 
life They not only provide protec- 
14 See pages 268 and 275. Raw Matertals and 
Foodstuffs in the War Plans and Operations of the 
Army, Col. W. P. Wooten, U. S. A.; Raw Ma- 


terials and Foodstuffs in the War Plans and Operan 
tions of the Navy, Capt. F. H. Schofield, U.S. N. 
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tion in time of war but in time of peace 
they are silent protectors of commerce 
and of the larger economic interests of 
the nation, and they add prestige and 
support to negotiations and to diplo- 
macy. This is only another way of 
saying that force holds a very large 
place in present-day international rela- 
tions. Nations still, unforfunately, 
understand best the language of power. 
Armies and navies hold a vital place in 
our modern world which lacks organi- 
zation to remove the causes which 
make for war. Armaments are in- 
separable from the policies which they 
support. Nations will not give up 
their armies and their navies until they 
are given security in some other form 
of guarantee. War and preparation 
for war are inevitable products of 
causes operating in an unregulated, 
anarchistic world. Peoples fight when- 
ever they see no other way to security; 
they would rather submit to the hard- 
ships of war than to a condition which 
they believe to be worse. 


ARMAMENTS OR INTERNATIONAL 
CobPERATION 


By the proper extension of concilia- 


y tion and coöperation it is possible to 


-a 


create practically a warless world; but 


that will not be accomplished by those 
pacifists, —the worst of the enemies to 
peace, —who believe that war can be 
voted off the earth. Very probably 
among those who talk sentimentally 
about peace and internationalism would 
be found the first to denounce our 
Government if our coasts were left 
defenseless and as a result American 
territory were invaded. In the world 
as now constituted war is the final 
arbiter in many issues and if we are 
contented to leave international rela- 


tion which hopes to maintain a position 


heton" inadequately organized, any na- 


of respect and prestige in the world 
must prepare and perfect its war plans. 
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Too much effort today 1s made to shut 
our eyes to this fact. If our security 
depends upon the Army and the Navy, 
it is our duty to make them strong and 
to apply to their development all our 
knowledge and all our energy. Na- 
tional defense demands, for example, 
the assurance of an adequate supply of 
essential raw materials. They are 
necessary for the successful operation 
of the Army and the Navy. Provision 
must be made not only for a major 
product such as petroleum but for 
lesser products such as, for example, 
iodine, quinine and manganese. The 
vital importance of raw materials was 
emphasized by the experience of the 
late war. Two tons of steel, 0.2 tons 
of copper, and 0.15 tons of fixed nitro- 
gen are required in modern war opera- 
tions to keep one man in the field for a 
year. No nation for this reason can 
wage modern war successfully if it does 
not control within its own borders, or at 
least have uninterrupted access to, 
sources of essential materials, particu- 
larly iron and steel. 

The public seldom realizes the 
amount of careful study and planning 
done by the leaders of our Army and 
our Navy. Every conceivable situa- 
tion is canvassed and plans are made 
of the operations which would be neces- 
sary to meet any emergency which 
might arise. It may be said to he 
strange that in a reputed intelligent 
world leading minds of the nations 
should be engaged constantly on work- 
ing out plans for organized killing and 
destruction. But this situation will 
not be corrected by merely reducing 
army and navy appropriations or by 
resolutions to abolish war. The roots 
of the problem lie further back and 
until we organize our world differently 
and until we remove the causes which 
contribute to war, it will continue to 
be a national duty to maintain our 
defensive forces at an adequate level. 
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INTERNATIONAL COOPERATION THE 
BETTER Way 


Our imperialistically organized world 
has its defenders. Diplomacy and 
war, it is argued, do solve the world 
problems. But do they? Is imperial- 
ism with its necessity of using force as 
the means of finally settling interna- 
tional disputes to be accepted as final 
or is it merely a stage in man’s slow 
progress toward a better ordering of his 
common life? ‘There can be but one 
answer to these questions. The choice 
between force and international co- 
operation is more apparent than real. 
Nowhere does nationalism break down 
more disastrously than in its use of 
force. War and ‘armaments do not 
provide security. They are not real 
solutions of world problems. Modern 
war Is about to destroy the agency 
which it seeks to preserve, namely, the 
nation. It has become frightfully 
devastating. Science, intended to 
have a beneficial effect on the race, has 
been turned against mankind. Chem- 
istry and physics in particular have 
contributed to the work of destruction 
and killing. Marvelous scientific and 
material progress during the last half 
century has made war a struggle be- 
tween whole peoples, with the result 
that industry and commerce have 
become a part of the fighting machine. 
War plans now relate, not merely to 
plans of battle in the field, but to the 
organization of whole populations, men 
and women, young and old, for the 
purpose of waging the conflict. 

When war was merely a contest be- 
tween armies and armies; and between 
navies and navies; that is, the or- 
ganized fighting forces, it was serious 
enough; but not at all in the same 
degree that it is today. Once a na- 
tion had to ask only whether it could 
win in the field; now it must ask what 
will be the cost of winning, and will 
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the victor be better off than the , 
vanquished. Reparations, we have 
learned, are illusory in an exhausted 
world. A weaker nation may have 
strategic strength enough to win over 
the stronger power, because of the 
sheer exhaustion of the latter. Those 
who make war must look well ahead 
and consjder the ultimate consequences 
of the results that follow upon war— 
the destruction of capital, the draining 
of funds from the country, the disloca- 
tion of the delicate credit machinery of 
the modern world, the depreciation of 
currency, the disorganization of mar- 
kets, the destruction of purchasing 4 
power, and the lowering of the morale 
of whole peoples. 

Qur civilization is none too stable as 
it is, even without war. The higher 
man climbs in material progress the less 
stable his position becomes. He must 
continually exert his energy to build 
and reconstruct and to combat the 
naturally destructive forces that are 
constantly operating. When, how- 
ever, man himself turns his energies to 
destruction, the end ccmes in sight, 
not only of the nation but of civiliza- 
tion itself. It will become evident, in , 
the long run, if it be not evident now, 
that the world cannot stand the luxury 
of war. 


INTERNATIONAL COGPERATION 
PRESERVES NATIONALITY 


Our civilization on its material side 
has outrun our social organization. 
The nation, still useful and effective 
for many purposes, fails at many 
points in its effort to meet the de- 
mands of our modern inter-related 
world. Extreme theories of national 
sovereignty, international anarchy, and 
war constitute an inseparable trio. 
We shall not love our nation less, or 
serve it less, if we understand its placoudl 
in the family of nations, and if we 
realize that coöperation with other na- 
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tions is the way to solve e3Sentially 
international questions. By adopting 
coöperation as the means of solying the 
problems of the world’s comméyce and 
finance, a nation gives up nothing that 
is really worth keeping and it takes the 
only course that in the long’ 4yn will 
preserve the finest features of national- 
ity. Where nationalism brea down, 
therefore, international c ;peration 
must begin. A direct particips+ion by 
each nation in the solutidh OP ced 
problems is necessary for the very 
practical reason that it is the only way 
to save the nation as a unit oẹ society. 
It is the only way to establish na- 
tional security. 


In international perhaps €Ven more 


than in domestic matters Hon our 
social and political nef ER SE 
noť kept pace with our . 
velopment. We live in 
world of industry and na 
but we live in an anci 
ethical, social, and politj l Sanderde 
In some cases there exi te spa ek 
aws which do 












al power and national security 
rom one point of view appear to be 
synormous conceptions. Make the 
nation powerful by industrial, com- 
mercial, financial and military meas- 
ures and you appear to make the na- 
tion secure. But it has not worked 
out in that way. When one nation’s 
economic life expands and its army and 
navy grow strong, surrounding ne- 
tions, feeling insecure, attempt either 
singly or in combination to become a 
match for this growing state and it in 
turn, believing its position threatened, 
feels insecure. With several powerful 
nations seeking security by imperialis- 
tic measures the result has been un- 
certainty, instability and insecurity. 
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not do justice under these new eco- 
nomic conditions; in other cases there 
are phases of lfe to which the regulat- 
ing effects of law do not extend. 
Catastrophe awaits civilization if we 
are not willing to develop social and 
political controls to regulate the great 
forces of our material civilization in 
order that they may operate more 
equitably. We are suffering today 
from a to rapid advance in science 
and in commercial and industrial or- 
ganization without a corresponding 
advance in social and governmental 
organization. This is nowhere more 
true than in international relations. 
Industry and commerce have expanded, 
requiring materials and markets, and 
nations have attempted to conserve 
their interests, but international gov- 
ernment has lagged behind. One of 
the greaz tasks of the century is to 
create ar adequate international com- 
mercial law, and to perfect the ma- 
chinery for administering and in- 
terpreting it. 


CHAPTER XIN 
THE BASIS OF NATIONAL SECURITY 


Permanent national security, then, 
must be sought not in temporary 
expedients like armaments but in the 
firm establishment of a set of principles 
to regulate the relations, particularly 
the economic relations, of states. Se- 
curity will follow only when each state 
accepts these principles and permits 
them tc be applied against its im- 
mediate interests in order to benefit 
from like concessions from other states. 
States will obtain, for example, com- 
mercial security and certainty only by 
offering to other states similar security 
and certainty. They find true na- 
tional safety in limiting their individual 
power and strengthening the methods 
of international coöperation. 


~ has turned its attention. 
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NATIONAL SAFETY THROUGH INTER- 
NATIONAL ORGANIZATION 


This conclusion is not mere theory, 
but a principle already recognizable in 
the negotiations of states. The tend- 
ency of national control to break down 
as soon as it attempts to deal with es- 
sentially international questions has 
resulted in the negotiation of thousands 
of international agreements which limit 
the action of nations. The significance 
of this world treaty structure, which is 
too often taken for granted, should be 
emphasized, for it is an admission of the 
principle that national security and 
prosperity do depend upon coöperation 
with—giving to and taking’ from— 
other nations. It has produced an 
international law of peace and a vast 
network of bilateral and multilateral 
treaties and international arrange- 
ments. Nations in thousands of trea- 
ties have, under the guidance of self- 
interest, limited their power in the 
interest of their security. The world- 
wide tendency since the days of 
mercantilism has been to modify the 
harsh, bitter competition of those 
times by commercial treaties and to 
introduce into international commer- 
cial dealings the principles of equality 
and fair dealing. 


Improve Commercial Treaties 


The first step in any program for 
world understanding should be the im- 
provement of the world’s commercial- 
treaty structure. Much remains to be 
done in this prosaic field of endeavor. 
If nations cannot succeed in this phase 
of coöperation, they will not be able to 
work together on larger issues. This is 
a task to which our own Government 
Our present 
commercial-treaty structure is anti- 
quated and ill-adapted to modern 
economic conditions. By means of 
bilateral treaties we should be able to 
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obtain for our nationals guarantees of | 
equality and fair treatment in markets, ” 
in the distribution of raw materials, and 
in the oo of capital in many 
areas of the 
ene now ordinarily dealt 

with jr numerous bilateral treaties 
could be disposed of with less friztion 


under à code of general international 
commer el law. Several important 
principle , however, can be made ef- 
eras ugh commercial-treaty ne- 
gotiatiok® eveD of the bilateral kird. 

The is the most-favored-netion 
principle? of which there are two im- ~ 
portant interpretations. The United ¢ 


States, o” the one hand, has advocated 
an the pest the conditional interpieta- 
aao apert cleuse. 
erican precedents a corces- 
by one contracting party to 
was extended immedistely 











a third sta ; 

to the othe: Contracting party only 
when that ceucession was made gretui- 
boule anid ithout compensation. If 


as made for a corsid- 


the concession \ 4: extended to the 


eration, it was 
other contracting 
alent concession was 
The application of 
has led to endless comp 
difficulties. On the other mm 
treaty structure of Europe before 191 
rested on the unconditional interpreta- 
tion of the most-favored-nation clase, 
which provided that, when a conves- 
sion was granted to a third power, it 
was immediately and automatically 
generalized to all nations entitled tc be 
treated as a “most-favored-naticn.” 
Europe’s experience with this interpre- 
tation was not entirely happy, but the 
reason for the result must be souzht 
elsewhere. The tariff wars and Ein- 
dred troubles in Europe grew out of Lhe 
practice of negotiating short-term trea- 
ties on the basis of two-column tariff. 
systems. When the treaties expired, 
they could be re-established only with 
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., great difficulty and after "auch ill-will 


in bargaining. 

Indications are not lack 2 hat the 
United States is about to ny, dify its at- 
titude toward the most-fav.od_nation 
clause in commercial tredties, The 
declaration of policy in Section. 317 of 
the Tariff Act of 1922 ind: ios that 


Congress no longer excepta ero 

m the 
definition of “discriminatioy» (,nces- 
sions granted in return for ther con- 


cessions; this law provid o 
duties to be imposed in any | 
a foreign nation 


r penalty 
ase where 













_ discriminates in fact against th 
“of the United States 

manner as to place the co 
United States at a disadvan 
with the coramerce of any 


moreover, the un crear 
favored-nation pring?” tional most- 
Our relations wit iple is embodied. 


razil have recently 
of notes been placed 
the unconditional most- 
In our early 


but that justification no longer exists. 
The unconditional interpretation is the 
natural accompaniment of the open 
door principle for which the American 
Government has so consistently stood. 
Both the unconditional interpretation 
of the most-favored-nation clause and 
the open door principle tend to es- 
tablish commercial equality and on this 
basis any international understanding 
must rest. 

A second principle not so well 
known but occurring as frequently in 
commercial treaties is the principle of 
national treatment. National treat- 
ment is a guarantee that the citizens of 


+. each of the contracting states shall 


enjoy the same treatment with respect 
to the specified matters as 1s accorded 
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to the nationals of the other country. 
Citizens of Great Britain are guaran- 
teed national treatment under the 
treaty of 1815 with respect to shipping 
in the ports of the United States; that 
is, no discrimination is permitted 
against goods which are brought into 
the United States in British ships as 
compared with like goods imported 
into the United States in American 
ships. The national treatment section 
of the treaty would be violated if the 
United States were to grant goods im- 
ported in American ships a 5 per cent 
customs rebate over similar goods im- 
ported in British ships. Another il- 
lustratiofi of national treatment is the 
treaty between Great Britain and the 
German Zollverein, which terminated in 
1898. By this treaty German goods 
were guaranteed the same treatment in 
British colonies as that accorded to 
British goods. It was unfortunate 
that this treaty was terminated, be- 
cause it represented a distinct forward 
step in international commercial rela- 
tions. Its denunciation was a step 
backward in the same sense as was the 
American abandonment of the open 
door for the Philippines after we had 
maintained that principle there for ten 
years. 

Most-favored-nation treatment and 
national treatment do not, however, 
meet all cases. This is particularly 
true of distribution of raw materials 
when the supply is concentrated. If 
Americans alone owned all the sisal 
plantations in Yucatan, all the rubber 
in the Federated Malay States, and all 
the nitrates in Chile, guarantees of na- 
tional treatment would not save our 
manufacturers and consumers from the 
effects of foreign state policies which 
force up prices by restricting the quan- 
tity to be exported or by levying un- 
duly high export duties. Treaty 
guarantees should be obtained effective 
under all circumstances against any 
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unfair restrictions or unreasonable 
burdens in the shape of excessive export 
taxes. It might be possible to obtain 
guarantees limiting export taxes to 
some reasonable amount, say, 10 per 
cent. In other cases a pledge that no 
undue restrictions would be placed 
upon the exportation of products of 
American-owned plantations or mines 
would be sufficient. In still other 
cases, it might be desirable to obtain 
pledges limiting the amount of taxation 
on foreign-owned properties. The 
history of the Congo Free State, for 
instance, shows that guarantees of 
national treatment, so far as taxation 
is concerned, may be worthless, when 
neither foreign nor domestic corpora- 
tions can control or moderate the tax- 
ing power of the local government. 

In discussing treaty guarantees af- 
fecting the distribution of raw ma- 
terials and the investment of capital, 
the fundamental distinction between 
import and export duties should be 
recognized. The principle should be 
accepted that no state should attempt 
to protect or monopolize manufactur- 
ing for markets other than its own na- 
tional market. Each nation should 
reserve and safeguard for its manu- 
facturers only its own market. The 
ordinary import duties on finished 
articles accomplish this purpose. No 
amount of protection upon a finished 
article will enable the manufacturers of 
a nation to invade and dominate for- 
eign markets. On the other hand, in 
the present unregulated state of in- 
ternational affairs a national govern- 
ment which controls a national monop- 
oly of a raw material may, by export 
duties or restrictions on that raw ma- 
terial, levy tribute upon the world ina 
manner and to a degree which cannot 
be done in the case of finished products. 
This may also be accomplished by the 
concentration of capital in the hands of 
producers. 
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lion in its treaty negotia- 
a legislation should seek to 
cont aie ‘toward the elimination of 
unfair competition in international rela- 
tions and 18rd the establishment of 
equality of treatment among competing 
powers, I should not wait until 
yeaa but should plan a con- 
structive program of treaty negotia- 
tions. G unded on a long line of 
precedents this procedure will tend to 
lay Reciinel the foundations of inter- 
national wi derstanding n 7 aino me 
| nation to organize its eco- 
Ot a ngth so that it can use it for 
of enforcing equality of 
nd the prevention of unfair 
Penalty measures by a 
e purpose of exacting 
erential treatment are 
but retaliatory meas- 
for the purpose of 
and fair conditions. 















never justified, 
ures are justifi 
exacting equitable 

In addition to 
treaties, there arise 
many issues which can 
by means of special treati 
gotiation by the United Stat&) 
ment with Japan concerning 


Outstanding issues of this character bé- 
tween two states, if settled by means 
of a written document, contribute 
pro tanto to extend the principle of law 
to the field of international relations. 


Extend General Treaties 


National safety rests upon some- 
thing more than action by individual 
governments, and treaty negotiations 
between them, bargaining two by two. 
International coöperation by a series 
of bilateral treaties, universally ac- 
cepted, is significant in that it con- 
cedes the principle; but all the bilateral 
treaties will not advance the develop- 
ment of international commercial law... 
as will a few general treaties among all 
the states concerned. The general 
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treaties have greater permanence and 
stability. They bring into line the 
more nationalistic nations. In their 
negotiation the principle of mere bar- 
gaining between states begins to fade 
away and the principle of considering 
issues on their merits appears? They 
disclose the beginnings of international 
legislation. 

Such genuine cojperationfamong the 
nations is necessary to solvg some of the 
most difficult of the world’s problems. 
Beyond a certain point national se- 
curity depends upon international se- 
curity. Economic issues, such as the 
struggle for markets and raw materials, 
rivalry for the investment of capital in 
undeveloped areas, disputes respecting 
unfair methods and practices in inter- 
national competition and combinations, 
if not solved by genuine international 
coöperation, may undermine the na- 
tional structure on which the modern 
world rests. 

The acceptance of the principle of 
coöperation among nations to solve es- 
sentially international questions is, in 
no sense, an infringement of national 
sovereignty. It tends toward the es- 


blishment of government and law in 
#- not adequately regulated by na- 
ions today, and which from the nature 


of things cannot be adequately gov- 
erned by nations acting alone. Such 
coöperation supplements national legis- 
lation and buateral-treaty negotia- 
tions, since it reaches situations which 
national action not only does not 
correct but frequently aggravates. 


Make International Codperation 
Effective 

Nations have begun to make in- 
ternational coöperation effective. They 
have negotiated various general or 
multilateral treaties and set up in- 
ternational government in limited 
fields. Postal communication through- 
out the world is regulated by the 
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Universal Postal Union. International 
treaties afford protection to copyrights 
(Convention Relating to the Protection 
of Literary and Artistic Works} and to 
patents and trademarks (Convention 
for the Protection of Industrial Prop- 
erty). There are international con- 
ventions relating to telegraphic, cable 
and radio communications. ‘Trade in 
Central Africa is regulated by the Final 
Act of the Berlin Conference of 1885 
and its amendments. Rules were es- 
tablished to govern commerce and 
economic penetration in Morocco by 
the Algeciras Convention of 1906. 
Naval disarmament, peace in the 
Pacifig basin, and Chinese problems 
were covered by the multilateral 
treaties adopted at the Washington 
Arms Conference. Most elaborate of 
the attempts at international codpera- 
tion are the various parts of the League 
of Nations’ organization at Geneva, in- 
cluding the Labor office. In this type 
of international codperation, it may be 
emphasized, principles other than mere 
bargaining begin to appear. The tend- 
ency is toward considering problems on 
their merits. The farthest advance in 
this direction, from which the nations 
unfortunately have fallen back, was 
made during the war in the work of the 
Allied Maritime Transport Council, 
the Inter-allied Food Council, and the 
program committees for textiles, hides 
and leather, paper, timber, petroleum 
and coal. 

Any plan for world peace must 
provide for all the elements of govern- 
ment. It must provide for the de- 
velopment of substantive international 
law; for its administration and for its 
interpretation and construction. An 
elaborate constitution is not necessary. 
Indeed, it is not desirable. World 
government, like any other, must be a 
slow, gradual growth. International 
schemes with too much finality and at- 
tempted predetermination of issues are 
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likely to fail. The English common 
law was the product of centuries of 
experience. The principles of Anglo- 
Saxon constitutional government were 
not born full-fledged. International 
government must have time through 
experiment and precedent to weave it- 
self into the fabric of the world’s lie. 
The most that any generation can do is 
to establish tendencies which move 
towards the goal of a better world 
order. 


Woro Law THROUGH CONFERENCES 


World law can be formulated most 
successfully in conferences called to dis- 
cuss specific problems. Representa- 
tives of ability are appointed to attend 
these conferences with the particular 
agenda in mind. They are steadied by 
their sense’ of responsibility. Their 
work is performed with respect to 
public opinion at home and throughout 
the world. It is only in this way that 
international law can hope to develop 
and to be enforced. A few illustra- 
tions will suggest the nature of prin- 
ciples which nations might agree to as 
guides in settling particular disputes. 

(1) A definite step in the formulation 
of world commercial law was taken 
when the nations represented at the 
Arms Conference agreed! “with a 
view to applying more effectively the 
principle of the open door or equality of 
treatment in China” that they would 
not seek or support their respective 
nationals in seeking: 

(a) Any arrangement which might pur- 
port to establish in favor of their interests 
any general superiority of rights with 
respect to commercial or economic develop- 
ment in any designated region of China; 

(b) Any such monopoly or preference as 


would deprive the nationals of any other 
power of the right of undertaking any 


18 Report of the Conference on the Limitation 
of Armament, Wash., Nov. 1%, 1921 to Feb. 6, 
1922, p. 1625. 
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legitimate trade or industry in China, or of 
participating with the Chinese Govern- 
ment, or with any local authority, in any 
category of public enterprise, or which by 
reason of its scope, duration or geographical 
extent is calculated to frustrate the practical 
application of the principle of equal op- 
portuni 


But the open door principle is ap- 
plicable to\areas other than China. It 
requires rae amplification and defi- 
nition. It &pplies not only to inbound 
but also to outbound trade. It ap- 
plies to the investment of capital and to 
all the facilities of commerce and 


finance. Its relation must be made ~ 


clear, first, to monopoly, second, to the 
conservation of natural resources. 
There may be equality of: opportu- 
nity in bidding for a concession, but if 
the concession when granted gives a 
monopoly over the resources of an un- 
reasonably large area, the spirit of 
equal opportunity is not observed. 
This situation may arise frequently in 
the case of minerals and mineral oil. 
The proposal has been made (and in 
some areas adopted) to allow explora- 
tion rights over large areas in order to 
encourage capital to engage in pros- 
pecting, but to provide that after 
limited period a smaller area be selectus 
for exploitation. Te X 
The principle of free access to ru. 
materials must not be interpreted to 
exclude wise measures of conservation. 
The open door (outward) gives no right 
to waste the resources on which the 


- world depends. American oil has been 


exploited for the benefit of the whole 
world. American companies backed 
by the American Government now 
claim equal opportunity in exploiting 
the oil resources of foreign undeveloped 
areas. Other large aggregations of 
wealth are seeking concessions and 


r 


( 






foreign governments have thrown their ~ 


influence into the balance because oil 
has become a vital necessity in peace 
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2 ‘and war. Should this exploitation of 


| exhaustible natural resources go ọn un- 
restrained? What interest, if any, 
should a world conference take in regu- 
lating the production and distribution of 
oil? To what extent is it safe to allow in- 
dividual countries to impose restrictions 
with the alleged object of conservation? 

Another case which illustrates the 
problem of conservation if manga- 
nese. Manganese is a ctible 
metal. Once it is used in the process of 
making high-speed steel it is lost and 
cannot be recovered as can iron from 
the scrap. In order to obtain ore of a 
7 manganese content demanded by the 
trade, much of the ore is lost in washing. 
Is this a world problem? Have we any 
obligation to conserve the world’s 
limited supply of manganese (and 
tungsten, too) for future generations? 

(2) The aggressive use of govern- 
ment economic measures against other 
peoples has been a source of ill-will. 
Under the pleasantly sounding phrase, 
valorization, governments have as- 
sisted in price-fixing schemes for the 
exploitation of the foreign consumer. 
Government monopolies, such as the 
British monopoly of Nauru phosphates, 
‘are resented by certain excluded coun- 


_-« tries. Aggressive export taxes, with or 


without taxes, with or without prefer- 
ential features and other restriction, 
arouse resentment among peoples upon 
whom these economic burdens fall. 

(3) Not the least of the problems re- 
quiring consideration by a world con- 
ference is the prevention of unfair 
competition in international trade and 
the regulation of international combi- 
nations. In all advanced industrial 
countries domestic law protects one 
competitor from unfair practices by 
another. In the United States not 
only does a private remedy exist in 


AP See page 189. The Practical Need for Inter- 


* national Conservation of Minerals, by Mr. C. E. 


Julihn, Bureau of Mines. 
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both State and Federal courts, but un- 
fair methods of competition are made 
an offense against the public. They 
are prohibited by both the Sherman 
Anti-Trust Act and the Federal Trade 
Commission Act. The Tariff Act of 
1922 also provides a remedy against 
“unfair methods of competition and 
unfair acts in the importation of arti- 
cles into the United States.” Unfair 
methods of competition are not con- 
fined to domestic commerce; they are 
practised in international trade as well, 
particularly in countries where the 
local law provides no adequate remedy. 
An attempt to correct this evil in a 
very limited field was made in the In- 
dustrial Property Convention under 
which twenty-nine independent na- 
tions and 3ome of their colonies 
separately agree to assure to the na- 
tionals of each other “an effective pro- 
tection against unfair competition.” 
This and similar provisions, however, 
have proved in practice to be inade- 
quate. The entire subject of unfair 
competition should be considered in a 
world conference and a beginning made 
toward developing that part of an 
international commercial code. The 
subject has been widely considered, 
especially by business men, and the 
possibilities of successful international 
coöperation on this matter are probably 
greater than on any other. 

(4) More difficulties are presented by 
the subject of the regulation of combi- 
nations international in scope. Na- 
tional governments usually instead of 
restraining encourage their nationals in 
large-scale production and distribution 
in the foreign field. Probably little or 
nothing will be gained by trying to 
break up combinations in international 
trade. Under proper regulation they 
may become efficient, useful agencies 
for the development of the world’s 
physical resources. Just because they 
are very powerful they cease to be 


140 


merely private enterprises. They in- 
fluence the action of states, and gov- 
ernments even use them to further 
their political aims. In foreign, even 
more than in domestic, affairs it is 
hypocritical to pretend that the vast 
organizations of our modern economic 
life are not of primary public concern. 
This is one of the fields in which na- 
tional interests clash seriously and in 
which conflicts may be avoided by 
conferences on the most advantageous 
means of employing and regulating 
great combinations of wealth in further- 
ing the public good and world peace. 

Other subjects, such as shipping and 
electrical communications, might be 
used to illustrate further the possibili- 
ties of coöperation in the development 
of the substantive law of nations. 
The cases given, however, will make 
clear the nature of the problems which, 
one at a time, might be considered in 
world conferences inspired by the 
motive of removing as far as possible 
the causes of war and extending to 
international relations the regulating 
influence of law. 


EFFECTIVE ADMINISTRATION OF WORLD 
LAW 


Substantive law, however, is not 
sufficient. Effective methods of ad- 
ministration in addition must be de- 
vised. Even when rules or principles 
have been agreed upon by nations, 
extreme views of national sovereignty 
have usually prevented the setting up 
of international machinery for their 
effective administration. This clear 
necessity should also be faced in future 
world conferences. 

The nature of this particular problem 
is on the whole obvious to us in America 
from our experience with the regula- 
tion of commerce within the country 
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once developed their exercise has 
settled disputes between states which, 
if they had arisen between nations 
under the present anarchistic condi- 
tions of international relations, might 
have led to war. Federal regulation in 
the Ungted States furnishes many other 
suggestive precedents for developing 
international administration. 

An effogt to deal internationally with 
bounties nd consequent dumping— 
an unfair “method of foreign trade 
competition—was made in the Brussels 
Sugar Convention of 1902 to which the 
leading European countries were signa- 


a 


tories. The treaty prohibited boun- { 


ties, direct or indirect, on the produc- 
tion or exportation of sugar, and the 
parties agreed to penalize such boun- 
ties, if levied, by the imposition of 
countervailing duties equal to the 
bounties. A commission with ad- 
ministrative functions was created to 
make effective the provisions of the 
convention. 

Effective administrative work is 
being done by the League of Nations 
through its various commissicns and 
bureaus. There are, for instance, the 
purely administrative organizations for 


the Saar and for Danzig. But peér-~ 


haps more important in the develop- 
ment of effective international govern- 
ment are such non-political organs, 
among others, as the Financial and 
Economie Commission, the Advisory 
Organization on Transit and Com- 
munication, the International Labor 
Office, and the Mandates Commission. 
In these sections of the League’s or- 
ganization, international coöperation 
is taking concrete form. 


ADMINISTRATION THRovGH INTER- 
NATIONAL COMMISSIONS 


When the Nine Power Treaty was 


r 


+ 
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under consideration by the Arms Con- 4. 
ference, the necessity for administra- Y~ 
tion was recognized. This Treaty not 


through Federal agencies. The powers 
of the Interstate Commerce Commis- 
sion, for example, grew slowly, but 


t 
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only laid down a definite principle con- 
cerning the open door, but it provided 
that China should “‘not exereise or 
permit unfair discrimination of any 
kind” on her railways. The confer- 
ence -then, desiring “to provide a 
procedure” for dealing with these 
questions, resolved “to establish in 
China a Board of Reference to which 
any questions arising in gonnection 
with the execution of thg aforesaid 
Articles may be referred fa investiga- 
tion and report.’"87 

These precedents suggest lines of 
further development. The first ob- 
viously desirable function of interna- 
tional commissions or bureaus which 
may be established is investigation. 
The various subjects of international 
codperation considered by conferences 
will require investigation both before 
and after conference action. Com- 
missions might be established to furnish 
information on foreign investments in 
economically backward countries, on 
unfair methods of international com- 
petition and monopoly, on electrical 
communication between nations, and 
on regulating the distribution of cer- 
tain essential raw materials such as 
rubber and oil. It will contribute to 
better understanding among peoples if 
responsible international commissions 
with powers of investigation and 
publicity were permanently estab- 
lished. Secrecy and misinformation 
have contributed far too extensively 
and unnecessarily to fear and mis- 
undérstending among peoples. Im- 
partial investigation is absolutely the 
first step toward further progress in 
international coöperation. 

The development of international 
regulation must necessarily be gradual. 
These commissions might in the next 
place be given semi-judicial or ad- 

187 Report of the Conference on the Limitation 


of Armaments, Wash., Nov. 12, 1921 to Feb. 6, 
1922, p. 284. 
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ministrative powers to deal with sub- 
jects with which, as experience has 
shown, the legal machinery of'a court 
cannot successfully deal. For ex- 
ample, it has been found in the United 
States that unfair methods of competi- 
tion as offenses against the public can 
be more successfully prevented by the 
Federal Trade Commission than by the 
Federal courts. Rules once laid down 
by international conferences could be 
applied to particular cases by com- 
missions. Decisions should be on the 
merit of the case between the parties 
and not a bargain between representa- 
tives of two nations. Unhampered by 
the strict rules of legal procedure these 
commissions would be.able to act more 
quickly and effectively than a court, 
and in the majority of cases, as the 
experience of American Federal com- 
missions has demonstrated, the mere 
bringing together of contending parties 
and open consideration of the facts will 
solve many difficulties without formal 
litigation. Provision should be made 
for appeal on matters of law, when 
desired, to the World Court. The 
analogy in American practice is the ap- 
peal allowed from the decisions of the 
Federal Trade Commission to the 
United States Circuit Court of Appeals. 
Appeals from international commis- 
sions to the World Court on matters of 
law would provide added protection 
and assure the consecutive develop- 
ment of the precedents under an in- 
ternational legal code. 


ENFORCING INTERNATIONAL LAW 


But how, it may be asked, will the 
decisions of these commissions be en- 
forced? The answer is that in almost 
all cases publicity will be sufficient. 
The International Chamber of Com- 
merce, for example, relies chiefly on 
opinion in the business community for 
the enforcement of its awards under 
its admirable rules for the arbitration 
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of commercial disputes. The Man- 
dates Commission of the League of 
Nations has found publicity a power- 
ful force in getting its suggestions car- 
ried out. If, however, it seems de- 
sirable to go further, the commissions, 
after their rulings in case of an appeal 
had been passed on by the World 
Court, might be given power to en- 
force their decisions against individ- 
uals or corporations, or it might be 
provided that they be enforced through 
some national body in the country 
where the offending party is a resident; 
for example, a decision against an 
American corporation guilty of unfair 
competition in international trade 
might be enforced through theelederal 
Trade Commission. If the decisions 
should involve political issues of im- 
portance, their enforcement should be 
suspended and they should be referred 
for di: vosition to the next conference of 
the powers which alone would have 
power to dispose of international 
political questions. 

A word should be added on the at- 
titude which international commissions 
should have toward the interest of 
peoples whose resources are being ex- 
ploited. The vital interest of China, 
for example, in her own resources is 
very often overlooked in discussions 
and in decisions relating to the eco- 
nomic development of the world. A 
large percentage of her rdw materials 
must for years be exported. Any in- 
ternational commission considering dis- 
putes between the citizens of Western 
powers over the development of re- 
sources in the less economically ad- 
vanced parts of the world should have 


in mind the protection of the interest . 


of the peoples in the natural resources 
found in their territory. These peo- 


48 International Chamber of Commerce, 
Brochure No. 21, Rules of Conciliation (Good 
Offices) and Arbitration, Second Edition, Octo- 
ber 21, 1922. 
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ples should obtain through royalties 


and other forms of taxation an ade- Y 


quate» proportion of the profit from 
economic enterprises. The determina- 
tion of such questions is not easy. 
Difficult points arise from the issue of 
what constitutes an adequate profit 
and of what the relationship should be 
between the present use of a raw ma- 
terial to the primary advantage of the 
rest of world and the future use 
which migMt be primarily for the benefit 
of the locality. 


INTERPRETING INTERNATIONAL LAW 


Finally, in addition to provisions for 
the enactment in conferences and the 
administration through commissions 
of international law, there should be 
provisions for the interpretation and 
construction of the law. In this de- 
partment of coöperation the precedents 
are conclusive. From the beginning of 
American history our Government has 
advocated and practiced the judicial 
settlement of disputes. Most of the 
nations today, except the United States, 
have adhered to the World Court 
protocol, and the United States should, 
in the near future, logically accept this 


obligation. The cases already de-~ 


+ 


4 


cided by the World Court illustrate ¢ 


the nature of subjects on which this 
branch of international government 
may pass. The Court has rendered a 
number of advisory opinions. In one 
case the question was submitted to the 
Court as to whether the competence of 
the International Labor Organization 
extends to international regulation of 
the conditions of labor of persons em- 
ployed in agriculture. The Court 
answered this question in the af- 
firmative.“* In another case the 
Court’s advice was asked on whether 
a dispute between France and Great 


189 Collection of Advisory Opinions by the~ a- 
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«Britain over the application of certain 
decrees issued in Tunis and Morocgo to 
British subjects was or was not by 
international law solely a matter of 
domestic jurisdiction. The Court 
ruled that it was not solely a matter of 
domestic jurisdiction.”° The World 
Court has also rendered one judgment. 
The S. S. Wimbledon, an English ship 
chartered by a French compgny, was 
carrying munitions of war Salon- 
ica to the Polish Naval Base at Danzig. 
The German authorities refused pas- 
sage to this vessel through the Kiel 
Canal, on the ground that such pas- 
J sage was in violation of the neutrality 
orders issued by Germany at the time 
of the Russo-Polish War. The ques- 
tion in the case was whether the Ger- 
man authorities acted properly. Bas- 
ing its decision on Article $80 of the 
Treaty of Versailles, the Court held 
that Germany should not have pre- 
vented the passage of the Wimbledon 
through the Kiel Canal, and that the 
German Government was bound to 
make good any damages suffered by the 
charterers of the ship as a result of the 
action taken.!7! 

Given accepted principles of inter- 

ational law a court can apply them to 
~ particular sets of facts and by logical 
interpretation build up a consistent 
body of precedents. Mention has 
been made of the most-favored-nation 
principle in commercial treaties. If 
all treaties containing this provision 
provided for an appeal to the World 
Court in cases of disputes over meaning 
or application, there would gradually 
develop a consistent, useful body of 
precedent which would guide the na- 
tions in their commercial relations. A 
court it must always be remembered 
has limitations. Its effectiveness de- 
-a _ 1° Ibid., No. 4, p. 21 (February 7, 1928). 
| > 1n Collection of Judgments of the Permanent 


Court of International Justice, Series = No. 1, p. 
21 (August 17, 1928). 
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pends on recognizing this fact. The 
World Court when asked to give advice 
in a dispute between Russia and Fin- 
land replied that the question was not 
one of 


abstract law but concerns directly the main 
point of the controversy between Finland 
and Russia, and can only be decided by an 
investigation into the facts underlying the 
case. Answering the question would be 
substantially equivalent to deciding the 
dispute between the parties. The Court, 
being a Court of Justice, cannot, even in 
giving advisory opinions, depart from the 
essential rules guiding their activity as a 
Court.12 

But within well-defined limits a 
court can take recognized principles of 
international law and treaty provi- 
sions and upon them extend the juris- 
diction of law to many fields in which 
today it reigns, if at all, only im- 
perfectly. 


RELIEVING Economic PRESSURE IN 
CHINA 


Before concluding, it may be proper 
to refer in passing to another problem of 
international affairs, which falls out- 
side the settlement of disputes between 
Western states but which none the less 
must be squarely faced if the world is 
to enjoy lasting peace. It is a product 
of the economic pressure of population 
on the resources of Asia. The problem 
for the East and the West jointly to 
solve is how to give to the East some of 
the material advantages of Western 
progress and of scientific methods and 
at the same time to preserve the 
fundamental spiritual values of East- 
ern civilization. Different methods to 
accomplish this result will have to be 
pursued in different countries of the 
East. Great Britain is able to take 


173 Collection of Advisory Opinions of the 
Permanent Court of International Justice, Serieg 
P, No. 5, p. 6 (duly 28, 1828). 
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care of the problem for India. Persia 
is again mistress in her own house and 
may be expected to solve her own 
problems. In China indications are 
that some disinterested assistance from 
the outside is necessary. The develop- 
ment of the food supply and of the 
better organization of China’s economic 
life is the concern of the whole world. 
No large area of the earth can be al- 
- lowed to remain unproductive, or to 
underproduce, without the rest of the 
world suffering seriously in conse- 
quence. A commission of experts and 
impartial representatives drawn from 


both China and the Western powers | 


might be appointed to supervise, with 
the full coöperation of China, the 
economic development of that country 
in the critical transition stage which is 
just before her. This proposal is not 
merely another form of the consortium 
idea. The members of the commis- 
sion should be disinterested men of 
high standing both in the Western and 
in the Eastern world, who would aim to 
develop China for the Chinese people. 
They should be backed by govern- 
ments in order to give to their efforts 
stability and purpose. It would be 
necessary at the outset to determine 
clearly the body of principles upon 
which these men were to act. Their 
first object should be to improve the 
food supply. The primitive methods 
pursued in the production of food, the 
lack of irrigation, floods and other 
serious obstacles, can be overcome 
only by effective codperation. The 
problem of migration should be 
studied and people should be en- 
couraged to move to areas still open to 
Asiatic settlement. A national sys- 
tem of transportation should be de- 
vised and developed in the national 
interest. This and similar problems 
could be carried out if sufficient will 
to do it were present among the 
peoples concerned. 
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GOVERNMENT IN INTERNATIONAL Y 


. RELATIONS 
Just a word in conclusion. The sug- 


gestions which have been made con- 
cerning international coöperation are in 
line with the best American tradition. 
If carried out, they will tend to remove 
the causes of war. Until these or 
similar §eps are taken toward effective 
internatiQnal coöperation, it will be 
necessary for nations to maintain their 
military organizations. Armaments 
are bases of security until something 
more effective is established. The 
choice before the world is between 
force and coöperation. The more co- 
operation is practiced, the less will 
force be resorted to. The more ef- 
fective international machinery be- 
comes, the less belief will there be in 
dependence upon force. But until the 
machinery is built up and perfected, 
nations will seek their security through 
armies and navies. No plan for world 
peace is worth very much which waits 
until a crisis is on before acting. In- 
cidents such as the Dogger Bank affair 
in 1904 cannot be foreseen and must be 
dealt with after the crisis has arisen, , 


but they in themselves do not ordig 


narily involve fundamental conflicts of 
interest. Sometimes they are made 
the occasion for forcing the settlement 
of other issues which should have been 
disposed of before they had reached a 
dangerous stage. 

Armies, navies, and aeroplanes are 
the expensive concessions which we 
make to our lack of vision. They seem 
to give us national safety and when we 
see no other alternative we cling to 
them as our only hope. But the on- 
coming generation is disillusioned. It 
sees the tragedy of the last ten years of 
world history. It realizes that unless 
we organize and control the 


material forces of our civilization Shey E 


will destroy it and us. It is not seek- 
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~ ing a false safety in armaments but a 
=- real safety in the development cf 
government in international relations. 
This goal is becoming more clearly 
defined each year and the determine- 





tion to attain it gathers strength. It 
will not be gained in a day, but with the 
tendencies established those who are 
working a better world order can wait 
and be confident. 
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The Crude Rubber Situation 


By H. N. WHITFORD 
U. S. Department of Commerce 


BRIEF history of the develop- 
ment of the rubber plantation 
industry is necessary for a clear under- 
standing of the present e rubber 
situation. The crude nies produc- 
tion of the world falls into two distinct 
classes—(1) wild rubber, which is 
procured haphazard from areas where 
rubber-bearing trees and vines grow 
in the wild state, and (2) plantation 
rubber grown in specially cultivated 
properties. Up to 1905, when the 
world’s production of rubber was 82,- 
000 tons, the principal source of the 
crude product was the Amazon region, 
the plantation rubbers furnishing in 
that year a bare 145 tons. In 1918 
the total world’s production reached 
108,440 tons, but the plantation prod- 
uct was increasing by leaps and bounds, 
and in the next year, 1914, the produc- 
tion from the plantations reached 71,- 
880 tons out of a total world production 
of 120,380. In 1922 the world’s pro- 
duction was 380,280 tons, of which the 
enormous figure of 355,340 tons was 
plantation rubber, the wild production, 
chiefly from the Amazon, having de- 
clined to 25,000 tons. 


Tae Grows IN RUBBER PLANTATIONS 


The transition of this important 
product from a state of wild production 
to a cultivated one in so short a time 
has not been surpassed in the history 
of agricultural development. It stands 
out as a stupendous example of man’s 
control over nature. While all our 
important agricultural and horticul- 
tural products were originally de- 
veloped from a wild state, no cultivated 
product has been so completely re- 


moved from its original habitat and 


transplanted with so astounding suc- 
cess withir. the period of the present 
generation. 

In 1876 Wickham smuggled seeds of 
Para rubker out of the Amazon to 
England. These were germinated in 
the Kew Gardens, London, and young 
plants shrpped in Wardian cases to 
Ceylon and there planted. From this 
experimental plantation and from the 
progeny oT these few trees, all the seeds 
that have resulted in the plantations of 
the Middle East have come. 

Before the era of plantation rubber, 
most of the world’s product came from 
scattered trees covering an area about 
two-thirds the size of the United States. 
Today it comes mostly from British 
Malaya, Ceylon, Sumatra and Java, 
comprising a total area of 290,000 
square miles, or an area only about 15,- 
000 square miles larger than the one 
state of Texas. ‘The total acreage of 
the area which is devoted to rubber 
plantations is estimated at over 8,000,- 
000 acres, or about 5,000 square 
miles, or, in point of comparison, they 
would just about cover a state the 
size of Connecticut if planted in one 
block. 

The annual employment of upwards 
of 1,000,000 laborers has been necessary 
to lay cut and maintain these planta- 
tions. With a population of 50,000,- 
000 within the plantation rubber-pro- 
ducing regions, 85,000,000 of which is 
in Java, combined with the Tamil labor 
of southern India, and the heavily pop- 
ulated regions of southern China to 
draw upon, abundant and cheap labor 
has be2n available up to the present 
time, and this in spite of the fact that 
other agricultural and commercial in- 
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dustries in the same regions require 
heavy labor supplies. 

In the Amazon and other regions. in 
the tropics where the climatic condi- 
tions seem favorable for the growth of 
rubber, the population is not dense. 
The higher price of labor is conse- 
quently an unfavorable factor, but 
other compensatmg factors may be 
found that will overcome this handicap. 
This is particularly true of the Amazon 
valley region, where the decline of the 
rubber-gathering industry has caused 
widespread unemployment. The pres- 
ent population numbers nearly 2,000,- 
000 people, and this, together with the 
chance of recruiting additional labor 
from the more heavily populated states 
of the drier regions of northern Brazil, 
and perhaps from other countries, 
would give sufficient labor for the be- 
ginnings of a fair-sized plantation in- 
dustry, especially as the governments 
concerned have expressed themselves 
as willing to offer more favorable con- 
cessions than they have in the past. 

Tt is hoped that a way may be found, 
in some of these countries, to start a 
rubber plantation industry, either by 
the investment of American capital or 
by way of inducing the local govern- 
ments to encourage their own people 
to engage in rubber planting. These 
latter possibilities should not be over- 
looked, for 28 per cent of the rubber 
that now comes from British Malaya 
is raised on small holdings of 25 acres 
and under. 


Ambrica’s DEPENDENCE 


But with the decline in production in 
wild rubbers and the development of 
plantations far removed from the con- 
suming markets of the United States, a 
new economic problem has arisen which 
has led to considerable controversy and 
apprehension on the part of the Ameri- 
can manufacturing industry. Fully 72 
per cent of the plantation acreage of the 
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world is now in British territory and an 
additional 10 per cent is controlled by 
British capital. The remainder is 
mostly controlled by the Dutch. All 
told, American companies hold in the 
neighborhood of 100,000 acres, or about 
8 per cent of the total. On the other 
hand, the United States consumes up- 
wards of 75 per cent of the world’s 
productiog. The dependence of the 
American tubber manufacturing indus- 
try upon foreign-controlled rubber sup- 
plies thus becomes a subject for con- 
cern. The fear has been expressed that 
such producing countries have it in 
their power to raise prices to unreason- 
able figures by control of the output or 
by increased export duties. Also the 
restriction of the supply of so essential 
a commodity to one particular geo- 
graphic region is a great hazard to the 
consumers of the world over. In war 
times the condition might be such that 
the United States would be cut off 
entirely from its supplies. Also an 
uncontrollable disease might wipe out 
in a short time all the existing planta- 
tions, as was the case with coffee of the 
same region at one time. 


Poticres oF Prick CONTROL 


The domination of foreign control A 


was first felt upon the American rubber 
manufacturing industry during the 
early months of the World War and 
before our entrance into the struggle, 
when England, in order to hamper the 
enemy, placed restrictions on export 
shipments of rubber. The United 
States industry was using at that time 
80 per cent of the world’s annual pro- 
duction and would have felt a severe 
pinch had it not been for the fact that 
the industry appreciated England’s 
position and gladly met the require- 
ments of the British regulations. How- 
ever, the many articles of rubber manu- 
factured by the industry were of great 


demand for war use by the allied gov-, 


er 


~ 
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~ernments and consequently no great 
diffculty was experienced, under the 
circumstances, by the American indus- 
try in securing the raw material. It 
was not until 1920 when production 
began to exceed consumption. that 
prices reached a new low level.” The 
situation in the Middle East became so 
alarming to the plantation owners that 
the Board of Directors of thg Rubber 


Growers’ Association met t& consider - 


possible remedies for the situation. Of 
the British holdings approximately one 
third was owned by members of this 
Association and, therefore, subject to 
Wmoral control by it. 

The result of the deliberations of the 
Directors of the Association was a plan 
calling for restriction of output. This 
policy was recommended to their mem- 
bers and called for a voluntary reduc- 
tion by 25 per cent in production for a 
period of one year, beginning Novem- 
ber 1, 1920. The Association also in- 
vited non-members to adopt the same 
restriction plan. About 90 per cent of 
the members agreed to the proposal, 

-but amongst the non-member growers 
the policy was not welcome. This was 
true of the European plantation owners 
who had been able to reduce their costs 
to a minimum, and especially of the 
Chinese and native owners who had a 
very low production cost. Since the 
Association only controlled one third 
of the total British-owned plantation 
area, it was evident that a policy of 
non-coéperation on the part of non- 
members would destroy any restrictive 
plan. And although an effort was 
made to continue the operation of the 
plan, the idea in general soon proved a 
failure. 

The situation in the industry, how- 
ever, was critical, and in 1921 grew 
steadily worse. Prices still continued 
$Y decline to a low level, while the Lon- 
-‘don stocks of surplus raw rubber in- 

creased. Voluntary restriction under 


151 


the Association’s plan had not had any 
good effect, and it was urged that a new 
and even higher percentage of restric- 
tion of production be made and that 
additional effort be urged in making the 
restrictive scheme operative on all 
growers. It was proposed that a con- 
trolling company to be known as the 
Rubber Growers’ Corporation be or- 
ganized for this purpose. In October, 
1921, after an unsuccessful year of 
voluntary restriction, the plan was 
again energetically urged by the Asso- 
ciation and the time of its operation 
extended. In the same month, the 
British CoJonial Office, which had here- 
tofore meintained a policy of “hands 
off” in the situation, became interested 
to the extent of appointing a committee 
to study the question and suggest 
necessary remedies. 

In the meantime, due to the material 
increase in, industrial activities and the 
general confidence in the eventual out- 
come of the raw rubber situation, the 
market began to respond favorably, 
more takings were in evidence and were 
reflected in slight price increases. But 
the Committee of the British Govern- 
ment was ready to make its report and, 
while duly impressed with the gravity 
of the situation, firmly refused to favor 
the adoption by government action of 
any restriction plan unless it was with 
the support and codperation of the 
Dutch Government. The report was 
issued early in 1922 and coupled with 
the knowledge of the failure of the 
voluntary restrictive plan of the Grow- 
ers’ Association, let the bottom out of 
the rubber situation again, with the 
result that a new decline started, and 
in August when the Dutch Government 
officially stated its unfavorable attitude 
to a restriction plan, the price of rubber 
reached its lowest figure. 

But the worst of the crisis was over; 
the activity in the American industry 


was increasing. In fact, with the in- 
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creased development of the manufac- 
turing industry, the consumption re- 
quirements under full working condi- 
tions were in fair comparison to the 
increased production from the planta- 
tions, notwithstanding the surplus 
stocks on hand. These stocks had 
been gradually decreasing during 1922. 
The lowest price maintained held only 
a short time, and by early December 
the price level had risen very favorably. 

In the face of these encouraging 
signs, a special rubber committee of the 
British Colonial Office presented a sup- 
plementary report on October 2, in 
which they reversed their previous 
judgment and strongly urged an im- 
mediate scheme of government inter- 
vention and control to be put into effect 
in Ceylon, the Malay States and the 
Straits Settlements. 

The scheme as outlined had for its 
basis a sliding scale of export taxes 
graduated according to the percentage 
of rubber exported in stated quarterly 
periods as compared with the amounts 
exported in the year ended October $1, 
1920, the period before voluntary re- 
striction was attempted. Exportation 
, during the first quarter to be restricted 
to 60 per cent of the production during 
one fourth of the standard basic year; 
a minimum export duty to be levied on 
that percentage of standard production 
allowed to be exported at the minimum 
rate; the exports in excess of allowance 
to be subject to heavier taxes propor- 
tionate to the percentage exported and 
applicable to the entire exports of the 
company. ‘These were the chief fea- 
tures of the scheme.! The scheme was 

1 Alterations in the percentage of standard 
production were provided for on the basis of the 
price of standard quality smoked sheet in the 
London market. An average price of 1s. 8d. 
per pound during a stated quarter would bring an 
additional release of 5 per cent for the following 


quarter; an average price of Is. 6d. would result 
in a 10 per cent release. Inversely, if the price 


should average Jeas than Is. per pound during a . 
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adopted in all essentials by the co-. 
lonial legislatures and became effective 
November 1, 1922, in British Malaya 
and Ceylon. 

This restriction policy has now be- 
come famous under the name of the 
chairman of the committee, as the 
Stevenson plan. In general the advo- 
cates of restriction, while deprecating 
the interlerence with the law of supply 
and demand, claim that it was neces- 
sary to save the industry; that many of 
the plantations would have been put 
out of business because the price of 
rubber was below the cost of produc- 
tion, resulting in a shortage of rubber. 
It should be stated, however, that 
practically all the plantations were 
started in time of high-priced rubber 
when no one expected rubber to fall 
below 40 or 50 cents per pound. Even 
at the lower prices good profits were 
assured. ‘The result was that the ne- 
cessity for closer attention to the pro- 
duction costs and those of bringing 
plantations into bearing was not gen- 
erally felt. Low prices have now had 
the beneficial effect of more businesslike 
methods resulting in many instances in 
lower costs of production. 

It should be pointed out in this con- 


nection that, while improvements have ™. 


been made in plantation practices, the 
industry is young and empirical meth- 
ods have governed the planters. It is 
only comparatively recently that atten- 
tion has been given to improvement in 
the plant stock by selection and by 
budding. Some methods promise to 
double the present yield per acre, with 
little increase in operating costs. Scien- 
tific methods were brought about by 
the discovery that say 30 per cent of the 
trees produced 70 per cent of the latex. 
The effort is being made to obtain like 


three months’ period, a reduction of the pert p 


centage by 5 per cent was provided for the follow- 
ing quarter. 
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„ yields from 100 per cent of the trees. 
” The average yield per tree is 3 or 4 
pounds per year, while some trees are 
known to yield upwards of 80 pounds. 


REsULTS oF RESTRICTION 
e 


Some advocates of the restrictive 
scheme maintain that it will stabilize 
prices. They call it a “regulatory” 
rather than a restrictive measure. 
There is no doubt that speculators took 
advantage of the announcement of the 
measure and forced the price of rubber 
up from 17 cents a pound the day be- 


+ fore the scheme was announced in late 


October to near 37 cents in January, 
and again early in March. From that 
time the price has dropped to below 80 
cents and for some time has been main- 
tained between 25 to 30 cents. Many 
supporters admit that the price of rub- 
ber was on the upgrade and would be 
selling today at about 25 cents more or 
less without restriction. ‘There is a 
belief by some that restriction enables 
the speculator within and without the 
ranks of those who have the control of 
the scheme to manipulate prices better 
than if the laws of supply and demand 
were working normally. It is within 
-the power of those who have charge of 
the scheme to control releases by modi- 
fications of the regulations and keep a 
fairly stable price for rubber, but it is 
feared by many that they will not use 
this power wisely and therein lies the 
great danger of the Stevenson Act. 
Some maintain that if releases are 
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regulated to allow an eight months’ 
supply of rubber ahead, the market will 
not be one that can be manipulated by 
speculation. It is argued that if this 
supply is reduced to six months, or 
below, it will increase speculation 
proportionately. 

The fear of low prices of rubber is the 
main factor that prevents capital from 
making investments in new plantations 
at the present time. It is estimated 
that the present plantation area is 
sufficient in size to supply the needs of 
the market for four or five years to 
come. It should be noted, however, 
that it takes five or six years to bring 
rubber into bearing and eight to ten or 
more years to bring it into full bearing. 
At the present rate of increase in con- 
sumption, unless additional plantations 
are started soon, the United States will 
be facing a possible shortage of rubber 
within five or six years. 

It is this economic question of the 
probabilities of a shortage in the crude 
rubber supply, in addition to the impor- 
tant fact of the dependence of the 
American rubber manufacturing indus- 
try on foreign-controlled supplies, that 
prompts the present investigation 
which is now under way by the Depart- 
ment of Commerce, and which has for 
its object. the hope of developing infor- 
mation on potential rubber-growing 
areas which may be advantageous for 
possible cultivation on the plantation 
principle, and which would insure to 
the American industry a rubber supply 
commensurate with its great needs. 


Operations of an American Rubber Company in 
Sumatra and the Malay Peninsula 


By H. Stuart HorcuxKiss 
United States Rubber Company 
è 


HE area, about which I am going 

to speak and from which our ex- 
perience has been gleaned, comprises 
110,000 acres. Of this area 88,000 
acres are in Sumatra and 22,000 acres 
in the Federated Malay States. There 
are planted about 50,000 acres in Su- 
` matra and 10,000 acres in the Malay 
States. 


METHOD oF OPERATION (DUCH AND 
BRITISH) 


Preparatory to establishing a rubber 
plantation, it is of course necessary to 
make an exhaustive study of the coun- 
try from the technical standpoint of 
soil conditions, rainfall, freedom from 
wind, transportation and labor supply. 
Success depends almost equally, how- 
ever, upon favorable governmental 
conditions, such as stability and the 
equity of the laws under which the 
company must operate. In the case of 
the United States Rubber Company, 
the countries eventually selected in 
which to operate were British Malaya 
and the Dutch East Indies. 


TEHE ADVANTAGES OF PRICE CONTROL 


The British laws are the fairest and 
most equitable with which we have 
come in contact throughout our world 
operations. ‘There has been a great 
deal of misunderstanding with refer- 
ence to the Stevenson plan. It is an 
act to regulate rather than to restrict. 
An act to regulate is, in my opinion, as 
much in the interest of the manufac- 
turer as of the planter. The reason for 
this is that to provide for the future 
we must have more trees in the ground. 
As pointed out, it takes six or seven 


years for these trees to mature, and 
the low prices that rubber has com- 
manded for the past two years have 
resulted in little or no new planting 
during that period. If consumption 
increases, as it probably will, the man- 
ufacturing industry is apt to face a real 
shortage of supplies a little later on. 
Consequently, while the Stevenson 
plan may be criticized, and all of us 
have criticized it very freely in the 
past, on the ground that it is unsound 
academically to interfere with the 
natural laws of supply and demand, if 
it succeeds in bringing rubber, as it has, 
to a price level high enough so that 
capital is again attracted to new plant- 
ing, it is practically advantageous. 
The question is whether serious damage 
has not already been done by the fact 
that restriction was delayed as long as 
it was and whether by the time the 
necessary legislation was enacted, the 
crisis in the planting industry was not 
on the verge of natural solution. Some 
American manufacturers held the be- 
lief that restriction was no longer 
necessary and that it established a 
bad and serious precedent. The Brit- 
ish Government, however, took the 
opposite view and proceeded on that 
basis. 


‘TAXES 


In British Malaya there is only one 
tax and this is a very moderate export 
tax. This has always been based on a 
sliding scale of rubber values and even 
under the Stevenson Act, it amounts 
to a little less than a British penny per 


pound on the normal amount of rubber t 


permitted to be exported. In the 
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Dutch territories there is an export 
tax, too, although little has been said 
about that. Brazil imposes an export 
tax running in some cases as high as 
23 per cent ad valorem. The Dutch, 
aside from their export tax, have ex- 
cess profits taxes, income taxes ‘and, in 
one instance in our experience, we have 
known them to resort to retroactive 
taxation, which is as unmoral as it is 
unsound. No one hears about Dutch 
or Brazilian methods because, un- 
fortunately, there is a substantial ele- 
ment in our press and public with 
whom it is popular to criticize Great 
Britain whether right or wrong. 

Brazil, which was the natural hab- 
itat of the Hevea Braziltensts, the tree 
now universally cultivated in the East, 
has in the past notoriously mishandled 
her opportunities. Her taxes have 
been excessive and her governmental 
promises unreliable. Besides this, 
Brazil is handicapped by a scarcity of 
labor, a plentiful supply of which is 
absolutely essential. 

Areas in the southern Philippines, 
below the typhoon belt, will undoubt- 
edly prove geographically and meteor- 
ologically suitable for the growing of 
rubber, but radical changes must be 
made in the laws limiting land tenure 
and immigration and positive assur- 
ance must be given of permanent con- 
trol of the Islands’ affairs by Americans. 
Otherwise capital cannot be attracted. 


METHOD or ACQUIRING LAND 


In the Dutch East Indies no titles 
to land are given in fee simple, but con- 
cessions for specified areas and fixed 
periods, of say 75 years, are granted, 
either by the Dutch Government direct 
or by the native Sultan, with the ap- 
proval of the Government. Rentals are 
fixed from time to time in different lo- 
calities, ranging anywhere from 16 cents 
gold to 50 cents gold per acre per year. 

In Malaya conditions vary in the 
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different federated and non-federated 
states, but in the case of concessions, 
the grant is usually for longer periods, 
and in some cases actual ownership is 
possible. Here, as in Sumatra, the 
State Government receives a specified 
price per acre, which is continually 
being increased as available lands be- 
come scarcer.” The present price of 
land in the state of Kedah, in which 
we are now operating, is close to $20 
gold per acre. You will see by that 
that rubber lands, even in the jungle, 
have a very decided value. 

In all, there are about 3,500,000 
acres of rubber planted in the East, of 
which gbout 2,500,000 acres are in 
British territory, 900,000 acres in the 
Dutch East Indies and the balance 
principally in Indo-China. 


ORGANIZATION 


In creating a vast enterprise in @ 
tropical country 12,000 miles from 
home, success or failure hinges largely 
upon the organization that it is possi- 
ble to build up. It requires a most 
careful selection in choosing the staff, 
because mistakes cannot be as quickly 
rectified as is possible at home and 
intimate control is far more difficult. 
Generally speaking, pioneer work at- 
tracts men of unusual individuality, 
and this type is apt to be difficult to 
hold together in a homogeneous ma- 
chine. There must be scientists, 
engineers, practical planters and, last 
but not least, accountants, for vast 
sums of money can easily be lost 
through laxity of method as well as 
through errors in technical judgment. 
The industry is still young, but already 
much has been learned so that it is 
now possible to avoid many of the mis- 
takes made in earlier days. This ap- 
plies not only to the personal equation 
but to the selection of suitable areas, 
to the stock to be used in planting and 
also to the technique of tapping. 
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The technical men may be engaged 
in the United States or Europe, but the 
responsibility of recruiting the labor 
force rests with the managers in the 
East. In Sumatra, where we have 
planted roughly.70 square miles in one 
block, or very nearly the equivalent of 
a strip of land a‘ mile wide’ extending 
from New York to New Haven, we are 
dependent primarily upon contract 
Javanese coolies. These are recruited 
in and transported from Java, which 
in point of time is almost equivalent to 
importing labor from Ireland to Massa- 
chusetts. Malaya and Java estates 
are operated with free labor. I shall 
have more to say regarding tlie relative 
merits of the two labor systems a little 
later on. 


SCIENTIFIC DEPARTMENT 
It is necessary to have engineers to 


build roads, railroads, drains, bunds 
for soil conservation, houses and fac- 
tories; micrologists to study and con- 
trol tree diseases; soil analysts to 
determine suitable areas for planting 
and the character of manures to be ap- 
plied where necessary; foresters to 
supervise the planted area and to study 
thinning and tapping, with reference 
to yield and bark renewal (for bark 
surface is a plantation’s capital, the 
bark must be conserved and at the 
same time you must get the maximum 
amount of latex from it); and genetic 
botanists to assure the proper selection 
of seeds and the propagation of high 
yielders through bud grafting and mar- 
cotting. 

The total planted area, which is 
cleared of all stumps and fallen timber 
and clean weeded, requires constant 
upkeep, and some idea of the magni- 
tude of detailed supervision necessary 
can be appreciated if it is realized that 
the life history of upwards of 5,000,000 
individual trees is accurately kept. 
We have to keep the life history of 
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those trees and we keep it monthly, se 
that we can determine the stock from 
which to bud and from which to breed 
better strains. 

Today the average yield per acre 
throughout the East is probably less 
than 860 pounds. With the develop- 
ment of budding it is theoretically 
possible to bring this up to over one 
thousand: pounds an acre. If we 
siould be able to do this, the cost of 
production would automatically be cut 
to what at present would be considered 
a ridiculously low figure. It is quite 
possible that at some time in the future 
we may see plantation owners and- 
manufacturers both happy with rubber 
selling at around 15 cents a pound. 
‘This, however, is some years off, as 
there is a great deal still to be learned 
ir. regard to the technique of budding. 


LABOR 


Reverting again to the question of 
labor, I have already mentioned that 
tke indentured system is still in vogue 
in Sumatra and it is to be hoped, in the 
interest. of both laborer and planter, 
that the present system will not be 
interfered with by legislation. This. 
dces not mean that there is no free 
labor in Sumatra, for there is always 
a substantial number of Chinese, 
principally engaged on tobacco estates, 
and Javanese, who settle in the coun- 
trv after their terms of contract have 
expired. 

The agitation against the Penal 
Sanction, as contract labor is called, is 
due in the main to a lack of understand- 
ing as to what it really means. For 
this reason a brief description of condi- 
tions as they exist may be of interest. 
The coolies agree to enter the service 
of a certain employer for a period of 
three years at a fixed wage. If they 
break their contract and abscond, their 
employer is protected in his agreement 
by their arrest and return to the estate, 
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but there are comparatively very few 
cases where the law has to be inyoked. 
It is sometimes contended that coolies 
are bribed to sign contracts which they 
do not understand and thus become 
virtual slaves. This condition may 
have existed years ago, but it $ abso- 
lutely impossible today; in fact, Gov- 
ernment labor laws and regulations are 
so stringent that it is sometimes very 
difficult for planters to maintain proper 
discipline. We had a case a year or 
two ago where a coolie attempted to 
wreck one of our trains. He was 
caught after several unsuccessful at- 
tempts. Upon being brought before 
the Dutch magistrate, he was dis- 
charged with a fine of 40 cents gold 
on the ground that he was a poor igno- 
rant coolie and did not know any betzer. 
The difficulty of maintaining discipline 
is really one of the great problems that 
confronts the management at the pzes- 
ent time, due to the rigidness of Gov- 
ernment control which is all in favor of 
the coolie. We are not disposed to 
quarrel with this rigidness because, 
after all, while we may regard it as now 
unnecessary, it undoubtedly has a good 
effect in preventing a reversion to some 
of the old abuses that existed on plan- 
tations in the past. 

The labor agreement is signed in the 
presence of the governmental control- 
ler of the district in which the ccolie 
lives and he sees to it that there is no 
misunderstanding. Moreover, rews 
spreads with almost telegraphic rapid- 
ity among the Javanese, as with many 
other primitive peoples. The coolies 
returning to Java at the expiration of 
their contracts would very quickly 
disseminate and exaggerate any stories 
of bad treatment or misrepresentation, 
and recruiting would stop automatic- 
ally. 

As a matter of fact, the indentured 
labor is much better off on an estate 
than in their own unsanitary kampongs. 
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The dwellings provided for them are 
well arranged and clean; they have the 
best of medical attendance and are 
assured of an ample supply of good and 
nourishing food. In the case of the 
Holland American Plantations Com- 
pany, the largest of our operating sub- 
sidiaries, food is not only supplied at a 
figure averaging below cost but the 
variety is regulated and the meal is 
prepared by company cooks. This 
method has been found desirable as 
assuring a proper diversity of diet, 
thus preventing beri-beri and eliminat- 
ing other evils that sometimes occurred 
through coolies gambling away their 
ration, and consequently becoming 
undernourished, thereby being ren- 
dered more susceptible to disease. 
When coolies arrive on our Sumatra 
estates, they are usually emaciated 
and, in 90 per cent of the cases, weak- 
ened by the ravages of hookworm. 
The first step, therefore, is to put them 
in a rest camp for approximately a 
month and treat them for hookworm 
and any other diseases that a careful 
medical examination may disclose. 
Then, at the end of the prescribed 
period, they are allotted to their per- 
manent quarters in the field. Hours of 
labor never exceed ten, from which the 
lunch period is taken, and are so regu- 
lated that the coolie has time for rest 
and recreation during the daylight 
hours; he starts the day at sunrise. 
The quarters are inspected daily by 
the assistant in charge of the division 
and periodically a careful medical in- 
spection is made of each individual. 
In the case of any serious illness, the 
coolie is immediately sent to the hos- 
pital, either at his own request or by 


the assistant in charge. 


Java has a population of more than 
35,000,000 on an area about equal to 
the state of New York. Recruiting 
labor there is handled through agencies 
established in that country by the 
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Avros or Planters’ Association of the 
East Coast of Sumatra, and these 
agencies are under the strict control of 
the Dutch Government. The cost of 
recruiting plus transportation must, 
of course, be amortized over the life 
of the contract. This, at the present 
time, amounts to approximately $60 
gold per capita. That is the invest- 
ment we have in each one of our inden- 
tured laborers when we start. Men and 
‘ women, both, are recruited, an effort 
being made to maintain the proportion 
of about two thirds male to one third 
female labor on the estate. The rate 
of wages on original employment is 
approximately 19 cents gold for the 
men and 17 cents gold for the women, 
and is almost entirely dependent upon 
the price of rice. Companies in Suma- 
tra sell rice to the coolies at a fixed 
price of 12 guilders per bag of 200 
pounds. During the war and imme- 
diately subsequently, the cost of rice to 
the companies was five or six times 
that. Money wages, however, re- 
mained comparatively stationary, as 
companies granted a virtual increase 
through absorbing the loss incurred by 
selling rice at pre-war levels. 

At the end of the contract the coolies 
have the option either of re-engaging 
for a period of two years at increased 
wages, of remaining on the estate as 
free labor and continuing at their pleas- 
ure to occupy company quarters, or of 
being returned to their native homes 
in Java at company expense. About 
85 per cent of the men and 60 per cent 
of the women exercise the privilege of 
re-engaging. The women who do not 
re-engage usually remain on the estate 
and raise their families. 

The coolie is always better off phys- 
ically at the end of his contract, be- 
cause of the personal care that he 
receives from both employer and Gov- 
ernment. 


It will readily be appreciated that, 
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having invested so much in labor force, _,, 


the employer necessarily is induced to 
spend large sums to keep its unit of 
efficiency at the maximum. This can 
cnly be accomplished by keeping the 
sick and death rates at a minimum. 
As an “estate grows older, it tends to 
kecome more healthy, for jungle clear- 
ing and malaria go hand in hand. We 
have gradually watched our sick rate 
drop from over 4 per cent, which in the 
old days was considered excellent, 
down to less than one per cent today, 
while the death rate is now running 
about 1.2 per cent per thousand. 

On the Malayan Peninsula, as I have 
said before, we, in common with other 
estates, are dependent entirely upon 
free labor, working preferably with 
Tamils and Telegus from southern 
India, although many Chinese are used 
for the heavier work of felling jungle. 
In Malaya, competition for labor is 
very keen in normal times, but the 
Indian is very prone to follow individual 
Europeans who acquire a reputation 
for fair and liberal treatment. For this 
reason, personality is an even greater 
asset in a manager or assistant there 
than in Sumatra. A free labor force is 
less permanent than an indentured 
fcrce, so there is a gentlemen’s agree- 
ment among planters in Malaya not 
tc deliberately crimp each other’s em- 
ployes. A company is supposed to re- 
cruit in India and transport to Malaya 
a number of coolies approximately 
ecuivalent to those employed in its 
own operations, so that the total pop- 
ulation of the Peninsula is increased 
wth expanding operations. Indian 
lasor is recruited by sending native 
Kanganis or local foremen to the differ- 
ent Indian villages where the Malay 
district, if not the individual estate, is 
well known by the usual native means 
of wireless communication. 


In opening up in Malaya, it is of the ` 


greatest importance to establish a good 


if 
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reputation for health and congenial 
conditions of employment from the 
very first; otherwise, labor wik refuse 
to come or, once arriving, will rapidly 
disperse to other more popular locali- 
ties, leaving the unfortunate manager 
nothing to show for the expense in- 
curred. 

Conditions in Sumatra under the 
contract system have been generally 
better than in Malaya, because Ma- 
layan planters, regarding their labor 
force as transitory, have been unwilling 
to invest as heavily in permanent proj- 
ects for sanitation. This condition, 
however, is rapidly changing for the 
better, and today the movement is 
general to regard a force as permanent 
in total, even if there are individual 
exchanges in the personnel with other 
estates. 

Under the contract system in Suma- 
tra, rice, the principal article of diet, is 
sold to the coolie at a fixed minimum 
price, the company absorbing any ex- 
cess that it is necessary to pay on the 
market to secure the supply. In Ma- 
laya, rice, dried fish and vegetables are 
sold at cost. In both places, an effort 
is made to give the laborers facilities 
for keeping their own chickens and 
growing vegetables. 


AMUSEMENTS 


Throughout the planting countries 
in the East, generally, encouragement 
is being given to the development of 
athletics and, at stated periods during 
the year, field days are held. Besides 
this, moving pictures are being intro- 
duced as an added entertainment. 
The films, however, are very carefully 
censored and an effort is made to show 
nothing that will decrease the respect 
of the native, particularly for white 
women. It is curious to study the 
mentality of the native. One would 


« Aà think that seeing moving pictures of 


the wonders of the world would inter- 
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est him, but this is not the case. All 
that he seems to care for is horse play ° 
of the Charlie Chaplin variety. De- 
spite our efforts at censorship, I think 
that the coolie I told you about who 
tried to wreck the train may have got- 
ten his idea from the movies after all, 
as the explanation that he gave of his 
motive was that he wanted to see the 
smash. 


HOSPITAL ORGANIZATION 


Both Dutch and _ British laws re- 
quire ample hospital facilities and 
these are closely supervised. A few of 
the larger properties, such as our big 
Sumatra, group, maintain their own; in 
other eases, there are centrally located 
hospitals supported jointly by a num- 
ber of neighboring estates. 

We have a hospital for Europeans 
with European nurses and the big cen- 
tral hospital for Asiatics, with nearly 
a thousand beds, including a maternity 
ward. The chief medical officers are 
European, supported by a staff of na- 
tive assistants and dressers trained in 
the Dutch East Indian medical school 
at Batavia. The building itself is 
brick with tiled roofs and the operat- 
ing and dressing rooms are supplied 
with the most modern equipment, 
permitting of thoroughly up-to-date 
treatment of any cases that may 
occur. 

The labor force of the Holland Amer- 
ican Plantation Company numbers 
from 14,000, to 20,000, scattered over 
the seventy square miles of cultivated 
area, each division being connected 
with the central administration, both 
by motor roads and by narrow-gauge 
steamrailway. Foodstuffs and supplies 
are distributed by these systems of com- 
munication and sick coolies are brought 
in by ambulances. 

As previously mentioned, it is of 
primary importance to eliminate hook- 
worm, as the resulting enervation ren- 
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ders the coolie susceptible to every other 
sort of more serious disease. In the 
old days, cholera epidemics took heavy 
toll, but medical science has now pro- 
vided a vaccine so that this is no longer 
feared. Beri-beri, which comes from 
eating polished rice, has also disap- 
peared as a result of regulating diet. 
An epidemic of influenza proved disas- 
trous on one occasion, and there are 
occasional epidemics of other diseases. 
Malaria is perhaps man’s worst enemy 
in the East, and while great progress 
has been made in the extermination of 
the mosquito, the obvious difficulties 
of eliminating him entirely are very 
great. In this work, as, well as in all 
other matters of sanitation ard pre- 
ventive medicine, it would be difficult 
to say too much in praise of the work 
of the Rockefeller Foundation and the 
assistance that it has rendered us in an 
advisory way. 

The laws of many of the states in 
Malaya prohibit the maintenance of 
private hospitals, requiring all very sick 
coolies to be transferred to nearby 
Government institutions. This being 
the case, it is only possible to maintain 
temporary hospitals on the estate. 
These Government hospitals do not 
compare favorably with the hospitals 
of Sumatra and, generally speaking, 
here again, the free labor in Malaya 
is at a disadvantage as compared 
with the labor across the Straits of 
Malacca. 

We are, at the present time, opening 
approximately 10,000 acres of jungle 
in Kedah which, when completed, will 
be perhaps the largest single unit in 
Malaya: As this work progresses, an 
effort will be made to obtain permission 
to erect and maintain our own hos- 
pital, designed on most modern lines, 
because, here, as in Sumatra, it is to the 
financial interést of the company to 
maintain the highest degree of effi- 
ciency in its labor force. 
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LIFE OF THE EUROPEAN ON THE 


å ESTATE 


The average plantation manager is 
beginning to get old at from 40 to 45 
ard ready to be replaced by a younger 
man. He has probably come out to 
the East at the age of 2% or 23, served 
his apprenticeship of six or seven years 
as an assistant, learned the business and 
then been assigned as manager to some 
sriall estate to begin with. Both man- 
agers and assistants are provided with 
free housing, medical attention and, in 
the mse of managers, usually an auto- 
mobile for transportation. The houses 
vary greatly on individual estates, but 
for the most part they are designed for 
the tropics and if of good construction 
are exceedingly comfortable. Life is 
not nearly as primitive as one is apt to 
imagine, except in very remote and 
undeveloped districts, for there are 
many home comforts including excel- 
lent telephone systems. There are 
usually good clubs within easy dis- 
tance, with billiard tables, tennis courts 
and often golf courses, football and 
cricket fields. 

In Sumatra we are blessed with a 
keautiful hill station, Brastagi, which 
is easily reached. There is a hotel 
there and many of the companies such 
as ours maintain private bungalows for 
the use of their staffs. Five thousand 
fset makes a tremendous difference in 
temperature, and a few weeks of 
cutdoor life in a temperate zone 
works marvels in resuscitating vigor 
end interest in life after a period of 
perhaps monotonous work in the low- 
lands. 

In the old days, young men going 
out expected to stay six or eight years 
before returning to their homes on 
leave, but now the period has been cut 
to three years (except in the case of the 
Dutch who usually remain about five 
ears) and the agreements usually pro- 
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«vide for six months’ leave on full pay 
at the expiration. 

Throughout the East detec it is 
customary to pay bonuses to the staff 
or to allow them a percentage of the 
profits of the undertaking. In Sumatra 
we distribute, under this latter plan, 
124 per cent of our earnings to those 
engaged directly in production and 
bonuses up to 25 per cent of their 
salaries to others. Life in the East, 
generally speaking, unfits the average 
man for work at home later in life: 
consequently, the theory is that men 

should leave the East with at least a 
Pode competency, and profit sharing 

and bonuses are intended to make this 

‘possible. In addition, we have in force 
pension plans which not only benefit 
Europeans but also the coolies them- 
selves, after service of 25 years. I 
think that is becoming more and more 
general in the East, and the coolie 
labor which used to be so very transi- 
tory is now becoming much more 
permanent. 

In brief, the whole managerial prob- 
lem is almost analagous to handling an 
army; the general staff is in New York, 
with laison officers in London and 

terdam; a maj or general or man- 
aging directors is in the East; the briga- 
dier general is the head manager; the 
colonels, the managers of estates; and 
the captains, the assistants, who come 
in direct contact with their companies 
of laborers. 


THe PROBLEM OF THE UNITED STATES 


The areas suitable for growing rub- 
ber, particularly Hevea or Fine Para 
on which the industry depends, are 
limited geographically, so that it is un- 
likely that appreciable quantities can 
ever be grown within the confines of 
the United States. This being the case, 
he American industry must depend 
either upon our own tropical posessions 
or upon foreign countries. Of course 
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we always will get a certain amount of 
rubber from guayule, which can be 
grown in northern Mexico and Texas, 
but the amount will probably not be 


‘very appreciable as compared with the 


total. 

Up to the present time, labor and 
land Jaws, tagether with the indefinite 
political future, have prevented capital 
from flowing to the Philippines. Short- 
age of low-priced labor and Govern- 
ment insecurity have likewise discour- 
aged investment in Latin-America. 
Twenty years ago virtually 100 per 
cent of the rubber consumed in the 
world was, from wild sources; today 
approximately 98 per cent comes from 
plantations established principally un- 
der the British and Dutch flags in the 
Middle East. 

Based upon the experience of the 
United States Rubber Company as the 
owner of extensive plantations, both in 
Malaya and Sumatra, we can see no 
reason other than military why we 
should not be perfectly safe in allowing 
the future to develop along logical 
economic lines as in the past. The 
British and Dutch Colonies are well ad- 
ministered and property rights secure. 

As to the military dangers to which 
I referred, it has always seemed to me 
that the practical way to protect the 
United States, in view of the fact that 
we will probably never be able to grow 
our rubber requirements within our 
own territory, is to create some sort of 
a revolving rubber reserve, either in 
the hands of manufacturers under 
Government supervision or by the 
Government itself. If this stock were 
equivalent to a year’s supply, the carry- 
ing charges would not be excessively 
heavy and, in the case of an emergency, 
the Government would immediately 
place an embargo on the use of rubber 
for luxury purposes. In that way the 
consumption would be reduced enor- 
mously and at the same time, by in- 
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troducing more reclaimed rubber into 
compounds, it is quite possible that 
this country might carry on for at least 
two years without the necessity for 
depending upon any foreign sources. 
I have never personally attached tre- 
mendous importance to this military 
aspect, although the Army and Navy 
must necessarily take it into considera- 
tion. I have always considered a war 
between the United States and Great 
Britain as so unthinkable that if it 
should occur, there would not be much 
use in anything. 

It is unlikely that there will ever be 
more than a temporary shortage of 
rubber in the world, but, as,with any 
crop having a seven-year cycle, the 
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pendulum is certain to swing back ands 
forth. The greatest danger that the 
industry faces today is a shortage some 
years hence, due to the unprofitably 
low prices for crude which have pre- 
vailed in the past two years. These 
have prevented new plantings which 
may be needed in the future to take 
care of the ever increasing consump- 
tion. The essential factor in order to 
secure adequate supplies for the future 
is a price for rubber high enough to 
make planting profitable. If this con- 
dition prevails, money will automatic- 


ally flow to every tropical country that, - 


is economically able to compete and 
the world will have all the rubber that ~ 
it needs. 


The Struggle for Petroleum 


By STANLEY K. HORNBECK 
U. S. Department of State 


OR what I shall say, I should make 
it clear that the responsibility is 
entirely mine: I speak as a private in- 
dividual, in no way representing and in 
no way committing the State Depart- 
ment. For statements of fact, I shall 
rely upon sources of information which 
are available in public print. The in- 
terpretation and implications will be 
mine. The conclusions may be yours. 
There will be in what I shall have to 
say a good deal of mention of British 
policy and action. In nearly all of 
these matters, it happens that atten- 
tion naturally focuses upon British and 
American policy more than on that of 
other countries, for the simple reason 
that we and the British are the chief 
competitors. Much that is said with 
regard to policies and activities of these 
‘two countries is, however, illustrative 
of what might be said with regard to 
several others. 


The importance of petroleum arises 
from its essential uses—industrial, 
military, naval—as well as, in this 
country especially, luxury use; from its 
rapidly increasing consumption, its un- 
even distribution, its exhaustibility, \. 
and the competition which has devel- 
oped, not only among private com- 
panies, but even among governmental 
agencies, for the acquisition and con- 
trol of petroleum resources. 

The United States was the pioneer 
and until 1880 almost the only impor- 
tant producer of petroleum. After 1880 
Russia came into the field. Mexican 
production began in 1901, but was of 
little consequence until after 1910. 
Up to date the United States had pro- 
duced about 60 per cent of all the 
petroleum known to have been pro- 
duced in the world. At present, the 
United States produces nearly two 
thirds, and the United States, Mexico 


TH STRUGGLE FOR PETROLEUM 


“and Russia are producing nine tenths 
of the whole of the world’s annua? pro- 
duction. Persia has recently swung 
forward to fourth place, and the Neth- 
erlands East Indies ‘hold the fifth place. 


ê 
Tue COMPETITION FOR PETROLEUM 


The United States produces annually 
and consumes annually more petroleum 
than all the rest of the world put to- 
gether. This does not mean, however, 
that the United States has a monopoly 
or a majority of the petroleum re- 
sources. Far from it. I shall give 
N figures in due course. 

There has been a certain feverishness 
—and in some quarters bitterness—in 
the prosecution of the so-called “world 
race” or “world war” for petroleum 
during the past several years. It is 
easy to see how it originated. It has 
been in part a product of the war, a 
projection of the war psychology into 
the activities of reconstruction upon 
which the world—especially the Brit- 
ish Empire and the United States— 
entered immediately upon the termina- 
tion of the armed conflict. It has been 
_In part a product of the dreams and 

apprehensions, the plans and ambitions 
individuals. It has been occasioned 
iÑ part by estimates of industrial and 
military necessity, estimates based on 
considerations of economic and politi- 
cal security. It has been due in part to 
underestimates and erroneous impres- 
sions with regard to the quantity and 
distribution of the world’s petroleum 
resources. It has been in part the 
logical development from purely, or al- 
most purely, economic causes: rapid 
increase in the demand for petroleum 
products for immediate consumption, 
with consequent increases in price, and 
in turn, demand for immediate in- 
creases In production. 
À The competition will continue, but 
ia my opinion it should not be con- 
ducted with nervousness, bitterness or 
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hostility,—and I believe that careful 
disinterested and unimpassioned ex- 
amination of facts and figures in the 
situation warrants that view. 

The competition became a matter of 
public concern, so far as I have been 
able to understand it, when Great 
Britain and France discovered, during 
the war, the superlative importance of 
petroleum in the realm of mechanical 
power,—from which it was of course a 
short step to an enlarged appreciation 
of its value to and in commerce. At 
the same time the British and French 
discovered, or thought they had dis- 
covered, that the United States pos- 
sessed a°ereat deal of petroleum and 
they possessed little or none. Some 
Englishmen had been thinking of 
petroleum possibilities before the war, 
and the British Government’s interest 
in the Anglo-Persian Oil Company had 
begun,—but oil-burning ships, includ- 
ing the submarine, and gasoline-burn- 
ing motor cars and airplanes, in the 
military operations, demonstrated to 
the whole world the vital Importance of 
petroleum. The British appreciation 
of the facts was expressed in Lord 
Curzon’s statement: ““The Allies float- 
ed to victory on a wave of oil.” 

As soon as the British saw, they made 
up their minds, and, having made up 
their minds, they began to speak them 
—and to act. Mr. Runciman, Presi- 
dent of the Board of Trade, said in 
Parliament, on January 10, 1916, that 
the future policy of Great Britain 
should be:to control not only the coal 
of the world but the supply of oil as 
well. In an article published in the 
XIXth Century and After, in October, 
1918,—an article said to have been 
officially inspired, Mr. Sydney Brooks 
wrote: 


The best policy for us as a nation is to’ 
encourage the investment of British capital 
in oil enterprises abroad and to see by 
appropriate legislation that the companies 
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so formed remain in perpetuity under the 
British flag. 

Sir Hamar Greenwood, then Head of 
the Department of Overseas Trade and 
in charge of the administration of pe- 
troleum supplies, speaking in Parlia- 
ment on March 12, 1920, is reported to 
have said: 


The tragedy was that only two per cent 
of the oil that came into this country was 
produced under the British flag, and eighty 
per cent came from the United States and 
Mexico. 

. . » He could assure them that the 
Government and the Department over 
which he presided were fully alive to the 
vital necessity of oil and more oilLunder the 
control of the British flag. (Cheers.) 
There was not a single part of the world 
which was open to prospectors where oil 
was not being sought, and great efforts 
were being made to secure oil fields where 
the oil could be controlled from the source 
to the consumer by the British Govern- 
ment. It was vital for war purposes and 
equally vital for development in time of 
peace. No Government could do more than 
this Government was doing in exploiting 
these fields in different parts of the world. 


Mr. Walter Hume Long, First Lord 
of the Admiralty, is reported to have 
said before the Institute of Petroleum 
Technologists on March 28, 1920: “If 
we secure the supplies of oil now avail- 
able in the world we can do what we 
like; if Great Britain does not take 
advantage of her opportunities to ac- 
quire ‘available’ oil lands the Govern- 
ment will be blamed ‘for inaction at 
this moment of great national import- 
ance; we are on the threshold of tre- 
mendous opportunities and the nation 
must take care to occupy the house, or 
others will take it and with it the key 
to all future success.” 


- Tam POLICY OF tHe UNITED STATES 


While these ideas were developing 
and being expressed in London, com- 
plaints of American oil interests con- 
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cerning discriminatory and exclusive? 
practices which they were encountering 
abroad began to have effect in Wash- 
ington. 

On February 25, 1920, President 
Wilsqn approved an Act, known as the 
“United States General Leasing Act of 
1920,” designed as a protective meas- 
ure. This Act relates to the disposition 
of public lands and is based, in respect 
to the treatment to be accorded to 
aliens, on the principle of reciprocity. 
Its governing provision in reference to 
petroleum reads in part as follows: 


ea deposits of .. oil, oil "a 
shale or gas, and lands containing such de- 
posits, owned by the United States p 
shall be subject to disposition in the form 
and manner provided by this Act to citizens 
of the United States, or to any association 
of such persons, or to any corporation or- 
ganized under the Laws of the United 
States, or of any State or Territory thereof 
» . ». and to municipalities 
provided further, That citizens of another 
country, the laws, customs, or regulations 
of which deny similar or like privileges to 
citizens or corporations of this country, 
shall not by stock ownership, stock holding, 
or stock control own any interest in any 
lease acquired under the provisions of this. 


act. d- 


To the extent of 90.5 per cent, land^ 
in the United States is in the hands of 
private owners. The Government of 
the United States places no restrictions 
on the purchase or lease of private 
lands by aliens. The law from which 
I have just quoted applies only to the 
9.5 per cent of our territory which is 
public land; it permits aliens to operate 
on or hold interest in operations on 
these lands—provided their govern- 
ments do not discriminate against 
Americans; and it applies equally to 
all aliens. 


On March 10, 1920, the Senate . 


passed a Resolution calling upon the 
President to furnish information; 


c 


wI. 
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First, as to what restrictions, if any, 
are imposed, either directly or indirectly, 
by France, Great Britain, Holland, Japan, 
or any other foreign country, or the depend- 
encies thereof, upon the citizens of the 
United States in the matter of prospecting 
for petroleum, or in the acquisition ‘and de- 
velopment of lands containing the same, 
within the territory subject to the jurisdic- 
tion and influence of such countries. 

Second, if such restrictions exist, what 
steps have been taken by the Government 
of the United States to secure their removal 
and equality of treatment in respect of 
citizens of the United States. 


The Resolution contained further a 
request for similar information con- 
cerning the situation in and with 
respect to Mexico. 

In reply, information was given 
showing that certain discriminatory 
and some exclusive practices did exist 
in certain of these countries, to the 
disadvantage of American interests 
and efforts. 


Tae Franco-Brrriso Om, AGREEMENT 


In April, 1920, Sir John Cadman 
(British) and M. Philippe Berthelot 
(French), in conclusion of conversa- 
tions said to have been going on for 
some time between the British and the 
French Governments, initialed at San 
Remo a memorandum of agreement 
“based on the principles of a cordial 
collaboration and reciprocity in the 
countries where the petroleum interests 
of the two nations can be amalgamated 
to advantage.” This memorandum 
referred “to states or countries as 
follows: Rumania, Asia Minor, terri- 
tories of the former Russian Empire, 
Galicia, the French colonies and the 
colonies of the British Crown;’’ but, it 
stated, “this agreement may be ex- 
tended to other countries by mutual 


consent.” 


The agreement provided: 
(a) With regard to Rumania; 
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The Governments of Great Britain and 
France will lend their aid to their respective 
nationals in all negotiations which are to be 
started with the Rumanian Government 
for the purchase of oil and petroleum con- 
cessions, and oil lands and shares and 
interests in oil enterprises in Rumania; and, 
All shares belonging to former enemy 
concessions which can be secured, and all 
other advantages drawn from these nego- 
tiations, will be divided on the basis of 50 
per cent to British and 50 per cent to French 
interests; and, In the company or com- 
panies to be created in order to carry out 
the administration and exploitation of said 
shares, concessions and other advantages, 
the two countries are to have the same 
proportio of 50 per cent of the capital 
subscribed as well as equal representation 
on the board and equal voting power. 


(b) With regard to Russia: 


In the territories belonging to the former 
Russian Empire the two Governments will 
give their joint support to their respective 
nationals in their common efforts with a 
view to obtain petroleum concessions and 
facilities for export, and to assure the de- 
livery of petroleum supplies. 


(c) With regard to Mesopotamia: 


The British Government binds itself to 
concede to the French Government, or the 
representative appointed by same, 26 per 
cent of the net production of crude oil at 
the current market price which H. B. M. 
Government may draw from Mesopotamian 
oil fields in the event of these regions being 
developed by government action; or in the 
event the Government has recourse to a 
private company to exploit the Mesopo- 
tamia oil fields the British Government 
will place at the disposal of the French 
Government a participation of 25 per cent 
in such company. It is also 
agreed that the said petroleum company is 
to be under the permanent control of Great 
Britain. 

(d) With regard to Northern Africa 
and other colonies: 

The French Government will accord fa- 
cilities to any British group or groups of 
good standing, which can offer the neces- 
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sary guarantee, which will operate in con- 
formity with French legislation for the 
acquisition of petroleum concessions in the 
colonies of France or in French protecto- 
rates or zones of influence, including Algeria, 
Tunis and Morocco. 

(e) With regard to colonies of the 
British Crown: 

As far as existing regulations will per- 
mit, the British Government will accord to 
the French nationals who may desire to 
explore and exploit petroleum regions in 
Crown colonies, advantages corresponding 
to those France is granting to British sub- 
jects in the French colonies. This agree- 
ment was, of course, subject to ratifica- 
tion by the Prime Ministers of France and 
Great Britain respectively. A 

The fact that this agreement had 
been negotiated soon came to the 
attention of the American Govern- 
ment. Then began the inquiries from 
the American Government to the Brit- 
ish Government and the communica- 
tions between the two Governments 
on the subject of Mesopotamia, Pales- 
tine, the Turkish Petroleum Company 
and related matters. 

In the years which have ensued, the 
San Remo Agreement has not been 
put into effect; the American Govern- 
ment has been given assurances that 
American petroleum interests will be 
given opportunity to participate, in so 
far as Great Britain and France are 
concerned, in petroleum development 
in Mesopotamia; and efforts of the 
allies to secure validation for the 
rights claimed by and on behalf of the 
Turkish Petroleum Company have 
been unsuccessful. 

The Turkish Petroleum Company 
has had an interesting history. It ap- 
pears that a good many years before 
the war the Deutsche Bank acquired 
from the Turkish Government a con- 
cession, in connection with the Anato- 
lian Railway concession, to work the 
oil deposits in the vilayets of Mosul 
and Bagdad; that a British subject, 


THE ANNALS OF THE AMERICAN ACADEMY 


D’Arcy, had received promises from ar 


two Grand Viziers that he should have 
the oil fields of these two vilayets; that 
in 1912, British interests negotiated 
with the Deutsche Bank and acquired 
from ij whatever petroleum rights it 
possessed; that these interests forth- 
with created the Turkish Petroleum 
Company and gave the Germans 20,- 
000 fully paid-up shares in the new 
company; that the British and German 
Ambassadors proposed to the Turkish 
Government that a new concession 
covering Mesopotamia be granted; and 
that on June 28, 1914, the Grand 
Vizier informed these Ambassadors in 
writing that such a concession would 
be granted. The British Peace Hand- 
book (No. 68) of 1918 (p. 34) says: 


No definite settlement as to the terms of 
the lease was reached before the outbreak 
of the European War: and in November, 
1915, the Anglo-Persian Oil Company, rep- 
resenting Mr. D’Arcy’s interests, were 
informed that the agreement no longer 
possessed legal validity. 


Since 1918 the oil fields in question 
have been under British control. They 


lie in what is now the “Kingdom of- 
The former German shares in’ 


Irak.” 
the Turkish Petroleum Company are 
in British custody. From the latest of 
the Turkish Petroleum Company’s re- 
ports (January 12, 1923) it would seem 
that the British Government now has 
complete control of that company. 
The Anglo-Persian Oil Company has 
76,000 of the shares, and the British 
Government’s nominee, in whose name 
stands the block of former German 
shares, controls 40,000, making to- 
gether 116,000 of the total 160,000 
shares. But, in turn, the British Gov- 
ernment apparently holds the control- 
ling interest in the Anglo-Persian Com- 
pany. In the Parliamentary Debates, 


in March, 1920, there appears a state- ¥ 


ment by Sir Hamar Greenwood in 
answer to a question: 


~~ 
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The Government has a predominating 
interest in the Anglo-Persian Company, 
holding two thirds of the ordinary j 
besides debentures. I thought that was 
notorious. The Government does not in- 
terfere with the commercial arrangements 
of the company and will not unless which, 
of course, will never happen, they are an- 
tagonistic to the interests of the British 
Empire. (Parl. Debates, Volume 126, 
March 1-19, p. 2367.) 


The writer of an article in the Lon- 
don Times stated recently concerning 
the Anglo-Persian Oil Company, “The 
Company and its subsidiaries own all 
the issued share capital of the Turkish 
Petroleum Company, Ltd., [and a 
number of other companies named},””! 


ÅMERICA Insists ON THE OpEN Door 


At Lausanne in November last 
(1922), Ambassador Child, represent- 
ing the United States as an unofficial 
observer, made a declaration in favor 
of the full maintenance of the principle 
of the open door and against the con- 
clusion of any secret or discriminatory 
territorial or economic agreements. It 
was clearly understood that he was 
referring, among other things, to the 
‘ right of participation in the develop- 
ment of the Mesopotamian oil fields. 
The correspondence between the 
American and the Netherlands Gov- 
ernments concerning oil rights in the 
Netherlands East Indies, and the 
position taken by the American dele- 
pation at the Washington Conference 
in 1921-22 with regard to the open 
door in China, were fresh in the public 
mind. 

The view and contention of the 
American Government with regard to 
the question of the Mesopotamia oil 
fields have been: 

(1) That the Turkish Petroleum 
Company’s alleged concession had 
A been discussed between officials of the 






i London Times, Jan. 10, 1928. 
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countries concerned but no contract 
had been approyed by the Turkish 
Government; and 

(2) That, although the United States 
was not technically a participant in 
the victory of the allies over Turkey, 
nevertheless the United States par- 
ticipated in the general victory over 
the common enemy,—hence in the con- 
clusion of peace with the Turks its 
desires, interests and rights should not 
be disregarded. 

The American Government is desir- 
ous that ‘practical recognition be made 
of the principle of the open door and 
equality of opportunity. 

On July 17, 1923 (at Lausanne), 
after the Turkish delegation had re- 
fused to accept in the treaty a provi- 
sion drafted with a view to confirming 
and validating contested concessions, 
Sir Horace Rumbold, representing the 
British Government, made a state- 
ment reported by the press as follows: 

My Government considers all obligations 
contracted in 1914 as retaining their full 
force and as binding the Turkish Govern- 
ment on all territory which may remain 
Turkish after the Treaty of Peace. My 
Government . declares their firm 
intention to hold the Turkish Government 
responsible for any failure in the obligations 
then contracted. 


Tse Rovat DurcH-SHELL COMPANY 


Now just a word about certain other 
great companies which figure promi- 
nently in the strategy of petroleum 
competition. The Royal Dutch Com- 
pany (fcr the Working of Petroleum 
Wells in Netherlands India) was or- 
ganized in Holland in 1890, for the pur- 
pose indicated by its name. With ‘its 
subsidiaries, it has become one of the 
most powerful commercial organiza- 
tions in the world. The Shell Trans- 
port & Trading Company, Ltd., 
was incorporated in England in 1897 
to amalgamate various concerns en- 
gaged In transportation of oil and to 
expand that business. In 1907, the 
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Royal Dutch and the Shell organiza- 
tions effected a combination. In this 
it was agreed that their respective 
interests should be 60 per cent Royal 
Dutch and 40 per cent Shell. The 
Royal Dutch-Shell interests now pro- 
duce petroleum not only in the Dutch 
East Indies but in the United States, 
Mexico, Venezuela, Argentina, Ru- 
mania, Russia and the British Far 
Eastern possessions. They have the 
largest petroleum transportation busi- 
ness in the world and they have also 
an almost universally operating sales 
organization. 

The leading spirit of both the Royal 
Dutch and the Royal Dutch-Shell 
companies is looked upon as ‘the Na- 
poleon of the petroleum business. He 
has declared openly his intention of 
bringing the oil-bunkering business of 
the world under Dutch-Shell domina- 
tion. He has had the backing of the 
Paris Rothschilds and of the Dutch 
and the British Governments. It is 
understood that he directs the opera- 


tions of no less than a hundred com- - 


panies operating within the Dutch- 
Shell organization. No such combina- 
tion would, of course, be possible under 
the laws of the United States. A con- 
siderable portion of the total produc- 
tion of oil of the Dutch-Shell organiza- 
tion 1s from their holdings in the United 
States, the next largest share from 
Mexico, and the third from the Dutch 
East Indies. 


Tae Worup’s RESERVES 


Turning to some figures, we may 
consider briefly the question of the 
‘world’s reserves of petroleum. We 
have here figures, in millions of barrels, 
for the known annual production and 
the estimated reserves. The figures 
for production may be relied on. They 
show the production of petroleum as of 
1922. 

The figures indicate that the esti- 
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mated reserves of the whole world 
total perhaps as much as 70,000,000,- 
000 barrels. I may say, with all due 
respect to the geologists, who in fact 
say so themselves, there is necessarily 
a considerable amount of guess work 
about’ such estimates. Every little 
while the geologists revise their figures, 
and the tendency of the total is up- 
ward. But taking 70,000,000,000 bar- 
rels as the estimated total reserve, and 
taking the latest and best estimates for 
countries and regions, we find that the 
United States is credited with having 
about 14 per cent of the total; the Brit- 
ish Empire with about 8.4 per cent; 
Persia and Mesopotamia, perhaps 8 
per cent; the Dutch East Indies, 5 per 
cent; South America, as high as 18.4 
per cent; Mexico, 6.4 per cent; and 
Russia, 8 per cent. These figures may 
be grouped: the United States and 
Mexico together, perhaps 21 per cent; 
the British Empire, Mesopotamia, 
Persia and the Dutch East Indies, 
about 21 per cent; South America, 
about 18 per cent; Russia, China and 
Japan together, about 14 per cent. 
This suggested grouping is on the basis 
partly of commercial, partly of strate- 
gic and partly of geographic associa- 
tion. It will be noted that a groupin 
of the United States’ and the Mexican 
figures will give a figure approximately 
equal to the sum of the British and the 
Dutch figures. 

Whether or not we accept the full 
implication of these estimates in trying 
to arrive at principles or formulae of 
policy in regard to petroleum, the 
figures are helpful in the effort to place 
the problem in proper perspective. 
The estimated United States’ reserves 
constitute approximately one seventh 
of the world’s total; those of the Brit- 
ish Empire, about one fifteenth,—but 
if the Persian and Mesopotamian, 
reserves be grouped with the British, 
the combination comes to one sixth. 


O” 
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. Furthermore, the fact must always be 
' kept in mind that the reserves of the 
British Empire have by no means been 
explored and surveyed in the same 
intensive degree as have those of the 
United States or even those pf the 
Dutch East Indies. The actual pro- 
duction from the British Empire at 
present is said to come from a total 
area of less than 70 square miles. 

Permit me to quote now from one of 
our leading geological experts, who was 
for a long time in the employ of British 
oil companies and is now with one of 
the leading American firms, and who 
has made long and intensive study of 
the geological situation and of the 
political factors. Dr. A. C. Veatch 
said in St. Louis last December (1922): 

On the pomt of the oil resources of the 
world as a whole, these are large beyond 
any calculation possible at the present 
time. The situation is summed up in the 
statement that it is now demonstrated that 
commercial petroleum may occur in sedi- 
mentary rock of any age from the oldest to 
the youngest, and in any structural position. 
The sedimentary rocks occupy the greater 
part of the earth’s surface. Those found in 
the United States are but a small part of the 
N dimentary rocks of the world as a whole. 
is only in the United States that these 
, sedimentary rocks have been extensively 
developed for oil, and, great as the develop- 
ment has been here, the oil in the sedimen- 
tary rocks of the United States is by no 
means exhausted. The conclusion may be 
stated proportionally: As the ultimate pro- 
duction of the United States is to the area 
of the sedimentary rocks of the United 
States, so the ultimate total oil production 
of the world is to the whole area of sedi- 
mentary rocks of the world. 

Some geologists may, of course, ob- 
ject to the breadth and generality of 
this statement, but it is that of an 
eminent authority. 

New oil fields are constantly being 
even in regions where 
earlier reconnaissances have disclosed 
no indication of the presence of oil. 
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This has occurred in several of our own 
states and iz is happening in Mexico, 
in Trinidad and in Venezuela. 


“But,” saya Dr. Veatch, “vast as the oil 
reserves of the world are, they must be 
developed unless foreign oil fields 
are developed more thoroughly, the time 
must Inevitably come when all nations will 


be seriously handicapped.” 


THe EXHAUSTION oF Om RESERVES 


I remarked a moment ago that 60 
per cent of all the oil produced in the 
whole world has come from the United 
States. We have already withdrawn 
substantially a third of our estimated 
original pétroleum heritage. In 1921, 
we withdrew 472,000,000 barrels, or 5 
per cent of cur estimated reserve; and 
in 1922, 557.000,000 barrels. On this 
basis, assuming the approximate cor- 
rectness of the estimates, we would 
exhaust our supply in less than twenty 
years. But, as the geologists point out, 
this cannot te done in steady progres- 
sion: it may take seventy-five years in 
which to discover all of our oil. How- 
ever, they suggest, our maximum 
production may be reached in five 
years and frem that time our produc- 
tion may be at a dwindling rate. At 
present, while we are depleting our 
reserves at the rate of more than 6 per 
cent per annum, the rest of the world 
is producing from its reserve of 50,000,- 
000,000 to €0,000,000,000 barrels at 
the rate of less than six tenths of one 
per cent per annum. Our production 
in 1922 was 557,000,000 barrels, as 
stated; that >f the rest of the world 
was 297,000,000 barrels.? 

When we turn to figures of consump- 
tion, we find that the United States, 
while producing two thirds of the 
annual worlc total, consumes even 
more than it produces. We have more 
than 90 per cent of all the automobiles 
in the world. We have the largest oil- 


t World production, 1922, 854,000,000 barrels 
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burning marine. Our consumption of 
petroleum products amounts to five 
barrels per capita per annum. We 
have, therefore, the greatest actual, 
the greatest real interest, from the 
point of view of established economic 
need, in the petroleum problem: pe- 
troleum is of more immediate vital 
concern to us than to any other coun- 
try, or, on the basis of present figures, 
to all the rest of the world combined. 

We imported in 1920, 106,000,000 
barrels of oil; in 1921, 195,000,000 
barrels; in 1922, 127,000,000 barrels. 
As compared with this, Great Britain 
imported in 1920, 28,580,000 barrels, 
of which 61 per cent, in quantjty, came 
from the United States, 37 per cent 
from miscellaneous sources and less 
than 2 per cent from British territory; 
in 1921, 38,070,000 barrels, of which 
51 per cent came from the United 
States, 47 per cent from miscellaneous 
sources, and less than 2 per cent from 
British territory; in 1922, 34,660,000 
barrels. This, I judge, is the origin of 
the erroneous impression which pre- 
vails widely that Great Britain pos- 
sesses only 2 per cent of the world’s 
petroleum. 


COMPETITION IN PRODUCTION 


Everyone who has studied the ques- 
lion of petroleum production knows 
that exploration and exploitation of 
petroleum resources have been under- 
taken chiefly by British, American and 
Dutch interests, and that here you 
find the big operating companies, those 
who have had the widest experience of 
the petroleum business and who have 
been adventuresome enough to go all 
over the world seeking oil where it may 
be found. Operators point to the 
vastly greater expense of exploring for 
and exploiting oil in unproved and 
remote regions than in countries where 
surveys have been made and where 
anybody with a few thousand dollars 
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ean drill for oil if he chooses. A num- 


ber of very interesting articles have T 


been written explaining factors which 
need to be appreciated in order to 
understand the conditions under which 
the various oil fields are discovered and 
operated. Space forbids going into 
this subject, but a moment should be 
given to certain facts which affect the 
competition among the chief compet- 
ing companies no matter in what fields. 
The conditions of competition as 
among American, British and Dutch 
companies are essentially these: 


(1) The American companies oper- 


ate as strictly private enterprises. Y 


They compete with each other both at 
home and abroad. The United States 
Government makes no choice among 
them and has no connection with or 
financial or commercial interest in any 
of them. 

(2) In Great Britain, however, some 
companies operate as a combination of 
private and governmental enterprise. 
Coéperation—particularly in foreign 
enterprises—is officially and cies 
encouraged and is to a considerable ex- 
tent a fact. The Government owns 
stock, encourages pioneering and gives 
special assistance to certain companies. 
at certain moments and in certay 
regions. 

(3) In the Netherlands, 
tially the same is true. There, in 
addition, the stock of the leading oil 
company, the Royal Dutch, is very 
widely owned—especially among the 
official class—which gives the com- 
pany a very wide support as substan- 
tially a national enterprise, not, it 
should be noted, as a government en- 
terprise but as a great national interest. 

Appeals have been made for interna- 
tional governmental action to bring 
about some regulation of petroleum 
competition. Little, however, if any- 
thing, has been attempted in this di- 
rection. Suggestions have been made 


that the operators themselves shoulll, 


get together and more or less distribute 


— 


substan- = 
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and parcel out the exploration and 

‘exploitation of undeveloped regions. 
There are tendencies today on the part 
of some of the leaders in the industry to 
follow this course. You have seen 
some mention in the press of indications 
of this with respect to the Mesopo- 
tamia problem. 

With reference particularly to cer- 
tain economic and political aspects of 
the problem, let me quote once again 
from Dr. Veatch: 


Proper development by a competent 
company is of greater benefit to the coun- 
try developed than to the company ccn- 
cerned. A country grows by the develop- 
ment and utilization of its resources. . . . 

For a great nation to say, “‘Since oil is a 
prime necessity to us in time of war, the oil 
resources of our state must be developed 
solely by our own nationals” overlooks the 
economic and practical points: that very 
large sums are required to develop new oil 
regions, and that much of the money spent 
in prospecting is not productive; that, in 
case of war, only developed oil fields have 
practical value and that should there be a 
war, any developed oi! field is immediately 
mobilized by the country concerned, irre- 
spective of whether the development was 
due to domestic or foreign capital. It is 


There is one thing that I should like 
to bring to your attention, and that ia 
the special reason why the British 
Government have shown this peculiar 
interest in the development of oil. It 
is not in the tradition of the British 
Government to get interested in com- 
mercial enterprise. In fact it is against 
the whole age-long practice of the 
British Government to have anything 
to do with commercial enterprise. I 
think there are only two examples 
where the British Government have 

become directly interested by partici- 
pation in matters of this kind. The 


171 


better economics to have the losses of devel- 
opment shared by foreign capital than to 
have the whole loss fall at home. The most 
complete national self-interest and self- 
advancement says, ‘‘Throw the doors wide 
open.” 


That is the view of a private oil 
expert. 


Tue Poricy or THE UNITED STATES 


For a statement of the policy of the 
United States in regard not alone to 
petroleum but to the whole field of 
commercial enterprise I cannot do 
better than quote the Secretary of 
State. At Cleveland, on November 
2, 1922, Mr. Hughes said, in part: 


The principles of American foreign policy 
are simple and readily stated. We do not 
covet any territory anywhere on God’s 
broad earth. We are not seeking a sphere 
of special economic influence and endeavor- 
ing to control others for our aggrandize- 
ment. We are not seeking special priv- 
ileges anywhere at the expense of others. 
We wish to protect the just and equal rights 
of Americans everywhere in the world. 
We wish to maintain equality of commer- 
cial opportunity; as we call it, the open 
door. 


DISCUSSION 
By Sm Epwarp Grea, M. P. 


first was a long time ago in the seven- 
ties, when we acquired an interest in 
the Suez Canal, and the next example 
is in 1920, when the British Govern- 
ment became indirectly interested in 
the Anglo-Persian Oil Company. That 
is an Interesting fact in the develop- 
ment of the economic policy of the Brit- 
ish Empire. And if you will examine 
well you will notice that the motive is 
the same in both cases: both are im- 
portant to imperial security. 

When you were talking about the 
existing supplies of oil, about 60 per 
cent of the existing supplies are in the 
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United States and only 2 per cent in 
the British Empire? There is abso- 
lutely none in the British Isles. In the 
years immediately preceding 1914 we 
lay under a considerable menace and 
oil was a question of security—a ques- 
tion on which our life or our death as a 
nation or an empire might depend. It 
was really, therefore, the same situa- 
tion in regard to oil as it was in the 
case of the Suez Canal, and for the 
same reason I think the Government 
must take and continue to take a great 
interest in oil. In the United States 
you have many times as much oil as 
can possibly be required for the mere 
purposes of security. The great sur- 
plus which you enjoy is for industrial 
purposes or some for luxury purposes. 
Those are not quite so important as 
life and death questions of defense and 
security. Therefore you will under- 
stand that there is a very special 
pressure and our Government has a 
special interest in the production of oil. 

Now as to the reserves, we have had 
interesting figures. Those figures rep- 
resent, I understand, the oil reserves of 
various countries in groups. But they 
do not represent one very important 
fact, and that is the difference between 
oil actually owned by a nation in its 
own territory and oil resources con- 
trolled by the capital of that nation 
but not in its own territory. While the 
oil reserves of the British Empire seem 
very large by these tables, yet a large 
portion is in territory where the Brit- 
ish companies have an interest only 
from thé point of view of financial con- 
' cessions, which is not the same thing as 
oil in American territory. It is some- 
thing more distant; it is something 
that may always be affected by condi- 
tions over which you have no control. 
You may therefore expect that the 
British Government will continue to 
take—I am speaking absolutely un- 

317.6. actual present production —-Ep.] 
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officiaily and not, indeed, as a sup- 
porter of the present Government, and 
therefore entirely on general principles 
—but I think you may take it as a 
certainty that British Governments, 
whatever their character, whether they 
be Corgervative, Liberal or Labor, or a 
bit of both, will take a great interest 
in this question of foreign oil resources 
and will do their utmost to see that 
where British capital has an interest 
that interest is not lost. 

I think it was Dr. Hornbeck who in 
talking of the consumption of oi 
pointed out that 90 per cent of the 
motor cars in the world are owned in 


the United States, and he put that for- ` 


ward as a reason why the United 
States has a greater claim to oil than 
Europe. Other nations will find it 
rather difficult to accept that reason- 
ing. I doubt if we would accept it as 
one of the laws of nature that every 
American should have a Ford car, but 
not every Frenchman or Englishman. 
There is only one point I would like 
to mention and perhaps Dr. Hornbeck 
can enlighten us upon it. He gave us 
a great deal of information about Eng- 
lish and Dutch oil companies. I waited 
until he got through to hear the name 


of a great American corporation, “orl 


Standard Oil Company, but he did not 
even mention it. Are we to infer that 
while we have been studying oil at 
Williamstown, the Standard Oil Com- 
pany has silently and suddenly gone 
into liquidation? Or is it this—that 
the State Department has never even 
heard its name? 

Dr. Hornbeck: With regard to the 
Standard Oil Company, I assumed that 
my American audience knew a great 
deat about that company, and I pre- 
sumed, from what I know of the ex- 
periences of Standard Oil in trying to 
get into India, that the British knew all 
about it. 

The point which Sir Edward made in 


` 


- 
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regard to oil not being actually in hand 
` + is exceedingly well made. If you want 
oll tomorrow you want it where you 
can get it, and not 5000 feet under the 
ground, with no drilling yet made 
toward it. But when it comes to the 
resources the statement has gp fre- 
quently been made that Great Britain 
possesses only 2 per cent of the world’s 
resources—I tried to get that matter 
understood when I worked out the 
percentages, and I think the figures 
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given are fairly reliable on a compara- 
tive basis. It appears that the United 
States has approximately 14 per cent of 
the world’s resources; the British Em- 
pire has approximately 8 per cent, or 
8.4 per cent; and then if you want to 
add the Mesopotamian and Persian re- 
sources you add another 8 per cent, 
which would bring the British conirolled 
total percentage up to 16.4 per cent. 
That is speaking strategically, Sir 
Edward. 


Our Nitrogen Problem 


By Harry A. Curtis 
Department of Commerce. 


HE Chilean nitrate industry is a 
striking example of the control of 
price of a raw material by the produc- 
ers thereof. On account of the fact that 
the only large workable deposit of 
nitrate in the world occurs in Chile, and 
because of the fact that the world 
demand for nitrogen compounds far 
exceeds the supply from sources other 
than the Chilean nitrate, it has been 
possible to develop in Chile a most 
_ effective organization for controlling 
‘the price. This organization is known 
f as the Chilean Nitrate Producers’ Asso- 
“ ciation, and it is this Association, its 
methods, and its effects on the in- 
dustry which I shall discuss, 


THE NEED ror NITROGEN 


As a background for a discussion of 
the Chilean nitrate industry and the 
association which controls the price of 
nitrate, I want to discuss first the 
general situation regarding supply and 
demand of nitrogen — or, as we say, 
fixed nitrogen, meaning nitrogen in 
compounds — in the world. In order 
to do that I shall have to digress 
momentarily into a number of topics 
awhich at first may not seem directly 
related to the subject before us, but 


by these digressions I hope to show 
what our interest is in the Chilean 
nitrate and why we are particularly 
interested in the price which is fixed 
from year to year for that nitrate. 

My first digression, then, will be to 
American agriculture. I need not re- 
mind you that every growing plant 
takes from the soil certain inorgan- 
ic constituents, nitrogen compounds 
among others. Most soils contain an 
abundance of these inorganic constit- 
uents save three; namely, potassium, 
nitrogen and phosphorus. There are 
certain soils ir the United States which 
are deficient in potassium and must 
have an addition of that element in 
order to procuce large crops. Many 
more soils are deficient in phosphorus 
and must have an addition of that 
element in oraer to produce crops, and 
practically all scils in the United States 
are deficient m nitrogen. Broadly 
speaking, nitrcgen — I mean, of course, 
nitrogen in compounds — in the soil 
is the limiting factor in agricultural 
production. Jn order to maintain the 
fertility of the soil, then, with crops 
year after year removing this nitrogen, 
it is necessary to replace it by some 
means or other. We can replace part 
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of it by growing certain plants which 
have the power of taking the free ele- 
mentary nitrogen in the air and con- 
verting it into nitrogen compounds 
over and above their own use, leaving 
some of it in the soil. Such plants are 
known as legumes, and the cultivation 
of legumes forms an important part of 
agricultural practice in the United 
States. However, it is not possible to 
raise legumes over large enough areas 
of the United States for that to be a 
solution of the problem. There are also 
economic reasons why that cannot be 
done profitably. We have to come 
back, then, to the addition of nitro- 
genous materials to the soil in order to 
maintain its fertility. J 

In the United States our population 
has been growing rapidly and agricul- 
ture has been called upon to keep pace 
with food production. We have not 
done that by maintaining the fertility 
of the soil through proper application 
of nitrogenous fertilizer, but we have 
done it by extending our agriculture 
into the fertile fields of the Middle 
West and abandoning the poorer soils 
of the East. In that way we have kept 
up our food production and the fact 
that the soils of the United States are 
being depleted of their nitrogen com- 
pounds and the fertility of the soil is 
decreasing, has, therefore, been masked 
by this movement of agriculture into 
the fertile lands of the Middle West. 
The end of such a program is at hand, 
first, because the amount of land in the 
United States which can be brought 
under cultivation is now small com- 
pared with what is already under 
cultivation; and second because under 
present economic conditions with 
higher transportation costs and higher 
labor costs, it is not profitable to in- 
crease the acreage under production 
in the United States. 

There is only one solution practical, 
and that is through the increase of 
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production per acre by intelligent and 
systematic application of fertilizers, and 
this calls for a supply of nitrogen cheap 
enough so that it can be applied to the 
soil in adequate amounts. At this 
time, unfortunately, the price of nitro- 
gen is so high that it cannot be applied 
to the'soil profitably except in the case 
of certain crops, despite the fact that 
the price of nitrogen today is relatively 
lower than it was before the war. What 
we do with this nitrogen problem 
within the next ten years will probably 
determine to a large extent whether 
the standard of living in this country 
can be maintained at its present level 
or whether it will sink to the level of 
European countries. We, therefore, 
have a common interest in this nitrogen 
problem and in the Chilean nitrate 
industry and in the prices which may 
be fixed in Chile for Chilean nitrate, 
inasmuch as the price of Chilean ni- 
trate controls the price of other forms 
of nitrogen the world over. 

So much for the agricultural side of 
it. Let me speak for a moment re- 
garding the matter of national defense. 
Nitrogen is not only a life-giving ele- 
ment, as it 1s in agriculture, but it is a 


life-destroying element, as it is found~ 


in explosives and military propellents. 


Every high explosive is a nitrogen” 


compound; every military propellent 
is a nitrogen compound. During the 
war there was great anxiety in the 
allied countries regarding the supply of 
nitrate. We had a whole fleet of 
vessels at the end of the war moving up 
nitrate from Chile, chiefly into the 
United States, where it was manu- 
factured into munitions of war. Ger- 
many was cut off. But when Germany 
had developed methods of extracting 
the elementary nitrogen from the air 
and converting it into nitrogen com- 
pounds, it made her independent of the 
Chilean nitrate supply, and it was only 
because of this ‘independence that 


\ 


` 
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Germany was able to continue the war. 
* From a purely scientific standpoint it 
is unfortunate that conditions in Ger- 
many since the war have prevented her 
showing the world whether or not she 
could compete with Chilean nitrate. 
The fact that one of her largest produc- 
ing nitrogen plants is located in the 
Ruhr district and is now closed, and 
the fact that coal is so scarce in 
Germany that it has been difficult for 
her to keep in operation the other 
nitrogen plants, has prevented her 
from being able to prove to the world 
definitely whether or not she could 
compete with Chilean nitrate. 
Immediately after the war the 
Germans declared a prohibition on the 
Chilean nitrate coming in. Later it 
was found desirable to remove this 
prohibition and to allow a specified 
amount to come in. Germany, how- 
ever, was not able to buy and bring in 
that amount because of economic 
conditions in that country. Since the 
war every one of the allied nations have 
been engaged in trying to develop 
independence of this Chilean nitrate 
supply, particularly as a matter of 
national defense. To have the source 
of nitrogen several thousand miles 
away is a dangerous proposition. It 
is probable that the United States 
today could arrive at mdependence in 
case of emergency. During the war we 
built a very large nitrogen-fixing plant 
which was eminently successful so far 
as fixing nitrogen was concerned. Un- 
fortunately, it cannot fix nitrogen at a 
price low enough to compete today 
with the Chilean product and the plant 
has remained closed since the war. 
However, that plant is a tremendous 
military insurance and whatever may 
be done toward turning it to peace- 
time use, the Government should main- 
tain it for its war-time value. 
Nitrogen not only plays an impor- 
tant part in agriculture and national 
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defense, but in one form or another it 
enters into a large number of our 
domestic industries. Manufacture of 
explosives requires a large amount of 
Chilean nitrate. These explosives are 
used for road-building, mining, quarry- 
ing, etc. There are a number of 
metallurgical processes in which fixed 
nitrogen is essential. It is of the 
greatest importance in the manufacture 
of dyes, and of artificial leather, used 
so extensively in automobile uphol- 
stery. It is also used in the manu- 
facture of artificial silk. In fact, only 
about 60 per cent of the enormous 
quantity of Chilean nitrate which is 
brought into this country finds its way 
into agmculture; the balance in peace 
times goes for industrial uses. 

There is only one real competitor of 
Chilean nitrate in the world today 
outside of a few countries like Germany 
and Norway, and that is the fixed 
nitrogen obtained from the processing 
of coal. That is our chief domestic 
source of fixed nitrogen. When coal 
is burned as such, the nitrogen is lost, 
but if the coal is coked or carbonized 
before being used, the nitrogen can be 
recovered in the form of ammonia or 
ammonium sulphate and turned to 
useful purposes. We produced about 
500,000 tons of ammonium sulphate 
last year and most of that went into 
American agriculture. We also have a 
supply of fixed nitrogen from organic 
waste materials such as fish scrap, for 
instance, and cotton-seed meal, leather 
scrap and various other organic and 
vegetable waste materials. These, too, 
find their way into agricultural ferti- 
lizers. In this country we are also 
producing a small amount of fixed 
nitrogen from the air. There are two 
ttle plants in operation, one near 
syracuse, New York, making anhy- 
drous ammonia and one at Seattle, 
making sodium nitrite. But these are 
so small as to have no effect whatever 
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on the market. After all is said and 
done, the supply is inadequate and we 
must go to Chile for the balance. I 
have perhaps digressed enough from 
the main topic to show that our interest 
in the price of nitrogen for agriculture 
and for our basic industries and for 
national defense is a proper one and 
that our interest in the price of nitrogen 
is a proper interest. And the price of 
nitrogen is fixed yearly at Valparaiso, 
Chile, by the directors of the Chilean 
Nitrate Producers’ Association. 


THe NITRATE INDUSTRY IN CHILE 


Let me speak next of the develop- 
ment of the nitrate industry in Chile. 
The nitrate beds are located ‘ig north- 
ern Chile, in a desert country. The 
deposit lies several feet below the 
surface and the caliche or crude nitrate 
must be brought up by blasting. The 
raw caliche is then transported to the 
plants and the nitrate extracted, dried 
and put in bags for transportation. It 
is taken down to the seacoast by rail 
and carried by lighters out to the ships. 
There are no ports from which it can 
be loaded. The working of the nitrate 
beds began in 18380, records showing 
that 850 tons were taken out in that 
year. By 1860 the industry had grown 
to 71,000 tons; not very much, you see. 
Chile won the nitrate lands as a result 
of the war she waged against Peru and 
Bolivia in 1879-82, and from that time 
on the development of the industry 
was rapid. By 1890 the production 
had reached 937,000 tons and by 1914 
over 2,670,000 tons of nitrate were 
going out. 

There has been some discussion as 
to how much nitrate there is left in 
Chile. In 1898 Sir William Crookes 
estimated that there was a supply in 
Chile for only about fifty years. Well, 
he has proved to be at least 400 per 
cent off. The supply in Chile will last 
for no one knows how long, but at least 
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100 years and perhaps longer, par- 


ticularly if we find out how to work + 


profitably the lower grade ores. There 
is plenty of nitrate down there for 
several generations, anyhow. 

In the development of the Chilean 
nitrata industry there has been capital 
involved from various nationalities— 
Chilean, and British of course, German, 
Slavic, and to some extent American. 
There has been in recent years an 
interesting drift of control from other 
nationalities to Chilean; in the first 
place, probably because the industry 
has been profitable and there have been 
capitalists developed in Chile who have 
been able to buy out the foreign in- 
terests. Another factor is that the 
early generations who went to Chile 
from other countries in the interests 
of nitrate have become domiciled in 
Chile and that would naturally result 
in a shift of control to Chile. There has 
also been a shift of company registry 
to Chile from various foreign countries 
because of more favorable conditions 
under the Chilean Government. That 
has been particularly true of the 
German companies, who have trans- 
ferred all their registries to Chile within 
the last year. 


Price CONTROL In CHIE 


There have been organized in Chile 
from time to time associations aimed 
towards controlling production and 
prices. One of the earliest of these was 
the Permanent Nitrate Committee, 
which was organized in London by the 
English companies in 1889, and this 
was later extended to include all Euro- 
pean dealers in nitrate. 

In 1894 the Nitrate Propaganda 
Association was organized. This was 
made up of four representatives of the 
coast companies in Chile, four repre- 
sentatives of the English companies 


( 
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and two representatives of the Chilean 4 


Government. The functions of this 
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committee have been taken over by 
what is now known as the Chilean 
Nitrate Committee, or more commonly, 
the London Committee. The principal 
activity of these earlier associations 
was in carrying out educational prop- 
aganda regarding nitrates. Far thirty 
years at least these committees have 
carried on this educational work and 
there are today some seventeen or 
eighteen delegations in about twenty- 
nine countries in the world, trying to 
increase the sale of Chilean nitrate. 
The present Producers’ Association 
(which is a follow-up of several earlier 
ones), known as the Chilean Nitrate 
Producers’ Association, was organized 
in 1919 during the period of depression 
that followed the war. At the begin- 


ning of the war there were about fifty’ 


thousand people in Chile engaged in 
the nitrate industry, and when the 
European war came there was a short 
slump, but then conditions picked up 
agam and the inevitable war demand 
carried the. industry to its peak of 
production in 1917. 

At the end of the war there were 
about sixty thousand workers in the 


field and the immediate demand for 


nitrate being cut off, there was, of 
course, a slump. During this time of 
depression the producers got together 
to see if they could do anything to help 
out the situation. They finally or- 
ganized on January 10, 1919, this 
Nitrate Producers’ Association, which 
was to continue for five years. That 
would have ended January 10, 1924, 
but since that date came in the middle 
of the nitrate year, it was recently 
decided to continue the Association 
under the present regulations up to 
the end of June, 1924. In the mean- 
time, there will be up for discussion the 
question of whether or not to continue 
the Association. When the Association 


Awas organized in 1919, it did not in- 


clude all the producers, and from that 
18 
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time up to today there has been con- 
stant effort to bring in these independ- 
ents, and that effort has been suc- 
cessful. Today the Chilean Nitrate 
Producers’ Association includes every 
producer of nitrate in Chile except the 
American companies, which have been 
allowed to remain outside of the 
organization because of the Sherman 
anti-trust laws. These American com- 
panies represent only two or three per 
cent of the total production and find 
it to their advantage to live up to the 
regulations of the Association. 

The price fixing is done by the Board 
of Directors of the Producers’ Associa- 
tion, whick numbers fourteen, and to 
this board are added four representa- 
tives of the Chilean Government. The 
statutes of the Association provide 
that in May or June of each year the 
Board of Directors shall meet in Val- 
paraiso and fix the price of nitrate for 
the coming nitrate year. The Associa- 
tion has advices from the London 
Committee as to the state of the mar- 
ket, the likely demand for the coming 
year, and the price which it thinks 
the market will stand without serious 
reduction in the use of the nitrate. 

At the price-fixing meeting of the 
directors in Chile there always arises a 
three-cornered discussion between the 
representatives of the low-cost pro- 
ducers, the middle-cost producers, and 
the high-cost producers. The cost of 
production of nitrate in Chile varies 
greatly for several reasons: first, be- 
cause of different efficiencies that ob- 
tain in the plants, the newer plants, of 
course, being the better, and because 
some companies own richer nitrate 
lands. For various reasons, the cost 
differs greatly. The producers who are 
ready to produce nitrate at a very low 
cost want the price put low enough so 
they can move large quantities of ma- 
terial. The middle-cost companies 
want a somewhat higher price. Those 
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who have inefficient oficinas or poor 
nitrate lands want a price put high 
enough so they can operate. The in- 
evitable result is a compromise where- 
by a middle price is fixed, and, of 
course, this results mevitably in com- 
plaint from several quarters. However, 
the high-cost producer is not quite out 
of the game after the price is agreed on. 
He may not be able to manufacture 
profitably at that price, but the statutes 
of the Association provide that the 
total orders received shall be allotted to 
the various producers in the Associa- 
tion on the basis of their production 
capacity. The high-cost producer re- 
ceives his allotment and then turns 
around and sells it to the low-cest pro- 
ducer. This practice has been one of 
the points of criticism, probably the 
most serious, leveled against the Pro- 
ducers’ Association, both within the 
Association and without. The low- 
cost producer feels that, since he 1s able 
to produce, he should have the market 
without having to pay this high-cost 
fellow for his allotment. And, of 
course, the ultimate consumer of ni- 
trate has a just cause for complaint 
because he feels that the price he pays 
for nitrate includes interest on inactive 
capital. Whether this regulation of 
the Association can withstand the 
reorganization which will occur next 
June is a live question in Chile today. 


Tse British INFLUENCE 


There is considerable interest every- 
where in the part that British capital is 
suppdsed to play in fixing this nitrate 
price. This is a delicate subject to 
take up. If we consider the registry 
of the companies, we find that only 
about 25 per cent of the nitrate pro- 
duced in Chile is produced by compa- 
nies of British registry. This does not 
represent, however, the sum total of 
British influence in price fixing because 
the British have large holdings in some 
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of the Chilean companies. In fact, 
they own some of the Chilean compa- 
nies outright and in others they have 
large holdings. The British also own 
the nitrate railway and various other 
things, and, of course, all the financial 
arrangements, due to the way in which 
the industry has been developed, center 
in London. However, all said and 
done, it seems clear that the British do 
not control the fixing of prices of nitrate 
in Chile. It is controlled by the Chil- 
ean Nitrate Producers’ Association, in 
which the British wield considerable 
influence but not the dominating influ- 
ence. I give that as my personal judg- 
ment of the situation, and herein I 
want to say that I differ from a recent 
publication of the Department of Agri- 
culture in which it was implied that the 
control was in British hands. I think 
one of the strongest arguments that the 
control is not in British hands is that 
the British companies which have home 
offices in London complain at their 
meetings, sometimes rather bitterly, 
regarding the price which is fixed in 
Chile for the nitrate, believing that 
they are entitled to larger profits. 


Tue Iyrerest or CHILE 


The relation of the Chilean Govern- 
ment to this nitrate industry is very 
close. Early in the history of the in- 
dustry the Chilean Government fixed a 
tax of 33.8 pesos gold per metric ton, 
which amounts to about $12.88 per 
metric ton, or about $11.19 per short 
ton. This represents somewhere be- 
tween 25 and 40 per cent of the cost of 
the nitrate alongside ship in Chile. We 
feel that that is rather a high export 
tax, but the Chilean Government be- 
leves that that is only a just tax that 
natural wealth should pay towards the 
support of the Government, and they 
argue that Chile is being depleted of 


sA 


this resource, which, of course, is true. @ 


This tax has always been the mainstay 
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of Chilean finance. In fact, Chilean 
exchange goes up and down with the 
condition of the nitrate industry. The 
tax derived from nitrate represents 
about 60 per cent—in 1920 it was 50 
per cent, I believe—of the total revenue 
of the Chilean Government. You can, 
therefore, see that the Chilean Govern- 
ment is vitally interested in this nitrate 
industry and throughout its develop- 
ment has taken an active part in it. 

The Government has taken various 
steps to promote the industry. During 
dull periods, for instance in 1914, the 
Government advanced loans to the 
operators there in order to keep their 
plants running and in order to stabilize 
the industry. The nitrate producer 
can now store his nitrate and on the 
basis of his certificate of storage can 
obtain a loan from the Government 
which will enable him to continue to 
produce in dull times, and the loan will 
be repaid when the nitrate is sold. The 
Government is also supporting research 
on the problems of extracting Chilean 
nitrate more cheaply. I may say that 
the operation of the industry is rather 
inefficient, all told. There are some 
fairly efficient oficinas or plants in Chile 
but taking the industry as a whole we 
may say it is inefficient. 

The Government’s part in the Asso- 
ciation we have already mentioned; it 
has four representatives on the Board 
and these four representatives always 
side with the low-cost group because 
Chile’s obvious interest is to move 
nitrate. The Government also is ap- 
prehensive of the competition which 
will certainly come sooner or later from 
the air-nitrogen industry, and is anx- 
ious to place a price on nitrates which 
will discourage that competition so far 
as it can be done. 


THE EUTORE OF THE Iypustry 


You are possibly interested in what 
may be the future of the industry. In 
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the first place, competition is bound to 
develop. The process of taking nitro- 
gen from the air and manufacturing it 
into useful compounds is a very difficult 
one, and although some twenty years 
have now been devoted to it, it is not 
solved completely yet. It will be a few 
years still, probably, before serious 
competition develops between the 
product from the air and the Chilean 
nitrate. 

It is possible to produce nitrate in 
Chile considerably cheaper than is now 
being done. We find, for instance, 
that of the nitrate which is present in 
the raw ore, 25 to 40 per cent is not 
recovered. We also find that their 
methods of heating are wasteful. 
There is lso the unnecessary overhead 
that I have mentioned in carrying along 
high-production cost oficinas which 
should be abandoned to make way for 
the lower cost producers. It is also 
possible that under conditions of com- 
petition the companies would be willing 
to take less profit. I need not say to 
you the well-known fact that the ni- 
trate business has been a very profit- 
able proposition. 

There are certain factors, however, 
which will operate to increase the cost 
of nitrate in Chile: notably, higher 
wages and higher handling costs in 
general, There is the possibility, some- 
what remote perhaps, that the Chilean 
Government will reduce the export tax, 
which, as I pointed out, represents 25 
to 40 per cent of the cost of getting 
nitrate out of Chile. However, we 
must remember that that tax is a very 
important asset to Chile and we must 
not expect the Government to reduce 
it as long as the industry is not really 
threatened. We might make a very 
shrewd guess that the Chilean Govern- 


"ment would reduce the tax in order to 


save the nitrateindustry. Considering 
the general inefficiency of the industry 
and the chances for improvement, and 
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the general possibilities of cheaper 
price of nitrate from Chile, it is evident 
that Chilean nitrate will offer strong 
competition to fixed nitrogen from 
other sources. 


Waar Can BE Dont Asour It 


The question of what the United 
States Government can do about it, 
is a difficult one. I do not want to get 
into a discussion of the Government's 
nitrate plants, because that would cer- 
tainly exceed the limits set for this 
discussion, but the Government cannot, 
nor can anyone else, operate the Gov- 
ernment air-nitrogen plants today in 
competition with Chilean nitrate. The 
only way in which we could hope to 
produce fixed nitrogen at the Govern- 
ment’s plants and sell it as fertilizer at 
a price lower than the Chilean nitrate 
under present conditions would be to 
subsidize the manufacturer, either by 
subsidizing a company doing it or by 
the Government itself doing it under 
conditions of subsidy. It is not likely 
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that the Government will do it because 
that seems to be pretty well established 
as conjrary to American principles. 
There probably would be not much 
objection to the Government’s sub- 
sidizing the industry if it could be di- 
rected solely against our import of 
nitrate. In other words, if that sub- 
sidy could be carried out so as to 
produce only the raw materials for 
fertilizer in this country, that might be 
possible. Beyond that there does not 
seem to be much to do at the present 


- time except to await the development 


of the air-nitrogen industry. That is 
going forward rapidly and it seems that 
within a few years—just how soon no 
one can tell—it will be possible to take 
the nitrogen from the air, which is 
there in enormous quantities, and 
manufacture fixed nitrogen cheap 
enough to compete with Chilean ni- 
trate. We are looking forward to that 
day because of the very great need 
which exists for cheaper nitrogen in this 


country. 


DISCUSSION 


By CHarues M. PEPPER 
Director, Chile-American Association 


I shall speak in one sense as the 
representative of American interests in 
Chile, which would include the Amer- 
ican companies that have nitrate in- 
vestments there, that produce from $ 
to 6 per cent of the output; in another 
-sense as the representative of American 
companies and firms generally who are 
interested in promoting good trade and 
economic relations. 

The cost of the nitrates today is 
lower, or is about the same that it was 
before the war. While the costs of pro- 
duction have not decreased but have 
increased, the American farmer today 
is able to get his fertilizers as cheaply as 
he could in 1914, virtually. In Jan- 


uary, 1914, the price was about $2.25 a 
hundred-weight; in July of that year 
it was 82.124. This year in January it 
was $2.57 a hundred-weight, and in 
July it was $2.42, a slight difference, 
but relatively it is about the same. So 
the American farmer today cannot 
complain of the Chilean nitrate prices.! 
They have remained almost level while 
everything else has gone up. He com- 
plains that his agricultural implements, 

1 The statement assumes that the prices of 
1914 were fair. It may be noted also that the 
nitrate producers have just recovered from the 
effects of setting their prices too high in 1920. 
Like some of Kipling’s little devils, they found 


-è 


that they “could not sin to the height of their ® 


desire.”’-—B. B. W. 


as 
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everything entering into farm labor, is 
about double. It is fair to attribute the 
fact that nitrate prices have not gone 
up to the influence of the Chilean Gov- 
ernment and the Chilean Nitrate 
Producers’ Association. We are all a 
little “leery” of price-fixing *com5i- 
nations, national and international. 
But I think without question the effect 


-of the Chilean Nitrate Producers’ Asso- 


ciation has been to stabilize prices 
downward, because relatively they ere 
downward. That is one result in which 
it justifies itself. It has kept nitrate 
below any other fertilizer, natural or 
artificial. Nature has provided, as I 
understand it, three great sources of 
fertilizing fcr plant life. One is phos- 
phate rock, of which we have our share. 
Another is potassium salts, of which 
Germany and Alsace have virtually a 
monopoly. And the third is Chilean 
nitrate. 

Dr. Curtis has not exaggerated the 
importance of those factors to tae 
future of American agriculture. Tae 
question Is coming up, of course, not 
only as to nitrates from the air but as 
to other fertilizers. He mentions sul- 
phate of ammonia, and it is also worthy 
of note that the price of the nitrate is 


- lower by relatively a dollar a hundred- 


weight than sulphate of ammonia. 
That shows the possibilities of Chilean 
nitrate production. 

I was very glad indeed to hear his 
comment, courteously made, on a re- 
port from another department of the 
Government that the prices were fixed 
in London. Unfortunately, some of our 
newspapers, in publishing a synopsis of 
that report, had it that we were paying 
tribute to the London committee. I 
was in Chile last May during all that 


? Sulphate of ammonia contains about 20 per 
cent of nitrogen; sodium nitrate from Chile (95 
per cent pure) contains about 15{per cent of nitro- 
gen. As fertilizers they compete on the basis of 
their nitrogen content.—B B. W. 
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squabble over prices, and can fully con- 
firm Dr. Curtis in saying that the Lon- 
don committee did not fix the price. 
London fixes the price of a good many 
raw materials, but does not fix the price 
of nitrate. When it comes to nitrates 
there is the usual squabble between 
contending interests holding out for 
high prices, low prices and medium 
prices, respectively, but the result is 
that London is turned down. 

Last May, when this squabble was 
going on—and it was worse than any 
previous years—there was a strong de- 
mand for high prices. The last year 


-had been so good that a very large ele- 


ment wanted to raise the prices. It is. 
not distlosing any secrets to say that 
the real pressure for very high prices 
came from London and the so-called 
London committee, and it was the 
Chilean owners and the other foreign 
interests which very largely overcame 
that. But the real influence, after all, 
was the Chilean Government. Whether 
they call it moral coercion or bulldoz- 
ing, the Chilean Government has main- 
tained moderate prices for nitrates, and 
it was its influence last May, undoubt- 
edly, that caused the present scale to 
be fixed, which is similar to that of last 
year and is moderate.® 

Now on the big, broad, general prop- 
osition as to the future of nitrates, they 
are Chile’s greatest national asset. 
She has copper and other assets of much 
value, but in some years 60 per cent 
and some years 40, or an average of 50 


3 Both Mr. Pepper and Dr. Curtis seem to 
assume that if the price is fixed in Chile instead 
of in London, and if it is not fixed at the highest 
price demanded by a considerable proportion of 
the producers, it is therefore a moderate price of 
which the consumer (at least in Mr. Pepper's 
opinion) should not complain. The assumption 
seema equally valid that the consumer is justified 
in complaining of any combination which fixes 
prices at any level higher than the lowest at 
which a large number of producers are willing to 
compete.—-B. B. W. 
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per cent of her revenues, come from 
the nitrates. So naturally she is bound 
to take an interest in whatever relates 
to them. 

The Chilean form of government is 
somewhat more paternal than ours,— 
although if our present tendency is 
continued I do not know that it will be. 
Let us assume, then, that the nitrate 
industry being so vital to Chile, the 
Government has a right to use its in- 
fluence to regulate it. For that reason 
the Government insists on four mem- 
bers of the directorate. It insists on 
knowing what is being done. Its policy 
is to Insure moderate prices. As Dr. 
Curtis says, the Chileans receptly have 
begun to buy back some of the interests 
in those nitrates with which they 
parted. They had a feeling that a 
great asset was gettingaway fromthem. 
This was not exactly true, but that a 
very large element went into foreign 
hands and that as a consequence of the 
war some of it is going back into Chil- 
ean hands is true. I do not know the 
per cent of Chilean ownership, but it is 
larger than it was four years ago and is 
becoming more and more a Chilean 
industry. ‘Three to 5 per cent would 
represent the United States’ proportion 
to the nitrate production. We have, 
however, a very much larger interest, 
because as merchants some of our peo- 
ple handle the product. As manufac- 
turers of explosives a considerable 
quantity is handled by our people, who 
have their own oficinas. 

The question of efficient production 
is constantly before the nitrate owners. 
I agree to some extent with Dr. Curtis 
that as a whole the industry is not as 
economically managed as it might be; 
it has not the economic efficiency that 
it should have. A few weeks ago one 
of the engineers of one of the great 
American companies which is trying 
out new processes in nitrates said to 
me: “The trouble ts that the whole in- 
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dustry is not conducted on the basis of 
scientific production, but it just jogs 
along.¢ Some of the plants are as 
efficient as are industrial plants in the 
United States. That is especially true 
of the oficinas controlled by the Amer- 
ican cofpanies, by some of the English 
and by some of the Chilean companies. 
The industry as a whole is making 
progress. 

As to the prices in the future at which 
nitrate can be sold, I do not think any- 
body can make a good guess, because 
we do not know the conditions that 
may develop. There will be no dis- 
agreement in Chile with the proposi- 
tion that the United States is entitled 
to provide for the manufacture of 
nitrates as a means of national defense. 
There will be no question that if we 
choose to subsidize nitrate plants at 
heavy expense in order to give the 
farmers cheaper nitrates, we have a 
right to do so. The matter is a prac- 
tical one, however, whether the neces- 
sary subsidies will be within limits 
which the American people will justify. 

Now, in conclusion, I only want to 
say a word about the mutual interest, 
after all, of nitrates to Chile and the 
United States. To Chile they are al- 


most the breath of life, and for us they -- 


are becoming for our agriculture almost 
the same. But there are several other 
aspects. We may put on a very high 
tariff and resort to subsidies and shut 
out Chilean nitrates entirely. I do not 
think there is any probability of that. 
But there would be a reverse action if 
it-were done. The income from those 
Chilean nitrates goes to the purchase of 
American machinery and American 
supplies; some of it goes to pay the 
interest on the loans which Chile has 
contracted in the United States. This 
year a million dollars or more will go 
into the Panama Canal tolls. Our im- 


ports were about 900,000 tons in the ì 


last fiscal year. That means a good 
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deal to the United States. If that fig- 
ure is maintained, as is probable, the 
benefit will be mutual. r 

It seems to come down, after all, to 
the question of gradual reduction of the 
price in Chile. Of course Chile Js going 
to get what she can within moderate 
limits. But with the Government 
there virtually controlling the price 
pelicy, I think the consumers in the 
United States can be sure of a fair price 
for nitrates. It may be shaded a little 
below what it is. Certainly there is 
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nothing to indicate that it will go up. 
Our American companies in Chile have 
been criticized at times because they 
did not enter the Nitrate Producers’ 
Association and help to regulate the 
price. But as Dr. Curtis has said, they 
cannot do this under the Sherman anti- 
trust law. Generally the interest of the 
American people in the nitrates of 
Chile is to encourage production, to 
help stabilize prices downward, and to 
recognize the intimate relation between 
trade and the nitrate industry. 


The Importance of the Near East in Problems of Raw 
Materials and Foodstuffs 


By Epwarp Map Eare, Px.D. 


Columbia University 


HE Cttoman Empire, as it existed 

before the Great War, was of 
supreme economic importance to the 
industrial nations of Europe. The 
Sultan’s dominions were rich in certain 
important raw materials—notably 
chrome, antimony, manganese, copper, 
emery and meerschaum, among the 
minerals; oil, among the fuels and 
lubricants; cotton and silk, among the 
textiles. With the aid of irrigation, 
furthermore, it was believed that 
Anatolia, Cilicia and Mesopotamia 
could be converted into important 
granaries. The great natural wealth 
of Asiatic Turkey was a lure to Euro- 
pean traders and investors. The coin- 
cidence of the economic interests of the 
business men and the political interests 
of the statesmen caused the Near East 
to become one of the imperial “‘danger 
zones” of the world. 


GERMANY’s INTEREST IN THE NEAR 
East 


To the German Empire the problems 
of raw materials and foodstuffs were 
particularly pressing. To feed a rap- 


idly increasing population the nation 
was becoming more and more depend- 
ent upon importations of foreign grain. 
Heroic measures taken to stimulate 
agricultural production—such as the 
impositicn of high protective tariffs 
and the encouragement of scientific 
farming—could not obviate the ne- 
cessity of feeding about one sixth of the 
population on foreign foodstuffs. 

As the German worker was depend- 
ent upon imported grain, so the Ger- 
man manufacturer was dependent upon 
imported raw materials. Many in- 
dispensab.e commodities were not pro- 
duced az all in Germany, and a large 
number of German industries were 
almost entirely dependent upon the 
outside world for their raw materials. 
Perhaps the best example of this con- 
dition was the textile manufactures, 
which had to obtain from abroad more 
than nine tenths of their raw cotton, 
jute, silk, and similar essential supplies. 
Interruption of the flow of these or 
other rew materials would have visited 
upon German industrial centers the 
same economic paralysis which af- 
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flicted the British cotton manufactures 
during the American Civil War. 

German imports of *foodstuffs and 
raw materials had to be paid for in 
goods and services. The increase of 
the population of Germany, the de- 
velopment of her industries, and the 
resultant growth of her import trade, 
were closely associated, therefore, with 
the expansion of German exports and 
the rapid increase in German shipping 
and foreign investments. 

The building of a German colonial 
empire was an attempt to solve some 
of the Empire’s economic problems in 
the traditional European manner. But 
Germany dame late into the’ field of 
colonization and found that the most 
productive of the areas of the world had 
been previously appropriated by Great 
Britain, France and Russia. The Ger- 
man colonies in Asia and Africa were 
extensive in size, but singularly un- 
promising in other respects. With the 
exception of German East Africa, the 
colonies produced insignificant quanti- 
ties of raw materials and foodstuffs; 
it has been estimated that the colonies 
produced less than one half of one per 
cent of the raw materials consumed b 
German industry before the Great War. 
Finally, German overseas possessions 
were open to attack, in the event of 
war, by the powerful British fleet. 


German colonial ventures were 4a - 


distinct disappointment. 

It was this situation which attracted 
Germans to the Near East. Turkey 
was wealthy in raw materials and held 
out possibilities for the production of 
foodstuffs. These much-sought-after 
commodities could be transported to 
Germany through the Balkans and 
Austria-Hungary over a railway which 
would be immune from naval attacks 
in time of war. Thus came into ex- 
istence the idea of an economically 
self-sufficient Middle Europe under 
German hegemony. 
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Arotind the Bagdad Railway cen- 
tered all German interests in the Near 
East. When the first of the German 
railway, concessions in Turkey were 
granted in 1888, there was every in- 
dication that it was being undertaken 
as a purely business enterprise. In 
fact, at the time, Bismarck wrote the 
Deutsche Bank that the risks involved 
in the enterprise “must be assumed 
exclusively by the entrepreneurs, and 
the latter must not count upon the 
protection of the German Empire 
against eventualities connected with 
precarious enterprises in foreign coun- 
tries.” It is sometimes asserted that 
imperialism exists only where active 
governmental support is given foreign 
enterprises; but in this case, as in many 
others, governmental interests devel- 
oped after the enterprises had become 
established facts. 

The economic security which Ger- 
many sought by the development of 
Asiatic Turkey was looked upon by 
other European powers as involving 
economic insecurity forthem. Russia, 
for example, feared that the agricul- 
tural renaissance of Mesopotamia 
would lead to serious competition with 
the great Russian wheat fields; there- 
fore Count Witte announced quite 
frankly that Russia would do every- 
thing possible to block the German 
advance in Turkey. Similarly, the 
French were concerned lest the Ger- 
mans should interfere with the French 
supply of raw silk from Syria. The 


British believed that their Persian oil ' 


interests were menaced and were un- 
easy over the possibility that the 
cotton supply of Mesopotamia might 
be developed into a powerful competi- 
tor of that of Egypt and India. And 
associated with these economic con- 
siderations were grave strategic ques- 
tions involving national defense and 


ee 
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» imperial safety. Thus the Bagdad 


Railway became a serious bgne of 
contention in the diplomacy of Europe. 
There were two interesting attempts 
to settle the Bagdad Railway con- 
troversy: the first by internatienaliza- 
tion; the second by division of Asiatic 
Turkey into spheres of interest. In 
1903, German and English bankers 
arrived at an arrangement by which the 
Bagdad enterprise was to be jointly 
and equally controlled and owned by 
German, French and British capital. 
The arrangement received the approval 
of Mr. Balfour and Lord Lansdowne, 
Prime Minister and Secretary for 
Foreign Affairs of the United Kingdom, 
respectively, but met with such bitter 
opposition on the part of the London 
press that it had to be repudiated. 
‘In 1918-1914 a series of diplomatic 
negotiations, consummated on the 
very eve of the Great War, almost 
solved the difficulty by dividing up the 
empire of the Sultan into spheres of in- 
terest within each of which one of the 
great European powers was to have 
exclusive economic control.? Unfor- 
tunately, however, both internation- 
alization and spheres of interest failed 
to adjust the conflicting economic and 
' political interests of the powers in the 
Near East. 


Tue DEVELOPMENT OF AMERICAN 
INTERESTS 


At the moment, the United States 
appears to have developed substantial 
economic interests in Anatolia and 
Mesopotamia. Of these interests the 
Chester concessions and the Anglo- 
American diplomatic controversy re- 
garding the Mesopotamian oil fields 


1 For details of these negotiations cf. E. M. 
Earle, Turkey, the Great Powers, and the Bagdad 
Railway, Chapter X, and “The Secret Anglo- 
A German Agreement of 1914 Regarding Asiatic 
Turkey,” in the Political Science Quarterly, Vol- 
ume XXXVII (1923), pp. 24-44. 
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are but two tangible evidences. Amer- 
ican business men are interested in 
Turkey as an important source of 
supply of raw materials, as a profitable 
market, and as a fertile field for the 
investment of American capital. A 
striking illustration of our increasing 
activity in the Near East is to be found 
in the trade statistics: in 1900, Ameri- 
can exports to Turkey amounted to 
only $50,000; in 1913, they had risen to 
$8,500,000, and in 1920 to $42,200,000. 
Imports into the United States from 
Turkey increased from $22,100,000 
in 1913, to $89,600,000 in 1920. From 
1919 to, 1922 American trade with 
Constantinople alonehas averaged over 
$80,000,000 annually. 


EFFECTS UPON AMERICAN FOREIGN 
Pouicy 


The question of the effects upon 
American foreign policy of these eco- 
nomic interests is yet to be answered. 
Will it lead the United States into the 
old game of imperial rivalries in the 
Near East? It must be admitted that 
the outlook is not promising for the 
anti-imperialist. As an illustration of 
the dangercus road we are treeding, 
I should like to quote the following 
from a mest significant book, The 
United States Navy as an Industrial 
Asset, published by the Navy Depart- 
ment in 1923: 


Early in 1919 several American destroy- 
ers were ordered to Constantinople for 
duty in the Near East. Although these 
destroyers are good fighting ships, it costs 
some four million dollars a year to maintain 
them on this particular duty, which does 
not train the crews for use in tattle. 

The possible development cf the 
economic resources of this part of the world 
was carefully investigated by representa- 
tives of American commercial interests. 
These representatives were given every 
assistance by the Navy, transportation 
furnished them to various places, and all 
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information of commercial activities ob- 
tained by naval officers in their frequent 
trips around the Black given them. 
The competition for trade in this part of the 
world is very keen, the various European 
countries using every means at their dis- 
posal to obtain preferential rates. The 
Navy not only assists our commercial 
firms to obtain business, but when business 
opportunities present themselves, American 
firms are notified and given full information 
on the subject. One destroyer is kept 
continuously at Samsun, Turkey, to look 
after the American tobacco interests at 
that port. . The present oppor- 
tunities for development of American 
commerce in the Near East are very great, 
and its permanent success wil depend 
largely upon the continued influerfte of the 
Navy in that region. 


Writes an instructor in the United 
States Naval Academy, in Our World 
for February, 1928: 


With the assistance of a small force of 
destroyers based upon Constantinople, 
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our commercial representatives are estab- - 
lishing themselves firmly in a trade which 
means millions of dollars to the farmers of 
the American Middle West. By utilizing 
the wireless of destroyers in Turkish ports, 
at Durazzo, and elsewhere, commercial 
message% have been put through without 
delay. Destroyers are entering 
Turkish ports with “drummers” as regular 
passengers, and their fantails piled high 
with American samples. An American 
destroyer has made a special trip at thirty 
knots to get American oil prospectors into a 
newly opened field. If this continues, we 
shall cease to take a purely academic inter- 
est in the naval problems of the Near East. 
These problems are concerned with the 
protection of commerce, the control of 
narrow places in the Mediterranean water- 
ways, and the naval forces which the 
interested nations can bring to bear. They 
cannot be discussed without constant 
reference to political and commercial 
aims. 


Here is dollar diplomacy with a 
vengeance! 


The Chester Concession 


By Cotonet Lawrence MARTIN 
Geographer of the Harbord Mission 


OLONEL MARTIN spoke briefly 
on the so-called Chester Conces- 
sion. 

Referring to three large maps of 
Turkey (a) as in 1914-15, (b) as 
proposed in the several secret treaties 
of 1915-16, and (c) as proposed in the 
Treaty of Sévres and the Tripartite 
Agreement of 1920, he pointed out that 
the several “zones” and “areas of spe- 
cial interests” of the British, French, 
Italians and Russians promised a de- 
velopment of railway transportation 
and of mineral resources (oil as well as 
copper, silver, etc.) which would have 
been advantageous to the Anatolian 
Turks, but would probably have re- 
sulted in Turkey’s eventually losing 


most of Anatolia, and perhaps disap- 
pearing as an independent country. 

Referring to a large map of Turkey, 
according to the Treaty of Lausanne, 
he pointed out that it showed not only 
the Chester Project of 1923, and the 
Bagdad Railway and its proposed - 
branches, but also the nationality of 
control of all the railways in Asiatic 
Turkey. He said the Chester Project 
involves the building of railways in an 
area as large as from Philadelphia to 
Chicago and from Milwaukee to St. 
Louis. 

He said he believed that any railway 
in eastern Anatolia will eventually pay, 
interest on the investment, as the rail- 
way lines will run through territory 
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w which is extremely rich in undeveloped 
mineral wealth (copper, manganese, 
chrome, mercury, emery, coal, iron, 
silver, lead, borax and salt, as well as 
petroleum). The region also has val- 
uable agricultural and grazifig re- 
sources, and will produce much more 
cotton, wool, goats’ hair, silk, tobacco, 
and even more fruit and other food- 
stuffs than it does today; but these 
merely help in providing tonnage for 
the railways, and do not aid the con- 
cessionaires as the mineral wealth 
does. 

He then stated that railways in 
> Turkey (pointing out the nationality 
of control of the existing British, 
French and Belgian, Russian, Turkish 
and German lines) have been built in 
accordance with one or another of three 
general plans: (a) as a plain investment 
or as a military or religious develop- 
ment——cases to the point being the 
British Smyrna-Egerdir line, the Hed- 
jaz Railway south of Damascus, and 
several of the Russian lines; (b) under 
a kilometric guarantee,—the Bagdad 
Railway and several of the French 
lines illustrating this type; and (c) 
under the scheme of return from the 
}xinvestment on the basis of mine pro- 
duction within 20 kilometers or about 
12% miles on each side of the railway 
right-of-way,—the proposed railways 
of the Chester Concession being in- 
stances, although not the first, for the 
Bagdad Railway also had mineral and 
forest rights in addition to the kilo- 
metric guarantee. 

He expressed his personal conviction, 
based on trips over a number of the 
proposed railway routes, that the 
Chester Concession is an extremely 
valuable one, even although the capital 
which finances it will probably not 
have any opportunity to get petroleum 
An the oil fields of Mosul and southern 
Kurdistan (the territory shown on the 
map a3 under dispute). 
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Colonel Martin voiced a doubt as to 
whether it was certain that either the 
Turks or the concessionaires had se- 
cured exactly what they contemplated 
when the Great National Assembly at 
Angora granted to the Ottoman- 
American Development Company the 
so-called Chester Concession. The 
complications include (a) the French 
railway concessions of 1913 at Samsun 
and to the southeast and southwest, 
and the mining concessions promised to 
the French in 1921 in the Karshut 
valley and at Arghana Maden; (b) the 
German railway concessions of 1908, 
which Mr. Hugo Stinnes has recently 
alluded to, and which have been de- 
scribed in Prof. E. M. Earle’s recent. 
book on Turkey, the Great Powers, and 
the Bagdad Railway; (c) the rapidly- 
vanishing rights of the Armenians in 
the Turkish territory granted to Ar- 
menia by President Wilson’s Armenian 
boundary decision; (d) the interests of 
Russia in eastern Turkey; and, as 
already mentioned, (e) the rights cf the 
Kurds and the Arabs within the part of 
the concession that lies within the 
British mandate of Iraq, the disputed 
oil field of Mesopotamia. 

It has even been intimated thai the 
Chester Concession may turn out to be 
a Canadian, and perhaps a British, 
rather than an American railway proj- 
ect, as Mr. K. E. Clayton-Kennedy, 
who, with Mr. Arthur Chester, ob- 
tained the concession, is said to be a 
Canadian. It was reported in June, 
1923, that Admiral Chester and his 
sons had sold their interests. 

When the railways are built the 
Turk will get his mines developed; 99 
years later he will acquire a valuable 
transportation system for peace and 
war; but it is to be hoped that the con- 
cessionaires are not interested in even- 
tual sovereignty over additional por- 
tions of Asia Minor, as was the case 
when the secret treaties were negotiated 
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and the European “zones” and “areas 

of special interests” were laid out. 
The mineral raw materials of Turkey, 

Iraq, Persia and Transcaucasia, had, he 
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determination of the commercial poli- 
cies of Turkey and of certain of the 
great powers. 


Financial Control of Raw Materials by Buyers’ 


By Evens MEYER, Jr. 
Managing Director of the War Finance Corporation 


ADICAL changes have taken 

place in recent years in the finan- 

cial control of raw materials. Financial 

control is now exercised not only 

through direct ownership but also 

through marketing, shipping, insur- 
ance, and financial agencies. 

Before the war, the European na- 
tions, representing the consumers, exer- 
cised, through their dominance in the 
field of shipping and international 
finance, a considerable degree of con- 
trol over the export trade of the United 
States in raw materials and foodstuffs. 
But since the war there has been a 
fundamental change in the situation 
and the machinery upon which the 
control was based has broken down. 
Some of the reasons for this are ob- 
vious, but it should be emphasized that 
the failure of Great Britain to reéstab- 
lish her pre-war dominance in the field 
of shipping and financing is due, to a 
considerable extent, to the failure of 
the British Government to reéstablish 
its currency on a gold basis. The 
great advantage which Great Britain 
had for many decades was the absolute 
stability of her currency and political 
institutions. The dollar, in contrast 
to the pound sterling, was never really 
- stable until the Federal Reserve System 
was created. The fluctuations in the 
value of the pound sterling since the 
war have prevented merchants from 
taking the risks involved in acting as 

1 Synopsis prepared by the Secretary of the 
Conference and corrected by Mr. Meyer. 


middlemen on a great scale. The 
burden of distribution, therefore, has 
been thrown back upon the producers 
and it has been necessary for the United 
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believed, far too much to do with the 7 


States to finance the marketing of her “ 


own crops. 

This is strikingly illustrated by the 
figures for the movement of export 
cotton. Before the war it was the 
custom of the European cotton mer- 
chant to purchase, during or shortly 
after the harvest, his requirements for 
the year; and approximately 80 per 
cent of our annual cotton exports went 
forward in the six months from Sep- 
tember to February. But changed 
economic conditions, and especially the 
violent fluctuations in international 
exchanges, made it impossible for him 
to contract ahead for large supplies and 
he was compelled to buy on a hand-to-: 
mouth basis, laying in sufficient stocks 
only to meet current needs. As a con- 
sequence, since the war only about 50 
per cent of our cotton exports have 
been gomg forward in these same 
months. In other words, from 1,500,- 
000 to 2,000,000 bales, which ordinarily 
would have been exported during the 
period from September to February, 
were left on the hands of Southern 
farmers and bankers and had to be 
carried over into the second six months 
period. 

This situation, coming upon us sud- 


denly, made a ruinous difference in» 
trade, and the failure to understand it 


in 1920 and to provide means for stor- 
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ing and financing the cotton in this 
country had a disastrous effec upon 
the growers and bankers. American 
agencies for the marketing of American 
products have been greatly improved 
during the past two years, nd the 
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longer European countries delay in 
getting back to a gold basis the 
more effectively will the American 
producers be compelled to learn to 
finance and market their own prod- 
ucts. 


The Practical Need for International Conservation of 
Minerals 


By C. E. JULIEN 
Bureau of Mines, U. S. Department of the Interior 


HE Department of the Interior 
through the Bureau of Mines is 
deeply interested in the conservation 
of mineral raw materials. For that 
reason I desire to call attention to a 
possibility of international conserva- 
tion illustrated by a particular example. 
The metal manganese, though not 
extensively used as a pure metal, is of 
enormous importance industrially by 
reason of its value as a steel alloy and 
as a reagent for use in the manufacture 
of steel. It is to be understood that 
these are distinct and separate uses. 
As to the first use, the inclusion of 
considerable quantities of manganese in 


steel results in the production of what 


wt 


is known as manganese steel, which 
is characterized by great toughness. 
Manganese steel is indispensable in the 
manufacture of such things as the 
jaws of rock crushers, the facings of 
rolls for grinding, the teeth of steam 
shovels and other parts of machinery 
which must withstand shock and 
attrition. 

Manganese, however, has another 
and even more important use as a 
reagent in steel manufacture. Here 
only small quantities of it are added to 
the molten steel just before it is cast 


~, Into ingots and the action of the 


manganese as an oxidizer is of the 
greatest technical importance. A lack 
of sufficient manganese for this purpose 


would greatly increase the cost and the 
difficulty of steel manufacture if pres- 
ent standards were to be maintained in 
the product. 

This being 30, it is apparent that the 
maintenance of supplies of manganese 
is a matter of great moment to all 
industrial countries and especially to 
those countries which possess large 
reserves of iron, or which are engaged in 
steel manufacture. 

At present it is not difficult to obtain 
all necessary supplies of manganese in 
times of peace, but the known resources 
of manganese throughout the world are 
decidedly limized. The United States, 
though possessing considerable re- 
serves of manganiferous iron ore in the 
Cuyuna Range of Minnesota, has only 
insignificant resources of the high-grade 
ore and is therefore dependent upon 
imports, chiefly from Brazil. 

The known world reserves of high- 
grade manganese include only four 
great deposits: those of Brazil, of 
India, of the Caucasus and one other 
more recently discovered on the west 
coast of Africa. Others may yet be 
found, but the conservative manage- 
ment of world industry requires reason- 
able prudence in the use of what we 
have without too rash a dependence 
upon optimistic anticipations. 


<- This applies especially to those 


metals which, like manganese, when 
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used as a reagent in steel manufacture, 
become non-recoverable. Gold, of 
course, is practically indestructible and 
the existing stocks of it may include 
some metal which was mined by the 
slaves of King Solomon. Iron, though 
subject to loss by rust, may be returned 
to the furnaces as scrap; but some 
other metals, such as manganese and 
tungsten, are generally non-recoverable 
when once used. The manganese used 
as a reagent in steel making, for ex- 
ample, remains in the steel as a man- 
ganese oxide, but it is ultimately lost 
in the slag if the steel is remelted. 
Hence, the need of international con- 
servation with respect to a part of the 
Caucasus manganese ore. 

The Kutais deposits in the Caucasus 
export about a million tons of manga- 
nese ore annually, about 20 per cent of 
it going to the United States, 40 per 
cent to Great Britain and the balance 
to France, Germany and Italy. This 
ore as mined averages 47 per cent 
manganese, which is a good usable 
grade. However, the buyers of ore 
naturally seek to obtain the highest 
possible grade of material and so it 
happens that the trade in the Kutais 
ore became established on a basis of 
52 per cent manganese content. I 
presume that at the start there was 
some exceedingly rich ore available, as 
is usually the case with nearly all new 
deposits, but in the utilization of 
manganese ore there is no technical 
basis whatever for requiring it to 
contain 52 per cent. The 47 per cent 
average content of Kutais ore as mined 
should be entirely satisfactory. But 
the trade requirement as to this par- 
ticular ore, havmg been once estab- 
lished, has persisted, and in order to 
meet it the producers resort to crude 
washing operations by which the grade 
of the product is raised to 52 per cent. 


In the course of washing there 
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occurs, as a consequence, a loss of q 


40 pertent to 60 per cent of the original 
material, according to Mr. J. W. Fur- 
ness, of Philadelphia, who made a 
study of the operations and to whom I 
am indebted for my information in 
regard to them. It appears, then, 
that an improvement of 5 per cent in 
grade is effected by losmg mto the 
streams almost half of the manganese 
mined, though it should be regarded as 
a most precious world asset. 

As far as I am aware, there is no 
international agency concerned with 
the study and regulation of such 
matters. No nation or private inter- 
est as such is injured by the waste to 
which I refer. The loss will be borne 
ultimately by civilization as a whole 
and perhaps by the next generation 
rather than by ourselves, but if is 
hoped that merely calling attention to 
the facts as stated may lead to some 
means for remedying the abuse. Hf so, 
a precedent might be established for 


the correction of other practices of > 


the same kind, such as the waste of 
tungsten, a metal of great importance 
for making high-speed tool steel and 
incandescent lamp filaments. 

Perhaps, indeed, such an agency once 
established might find means for con- 
sideration of other questions of even 
greater international importance. The 
thrifty utilization and equitable dis- 
tribution of the world’s mineral re- 
sources is at least a legitimate concern 
of all its people. It is possible that 
the international struggles for the 
possession of raw materials may raise 
& question at some future time as to 
whether the possession of mineral 
resources by a nation shall necessarily 
create an absolute title to them, or 
whether those resources which con- 
stitute the foundations of industry 


should not be regarded as subject to x 


some measure of international control. 
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Relation of Populatién Growth and Land Supply to 
the Future Foreign Trade Policy of the 
United States 


By L. C. Gray 
Economist in Charge of Land Economics, U.S Department of Agriculture 


LITTLE more than a decade ago 
James J. Hill startled the nation 
by pointing to the diminishing magni- 
tude of our agricultural exports, par- 
ticularly of grain, and suggested that 
at no far distant time the nation would 
be face to face with an agricultural 
deficit. The prediction seemed justi- 
fied by the agricultural trend of that 
day, and yet at the present time it 
would appear that the tendency is en- 
tirely reversed, and the prediction one 
more shining example of the futility of 
economic prophecy. The volume of 
our exports in recent years has in- 
creased at an amazing rate, particu- 
larly of the cereals. During the past 
three years the markets of the world 
have been sagging under the pressure 
of the stream of grain, and the farmers 
of this and other countries have been 
afflicted with a serious depression which 
may result in portentous political con- 
sequences in this country at least. 

In view of this sudden economic 
about-face, we may well ask: In what 
direction are we really headed? Is the 
present depression only a temporary 
interruption, a mere episode in the 
general trend toward greater economic 
scarcity. caused by the increasing 
pressure of population on limited 
natural resources? Or is it the begin- 
ning g a significant economic epoch 
which requires a new outlook on our 
econonic destiny? 


Ixport ACREAGE INCREASES 


Fyst let us consider the trend with 
reference to production for export. Up 


to the five-year period 1899-1903, the 
acreage in continental United States 
devoted to export production was in- 
creasing. The next five-year period 
showed a decrease, which was continued 
during the five-year period 1909-1913. 
It was this decade of decreasing export 
acreage which lead the “Empire Build- 
er” and others to the conclusion that 


the nation which had been for half a 


century the world’s granary was 
headed toward an agricultural def- 
icit. 

Then came the war with its double 
incentive of rising prices and patriotic 
appeal, followed for approximately two 
years after the Armistice by the con- 
tinuance of the price levels of the war 
period. As a result of these stimuli the 
average crop acreage devoted to export 
production from 1919-1921 was 46 per 
cent larger than for the period 1909- 
1918. This increase was entirely ac- 
counted for by expansion in acreage of 
the cereals employed for export pro- ` 
duction, which increased about 200 
per cent from the period 1909-1913 to 
1919-1921. The total increase in area 
of twelve principal crops devoted to 
export production during this period 
amounted to a little over 14 million 
acres, but the increase in the acreage 
of the cereals employed for export was 
over 18 million acres, of which the 
bread grains, wheat and rye account 
for about 16 million acres. The larger 
increase in cereal acreage than in total 
acres employed for export is accounted 
for mainly by the decrease in export 
acreage of cotton. 
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Per Capita ACREAGH IN CROPS 
DECREASES 


Now, let us turn to another side of 
the picture. What has been the tend- 
ency in regard to total crop acreage per 
capita? Is the large increase in acreage 
devoted to production for export due 
to a large increase in total crop acreage 
per capita? The fact is that the total 
crop acreage per capita was less in 1909 


than in 1899, and still less in 1919 than © 


in 1909. Moreover, the acreage of 
nineteen principal crops was nearly 2 per 
cent less in 1922 than in 1919 although 
population continued to increase.! 


Lrvsesrock PRODUCTION DECREASES 


How may we account for the appar- 
ent paradox, a large increase in both 
total and per capita acreage of crops 
produced for export while our per 
capita acreage in crops has been de- 
creasing? 

The first explanation that would 
occur to one is a possible increase in 
average yield per acre. A careful study 
shows that the index of average yield 
per acre of nine principal crops for the 
period 1918-1922 was about 16 per 
cent higher than for the period 1888- 
1887, but in the period 1903-1907 it 
was 19 per cent higher than in the 
earlier period, so that in the past two 
decades there has been no increase in 
average yield per acre, but rather, a 
slight decrease.? 

Since there has been a large expan- 
sion in acreage employed for export 


1 Even the increase in acreage of the cereals 
from 1909-1918 to 1919-1922 was only 12 per 
cent, while during this period population in- 
creased about 14 per cent. 

2 Apparently the increase in productiveness 
made possible by scientific progress and the 
diffusion of technical information has been fully 
offset by the necessity of expanding our acreage 
through the addition of lands of inferior fertility, 
by the declining fertility of old lands, and by the 
increasing ravages of plant diseases and insect 
pests, such as the boll weevil. 
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production, but a decrease in total 7 
acreage per capita, and no increase in 
yield per acre, the only possible conclu- 
sion is that there must have been a 
diminution in acreage required to pro- 
vide fœ domestic consumption. This 
change is accounted for statistically by 
the rapid decrease in the relative sig- 
nificance of livestock and livestock 
products in American consumption. A 
careful estimate indicates that the 
average per capita acreage for 1919- 
1922 employed in the feeding of live- 
stock was only 91.6 per cent of the 
average for the period 1909-19138. If 
the per capita acreage employed for 
this purpose had been as large in the 
later as in the earlier period we should 
require an addition of approximately 
twenty-one million acres. The total 
increase in the acres of all crops de- 
voted to export was a little more than 
14 million. Consequently the reduc- 
tion in acreage required for livestock 
on the per capita basis of 1909-19183 
would account for more than the 
increase in export acreage, but ap- 
proximately equals the increase in the 
export acreage of cereals. 

It appears, then, that the expansion 
of exports in spite of the general de~. 
crease in per capita acreage in crops is 
largely attributable to reduction in the 
acreage requirements for livestock, . 
particularly of beef cattle and horses. 
The first mentioned change is mainly 
due to a reduction in per capita con- 
sumption of beef, estimated to have 
decreased nearly 28 per cent between 
1907 and 1921.2 The decrease of 22 
per cent in the number of horses per 
capita from 1890 to 1920 was largely 
owing to the employment of line 
and electric power in substitution for 
horse power. 


3 Meat Production, Consumption, and Foreign 


Trads in the United States, 1907-1921, by: John AS 


Roberts, mimeographed circular, Bureau of Ani- 
mal Industry, U. S. Department of Agriculture. 
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RELATION oF POPULATION To Fururn Trape PourcY 


EXPORTS AND Prick DEPRESSION 


Let us now consider the connettion 
between this change in our export grade 
in farm products and the nearly three- 
year-old price depression by whigh our 
farming industry is afflicted. It is well 
to trace the development of popular 
opinion on this subject. Just after the 
depression appeared in the fall of 1920 
popular attention was directed to the 
great decrease in the volume of exports 
to Europe measured in dollars. Im- 
mediately friends of the farmers began 
to explain the decrease in the prices of 
farm products as due to a sudden de- 
cline in Europe’s power to import 
American products. The great varia- 
tions in exchange rates and the chaotic 
credit conditions appeared to afford 
easy explanations. The result was a 
great clamor for a means of promoting 
our export trade in farm products. 
All sorts of “remedies” were suggested, 
and it was this stage in our national 
thinking which produced the revival 
of the War Finance Corporation and 
which directed favorable attention 
to the Ter Meulen plan and other 
schemes for promoting international 


trade. 
a 


However, economists and others who 
carefully analyzed the situation came 
to realize that the general public had 
jumped at an explanation which was at 
best only a half-truth. The decrease in 
volume of exports as measured by value 
was an effect rather than a cause of 
lower prices. It soon became apparent 
that the exports of farm products in 
terms of physical quantities had not 
shown a notable decrease. In fact, the 
exports of the five cereals were consid- 
erably larger in 1921 than they were 
in the period of the war when prices 
were very high. 

Gradually, in recognition of this 


-fact the popular attitude has changed, 


and now the outcry is not so much for 
14 
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promoting foreign trade, but rather 
attention is centered on our unwieldy 
export surplus, and this surplus is 
credited with being responsible for 
the depression in the farming indus- 


Again, however, public attention has 
been focussed on a half-truth. The 
export surplus of the United States 
alone does not determine the world 
supply and consequently the price level 
of cereals. The fact is that our exports 
of wheat increased from an average of 
108 million bushels per year for 1909- 
1913 to an average of 225 million bush- 
els during the war years 1914-1918, 
and this enormous expansion was ac- 
companied by an increase in average 
prices from 30.1 cents to $1.45.4 
Furthermore, the large exports of 1919 
and 1920 amounting to 214 million 
bushels and 309 million bushels respec- 
tively were disposed of at prices aver- 
aging $2.13 for the former year and 
$2.17 for the latter year. Compared 
with the geners!] price level these prices 
were not high, but they were much 
more than double the present price, 
although the exports of wheat for 1921 
and 1922 were 11 per cent less than in 
the two years 1919-1920. It is clear, 
then, that the sudden decrease in the 
price of wheat was not caused in the 
first instance by a sudden expansion 
of our wheat exports. Furthermore, 
wheat has a world market. Our pro- 
duction and exports make up only a 
part of the world’s balance sheet. 


Tun WorLD SUPPLY oF CrrEeats Nor 
INCREASED 


It is necessary, then, to consider 
the world supply. It is well known 
that the war eliminated Russia and to 
a large extent the Balkans as large ex- 
porters of tke bread grains. The large 
increase in the exports of Canada and 


í Averages for first of each month, Yeurbook, 
1922, p. 596. 
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the United States have been required to 
supply this gap. Has the result been 
an increase or decrease in the supply 
of the bread grains available for the 
consumption of the world outside of 
Russia? According to the Interna- 
tional Institute of Agriculture, at Rome, 
the average area of the five cereals 
from 1919 to 1921 inclusive outside of 
Russia was about 4 per cent higher 
than the average area exclusive of 
Russia in 1909-1918, but practically 
no higher than during the war years 
1914-1918, when good prices generally 
prevailed. The average production of 
cereals in quintals from 1919 to 1921 
was slightly less than from 1909 to 
1918, although slightly more*than for 
the years 1914 to 1918 inclusive, but 
the rate of increase was not greater 
than the probable rate of increase in 
world population outside of Russia. 
The average area of wheat was about 
9 per cent greater for 1919 to 1921 than 
for the period 1909 to 1913, but the 
production was slightly less. The sit- 
uation is even more striking when we 
make comparison of the supply of 
bread grains available for the consump- 
tion of the world outside of Russia 
from 1919-1921 and the supply avail- 
able from 1909-1913 when Russian ex- 
ports were also included. The world 
supply in the last mentioned period 
was 10.2 per cent less than it was in the 
first mentioned period. 

Thus it appears that the great ex- 
pansion in American exports of cereals 
helped to offset the loss due to the 
elimination of Russia and the decreased 
production of other European coun- 
tries, but only partially; and the aver- 
age supply of the bread grains outside 
of Russia for the years 1919 to 1921 
was considerably less than it was in the 
years 1909-1918. It is clear, then, that 
there has been no increase in world 
supply, whether total or per capita, 
sufficient to account for the great de- 
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crease in prices of cereals. Conse- 
quently, we must attribute a large 
parteof the responsibility for the great 
change in price level of the cereals to 
fundamental changes in demand, and 
we will naturally look for this change 
in the chaos of war-torn Europe. 


DEMAND FoR CEREALS DECREASED 


If we consider the four great consum- 
ing countries, the United Kingdom, 
Germany, France and Italy, it appears 
that, the consumption of cereals from 
both domestic production and net im- 
ports was only 72.6 per cent in 1919- 
1921 of the pre-war average, 1909-1913. 
The supply of the two bread grains, ~ 
wheat and rye, was 80.8 per cent of the 
pre-war average. It is true, the net 
imports of the last mentioned products 
were greater than in the pre-war period 
by 15 per cent, but not enough greater 


to make up for the decline in domestic 


production. The four countries con- 
sidered as a whole were unquestionably 
consuming less of the bread grains than 
in the pre-war period. This is espe- 
cially true of Germany, where the sup- 
ply of bread grains was only 56.9 per 
cent of the pre-war average while the 
population decreased but 8.8 per 
cent. g 

It is an elementary principle of eco- 
nomics that demand is to be measured 
not only by the quantity taken but also 
by the price at which it is taken. Ifa 
nation purchases the same amount of a 
given commodity as formerly, but at 
only half the price, it is evident that its 
demand has declined. The people of 
the four European nations mentioned 
above taken as a whole are not only 
using less of the bread grains than in 
the pre-war period, but buying at a 
much lower price even if we take into 
consideration the decrease in the pur- 
chasing power of gold that has occurred L 
during the period since the outbreak”. 
of the World War. 
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Way THE DEMAND DECREASED 


Since the reduction in demang has 
been so largely responsible for the de- 
cline in the value of cereals, what are 
the factors responsible for this decrease 
mdemand? In the first place, Eulope's 
problem has been not merely to main- 
tain her former imports, but also to 
make up by additional imports for the 
marked decrease in her own production. 
The average annual deficit in the pro- 
duction of Europe, not including 
Russia, for all five cereals during the 
period 1919-1921 was 250 million 


S as compared with the period 


1909-1918—that is, the product was 
23.2 per cent less in the later period 
than in the earlier period.’ If European 
consumers had maintained their pre- 
war level of consumption it would have 
been necessary to increase their im- 
ports above those of the pre-war period 
by the huge amount mentioned. In- 
stead of increasing their imports by 
250 million quintals they actually suc- 
ceeded in Increasing them by only 94.8 
million quintals, leaving a deficit of 
154.7 million quintals.’ | 

It is highly probable that the reduced 
consumption reflects a reduced ability 


sto purchase as large a supply of cereals 


- 


as formerly at a normal level of value. 
It is not probable that the enormous 
decline in Europe’s cereal production 
has been adequately compensated by 
increased productivity in other direc- 


5 A part of this apparent deficiency was due to 
the fact that because of price control peasant 
farmers in some of the Balkan states failed td 
report correctly their production. On this ac- 
count, the deficiency appears larger than it really 
Was. 

* It is not necessarily true that this deficit is a 
measure of the deprivation suffered by consum- 
ers in the respective countries. The war has re- 
sulted in closer milling of grain, and consumers 
have become accustomed to certain substitutions 
such as potato flour. It is probable that in some 

these changed habits of consumption will 
permanently modify the per capita requirements 
of European consumers for the cereals. 
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tions. The United Kingdom has had 
approximately two million men out of 
work for several years. In the other 
countries strikes have been frequent, 
and the great fluctuation in prices, 
especially in Germany, must have seri- 
ously reduced the efficiency of produc- 
tive effort even though that effort has 
been stimulated to a frenzy of activity 
through the influence of currency in- 
flation. No doubt, in parts of Central 
Europe malnutrition has also played a 
sinister part in reducing the level of 
productiveness. 

To an audience composed of stu- 

dents of foreign trade and international 
relations J ‘need do no more than sum- 
marize the obstacles that prevented the 
great enlargement of European im- 
ports of farm products. The fluctua- 
tion of foreign exchange rates has been 
a great obstacle in itself. The rapid 
depreciation of the currency in Ger- 
many has created an artificial differ- 
ence between foreign trade values and 
domestic values due to the fact that 
domestic prices are adjusted more slow- 
ly to changes in the volume of the 
currency than are the exchange rates. 
When I was in Germany last summer, 
a competent economist told me that 
the domestic value level was about 
two-thirds the foreign value level. 
The result has been to put a premi- 
um on exports rather than on im- 
ports. 
Even if the national income of West- 
ern Europe had not been reduced, the 
demand for cereals would probably be 
greatly diminished through the great 
redistribution of income which in the 
countries of extreme inflation has re- 
sulted in impoverishing the middle 
classes and enriching the few without 
correspondingly benefiting the labor- 
ing classes. 

Such are the conditions that reduced 
the ability of Europe to increase her 
imports sufficiently to make up by in- 
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creased importation the enormous defi- 
cit in consumption that has been men- 
tioned. As a result, notwithstanding 
the small increase in imports of the 
bread grains, amounting to only 15 per 
cent of the pre-war imports in the case 
of the four countries mentioned above, 
the imports were purchased at values 
considerably below those prevailing 
from 1909-1918. 

Conditions have grown steadily 
worse. It is well known that for the 
first two years after the Armistice Eu- 
ropean imports and to a large extent 
the maintenance of the high price level 
of the war period were made possible 
by an enormous expansion*of credit. 
During the first half of 1919 our great 
export balance with Europe was largely 
financed by credits granted by the 
United States Government to the Al- 
lies. During the last half of 1919 and 
the entire year 1920 European pur- 
chases in this country were made 
largely on open account—that is, by 
unfunded debt to private creditors, 
estimated by Doctor Benjamin Ander- 
son as amounting to at least 4 billion 
dollars about the beginning of the year 
1921.7” In short, the credit position of 
Western Europe has grown steadily 
worse since the Armistice. The United 
Kingdom has entered upon the heavy 
task of paying interest and amortizing 
the principal of its large debt to this 
country, a process likely to increase ex- 
ports to this country rather than im- 
ports from this country, and through 
the heavy burden of taxation to reduce 
by so much the income available for 
consumption by the people of the 
United Kingdom. A high American 
tariff is hampering the flow of goods to 
America in payment of debts and in 
exchange for American exports. The 
controversies over reparations and the 
uncertainties with respect to public 


™ The Return to Normal,” The Chase Eco- 
nomic Bulletin, Feb. 28, 1921. 
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indebtedness, intensified national un- r 
easiness and increased military expend- 
ituref have unquestionably weakened 
the efonomic ability of Europe to im- 
port American products. 


Ronotece AGRICULTURE RECOVERING 


Finally, I come to the point that ap- 
pears to darken still more the outlook 
for restoring cereal prices to a normal 
level. Whereas politically and finan- 
cially a large part of Europe is going 
from bad to worse, European agricul- 
ture is slowly recovering: ~ I-wil-not 
take the time to quote confirmatory 
statistics, but it is apparent that thes 
great deficit mentioned above is grad- 
ually being reduced not through fur- 
ther increase in imports, but by an 
increase in production which threatens 
to reduce physical imports at the same 
time that the continued deterioration 
in credit and financial position reduces 
stil further the ability to purchase 
foreign cereals. Recent reports indi- 
cate that France will this year produce 
nearly enough wheat to provide for 
her own consumption. Furthermore, 
there appears to be a prospect that 
Russia may begin shortly to contribute 
again to the larder of Western Europe: 
Krassin has announced a cereal export ~ 
of several million tons for the current 
year. Official information would tend 
to discount this considerably, but at 
any rate it may be at least a portent 
for the next few years. 


EFFECT ON AMERICAN FARMERS 


What does this mean for the Amer- 
ican cereal producer? It can only 
mean several years of radical readjust- 
ment in our agriculture. Such read- 
justment is necessarily somewhat slow 
because of the fact that the expansion 
of our cereal acreage has largely been 
through the development of new farmy 
ing areas under the one-crop system a 
the semi-arid West. The area ex- 
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« panded readily under the stimulus of 
high prices, but the contraction is slow 
and painful. There is practically no 
alternative form of agriculture to Phich 
these new crop areas can readfly be 
diverted without a complete rebrgan- 
ization of the farming system. After 
homes are established, buildings erect- 
ed, fields broken, stock and implements 
purchased, and heavy debts incurred, 
it is difficult all at once to make a dras- 
tic reduction in the crop acreage. 
Montana may be taken as an illustra- 
tion. The wheat acreage of that state 
increased from 870,000 acres in 1918 to 


N 2,787,000 acres in 1920, but in spite of 


low prices the acreage had decreased by 
1922 only 88,000 acres. 

Information from the other great 
nations which expanded their produc- 
tions and exports under the stimulus of 
war conditions seems to point to the 
fact that contraction of their cereal 
acreage is a very slow process. In 
spite of two years of lower prices the 
area of wheat in Canada was larger in 
1922 than it was in 1920. In Canada, 
even more than in the United States, 
the war-time increase was effected by 
the expansion of the farming area, and 
contraction is likely to be very slow, if 
it occurs at all. 

Some relief will gradually be afforded 
through increase in our population. 
On account of uncertainties in our im- 
migration policy the probable rate of 
increase is more than usually problem- 
atical. However, even our natural 
rate of increase would lead us to expect 
roughly a million a year. During the 
next five years our population is likely 
to Increase at the rate of from one 
million to one and a half million a year. 
At the present rate of production and 
consumption in this country it would 
require an increase of 17.4 per cent in 
population to reduce our wheat exports 
to the level{which prevailed from 1909- 
1913. Roughly this would require 
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from fourteen to nineteen years, ac- 
cording to the rate of growth of our 
population. This is a long time for a 
revival of prosperity in wheat-produc- 
ing regions. 

By devoting some of our wheat lands 
to other kinds of cereal, the period of 
surplus production would be greatly 
shortened. The percentage of exports 
to total production is much smaller 
than in the case of wheat alone, and 
consequently a much smaller increase 
of population, only 6.1 per cent, is re- 
quired to absorb the surplus. This 
would indicate a period of four and a 
half to six and a half years. A reduc- 
tion in tefal cereal acreage is also ad- 
visable. This can, and probably will 
be, effected on those farms recently de- 
voted to wheat as the principal crop. 
The continuation of the present accel- 
erated migration of farm laborers and 
farmers to other industries will also 
gradually play a part in the readjust- 
ment of supply. The reduction in our 
own per capita consumption together 
with the changes in European con- 
sumption and the reduced ability of 
Europe to purchase American exports 
at remunerative values probably imply 
that temporarily our crop acreage is 
excessive. 

It is important, however, to recog- 
nize that the reduction in the American 
export surplus of cereals to the pre-war 
basis would not alone ensure a satisfac- 
tory price level for wheat, for the 
reduction in world supply due to the 
decrease in American exports may be 
more than offset by the increase in 
European production, including possi- 
bly the restoration of Russian ex- 
ports. Furthermore, if political and 
financial conditions continue on their 
present ruinous course, the continued 
weakening of European demand 
would tend to offset the effect on 
prices of the reduction in American 


exports, 
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IncrEASE IN WORLD POPULATION 


One hopeful possibility is the increase 
of world population. A recent careful 
estimate by Professor G. H. Knibbs, of 
Australia, in his monumental work, 
The Mathematical Theory of Popula- 
tion, indicates that the present rate of 
annual increase of population for the 
world as a whole is approximately 11.59 
per thousand. This rate is substan- 
tially confirmed by another recent 
study.’ 

Accepting the estimate of world 
population by Professor E. M. East, of 
Harvard, as 1,700,000,000,9 it would 
appear that the increase averages about 
twenty million a year. Nof all of this 
Increase represents potential demand- 
ers of grain, but it is clear that it means 
a very rapid increase in the number of 
consumers. How long before this in- 
fluence will affect the world level of 
prices it is difficult to estimate. 

I have been forced to employ two- 
thirds of my allotted time in explaining 
a temporary variation in the long-time 
trend which James J. Hill called atten- 
tion to a decade ago—a variation due, 
as we have noted, to two unexpected 
developments—first, the reduction in 
per capita acreage devoted to consump- 
tion at home owing largely to the de- 
crease in the number of beef cattle and 
work stock per capita, and second, 
changes in European consumption and 
a decline in European buying power. 


| 
POPULATION INCREASING 


However, I should like to emphasize 
again the point made in an earlier part 
of this paper that the present condition 
is a temporary digression from the long- 
time trend toward increasing scarcity of 


8 The Natural Increase of Contemporary Peo- 
ples, by W. Russell Tylor. An unpublished doc- 
toral dissertation prepared at the University of 
Wisconsin. 

° “Population,” The Scientific Monthly, June, 
1920. 


THE ANNALS OF THE AMERICAN ACADEMY 


land in relation to population which 
began about two decades ago. For the 
littla time which remains I want to 
pickgup the threads of this trend and 
trac them to certain conclusions. 

- Leh us first consider briefly the mat- 
ter of population growth. Professor 
Pear]’s equation indicates a population 
of about 148 million by 1950.1° This 
may be modified somewhat by contin- 
uance of restrictive immigration poli- 
cies, but it appears probable that a 
population of 150 million will be 
reached shortly after the middle of this 
century or about three decades from 
the present. 


f 


What is the relation of this papules” 


tion growth to Jand supply? It was 
pointed out in an earlier part of this 
paper that the area of crop land per 
capita has been decreasing for the past 
two decades. For the most part, this 
decrease is not due to lack of surface 
available for use for crops, for we have 
been throwing land out of use by the 
rapid cutting of our forests much faster 
than we have been able to employ it 
for crops. To have maintained the 
per capita area of crops prevailing two 
decades ago would probably have ne- 


cessitated some further encroachment , 


on the area of pasture, but the compe” 


tition of our lower grade pastures would 
not have been strong enough to cause 
a serious restriction on the expansion 
of area in crops. The main reason for 
the reduction in per capita crop area is 
that, although we have yet possibly 
600 million acres of land still physi- 
cally capable of being employed for 
further expansion, these lands either are 
of inferior quality or require heavy 
expenditure for draining, clearing or 
irrigation. Already we have econo- 


10 Pearl, Raymond and Reed, L. J., The Rats 
of Growth of Population tn the Untied States Since 
1790, and Its Mathematical Representation. 
ceedings of the National Academy of Science, 
1920, pp. 275-288. 
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“mized in area employed (largely by 
modification of consumption) rgther 
than to expand our area into these less 
desirable lands. | 

For several decades it 1s prgbable 
that we have experienced not diy a 
per capita decrease, but even an abso- 
lute decrease in the area of pasture 
land. The area of pasture land cannot 
be increased except by employing some 
of our forest area for the purpose, and 
it will be shown in a moment that this 
is impracticable. Furthermore, such 
increase in crop land as may be required 
will necessarily be largely at the ex- 
ON, pense of land now used for grazing. 
Therefore, with the increase of popula- 
tion the per capita area of pasture land 
is likely to decrease rapidly. 


Forests Writ Regus More LAND 


A most serious phase of the problem 
of land supply is encountered in con- 
nection with forest requirements. It 
is generally known that we are cutting 
our forests from the stored crop of past 
generations. If we should continue 
the present rate of cutting, even with 
no allowance for the requirements of 
increased population, our supply of 
“saw timber would be exhausted in less 
than 50 years. Moreover, much of the 
remaining stand of timber is in com- 
paratively inaccessible districts in the 
Rocky Mountain and Pacific Coast 
sections.U 

Since 50 years or more is required to 
grow a crop of saw timber, it is obvious 
that we should begin at once to enlarge 
the area of growing forest, for the pres- 
ent annual growth was allowed for in 
the above estimate of period of ex- 
haustion. 


The writer does not predict that the supply 
will actually be exhausted in the above mentioned 
periods, but if it is not exhausted it will be due to 

e fact that we shall curtail our consumption, 
probably as a result of the increasing pressure of 
higher prices of timber. 
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Now, it is clear that a very large 
area would be required to provide for 
the timber needs of our increasing 
population at the present rate of con- 
sumption. In fact, to provide for a 
population of 150 million at the present 
rate of consumption per capita and at 
the present rate of growth in our grow- 
ing forest would require no less than 
1465 million acres, or more than three- 
fourths the total area of the continen- 
tal United States, and 85 per cent more 
than our total area of humid land 
capable of being used for copi, pasture 
or forests. 

Clearly such an sitios is Impossi- 
ble. Drastic readjustments will need 
to be made in rate of growth, in rate of 
consumption, or both. Even if the 
rate of growth were increased to that 
prevailing in the intensively operated 
forests of Western Europe we should 
still require far more forest land than 
we can spare from our land area for 
the purpose. Consequently a very 
marked decrease in per capita consump- 
tion will be necessary, depending, of 
course, on how much -we succeed m 
increasing the rate of growth and how 
much land we put to work growing 
trees. Even if the entire present forest 
area, of 488 million acres, of which only 
402 million is in timber, were employed 
in growing timber by the intensive 
methods of growth now employed, 
say, in German forests, it would still be 
necessary to curtail our present per 
capita consumption more than 40 per 
cent to meet the needs of 150 million 
people. Even this assumes an increase 
in the rate of growth from 24 cubic feet 
per acre as at present to 50 cubic feet. 
A great many people have the idea that 
eliminating the losses from fire would 
alone solve the forestry problem. I do 
not wish to minimize the importance 
of such a measure, but it has been esti- 
mated that elimination of fire would 
increase our rate of growth' only from 
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about 24 cubic feet per acre as at pres- 
ent to a little over 29 cubic feet. 

The prospective scarcity of forest 
land suggested by the above statements, 
and now temporarily obscured by the 
fact that we are still cytting from a 
stored crop, indicates that in a com- 
paratively short time we shall experi- 
ence very acute competition between 
crops, grazing and forests for the use of 
at least part of the available forest 
area. Even though crops should win 
the day in the case of the more fertile 
areas, the competition of the other 
uses, as well as the costs of clearing, and 
in some cases draining the land, will 
tend to emphasize the scartity of the 
land for use for crops and pasture. 


Our Foutrure Formian Trana Poticy 


Relief from this pressure can be 
found in four directions: (1) modifica- 
tions in consumption, (2) increase in 
productivity of crop and pasture land, 
(8) probably ultimately a marked de- 
crease in the rate of increase of popu- 
lation, and (4) changes in foreign trade 
by way of reducing exports or increas- 
ing imports. | 

The scope of this paper does not 
admit of my undertaking to estimate 
the probable economies that will be 
effected by increasing the productive- 
ness of our land and by modifying our 
consumption. It is sufficient to note 
that the pressure for land is likely to 
become sufficiently great to compel us 
to modify considerably our foreign 
trade in farm products. 

From 1914-1921 the nation em- 
ployed an average of approximately 62 
million acres of crop land in producing 
for export. (This includes the esti- 
mated acreage employed in providing 
crops for export in the form of live- 
stock and livestock products and also 
the crop average used in maintaining 
the workstock employed in producing 
for export.) If all of this 62 million 
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acres were employed in producing for 
domestic consumption instead of for ex- 
port & would provide for an increase of 
a litt more than 22 million people, the 
in of a little more than a decade. 
However, even when the pressure of 
our land resources becomes far more 
intense than at present it is scarcely 
probable that we shall entirely cease 
to employ some land in providing for 
export. Probably we may continue to 
export some cotton, tobacco, and per- 
haps other products. 

On the other hand, unless a restric- 
tive policy is adopted it is almost cer- 


tain that we shall see a large increase in / 


imports.of farm products. We have at 
present a large volume of imports such 
as coffee, cocoa and sisal which we are 
physically unable to produce. These 
products will be imported im increasing 
quantities to supply our growing popu- 
lation. Our most important imports 
now consist of products of which we 
produce a part of our supply—such as 
sugar and wool. The domestic produc- 
tion of both of these products is now 
maintained largely by the supporting 
influence of a protective tariff. If the 
needs of our increasing population are 
to be met in spite of the increasing 


scarcity of our land supply, without 


increasing the imports of these com- 
modities, it is highly probable that 
increased protection will have to be 
afforded. 

Most significant of all is the prob- 
ability of having to resort to the im- 
portation of grains unless some special 
stimulus is given to American agricul- 
ture. Considering the quality and 
location of our undeveloped acreage, 
and making due allowance for the 
probable changes in consumption and 
in methods of production, I am forced 
to the conclusion that we shall not be 
able to expand our grain production 
sufficiently to maintain our population 
a few decades from now in face of the 
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competition of the vast Canadian sur- 
plus of cereals, unless protection shall 
be afforded to our producers. ¢ê 
Such protection now exists fomi- 
nally, but it appears to be of littl@more 
than local significance. In a corfpara- 
tively short period of time I believe we 
shall be forced to make the same fate- 
ful choice that confronted England in 
the middle of last century, and which 
resulted in the repeal of the Corn Laws. 
Shall we have free trade in farm prod- 
ucts with the resulting advantage of 
cheap food as a basis for further indus- 
trialization of our national life, but at 
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the expense of subordinating still fur- 
ther our egriculture to our industry? 
Or, on the other hand, shall we give 
sufficient protection to agriculture to 
insure at least the maintenance of its 
present relative position in our eco- 
nomic polity? What answer will be 
given to these questions I shall not 
endeavor to predict. Nor do I pretend 
to be wise enough to foresee what 
answer will best subserve our national 
welfare. But no one here will disagree 
with me in the assertion that the an- 
swer will be fateful for the future wel- 
fare and stability of the Republic. 


European Agricultural Policies 


By Frank M. SURFACE 
U. S. Department of Commerce 


HOSE of us who live in countries 

which produce an agricultural sur- 
plus, where the rights of acquiring and 
holding property are adequately guer- 
anteed and where the pangs of “‘land 
hunger” have not been felt, have often- 
times but little appreciation of the 
strikingly different conditions which 
prevail in countries where economic 
‘conditions for the masses are more 
severe. 


LAND POLICIES IN ENGLAND 


In England the development of 
manufacturing industries towards the 
end of the 18th century and afterwards 
had a marked effect upon agriculture. 
With an increasing class of non-agri- 
cultural wage earners, prices began to 
rise and both landlords and tenants 
began to see a way of becoming wealthy 
by getting control of more land. The 
movement for enclosing more of the 
common lands into estates and holdings 
gained new impetus. By taking this 

ommon land, both arable and grazing, 
into the large estates, thousands of 


poorer families were deprived of their 
livelihood and were forced to find new 
homes either in the budding industrial 
centers or as farm laborers on large 
estates. The seventy years prior to 
1850 was a period of great incustrial 
unrest with new adjustments between 
classes. During this period, also, Eng- 
land was at war with France more or 
less constantly for over twenty years. 
During this war period prices of farm 
products rose to extraordinarily high 
levels. The average price of wheat for 
this period was eighty shillings per 
quarter, or about $2.40 a bushel. 
After the end of the war in 1815 
landlords and farmers who had ad- 
justed their operations to the high 
prices were not willing to allow these 
to fall to lower levels. Since they were 
in control of Parliament, they passed 
the famous Corn Law, which, among 
other things, prohibited foreign grain 
from being brought into British mar- 
kets when the price for native grain 
was less than eighty shillings a quarter. 
The object was to maintain the price 
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of wheat at this figure, but like many 
other attempts to overthrow economic 
laws by legislative action, the attempt 
failed miserably. In less than a year 
the price had fallen as low as fifty- 
three shillings. In the twenty years 
that followed no less than five separate 
committees from the House of Com- 
mons collected evidence and attempted 
to devise remedies, but without avail. 
This was a period of intense distress 
among the British farmers and read- 
Justments were made slowly. The 
Corn Law was the cause of bitter 
strife and political rivalry between the 
agricultural and industrial classes. It 
was not finally repealed untjl 1846, or 
thirty years after its passage,*and then 
only after a bitter struggle. An in- 
tense and conscientious study of this 
period of English history would un- 
doubtedly be enlightening to those 
who are now actively advocating gov- 
ernment price fixmg. In many re- 
spects conditions were parallel to those 
which exist today. 

Under the necessity for greater home 
production of food during the World 
War, England again adopted a min- 
imum price for wheat and oats. This 
was in 1917 and was to last for five 
years. In December, 1920, another 
act was passed fixing prices of wheat 
and oats as well as farm wages. ‘The 
Government agreed to pay the differ- 
ence between the price received by 
farmers and the price fixed. Although 
this act stated that four years’ notice 
of repeal was to be given, it remained 
on the statute books just seven months, 
being repealed in June, 1921. The Gov- 
ernment compromised with the farm- 
ers by paying a straight bounty for 
every acre of wheat and oats grown in 
1921. 

The present system of land tenure in 
England, while hardly to be regarded 
as ideal, has worked rather satisfacto- 
rily for English conditions. It is the 
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result of a long series of interactions _ 


between the landowners and tenants. 
It has resulted in guarantees to the 
tenat that he shall have the benefit 


of ifiprovement made during his 
ten and has obviated many of the 
difficulties of tenant farming in other 
countries. 


Through a long series of reactions 
England before the war had settled to 
a policy of importing her chief cereal 
supply from areas of cheaper produc- 
tion in the western hemisphere and 
Australia. Her agriculture tended 
largely to animal husbandry including 
dairying and sheep raising. Owing to 
the pressure of the war, large areas of 
permanent grass lands were ploughed 
and planted to cereals. There is every 
indication that England is going back 
to her former policy and cereal produc- 
tion in the future is likely to occupy no 
more important place than it did before 
the war. 


LAND OWNERSHIP IN FRANCE 


Reference has already been made to 
the revolution in France by which the 
peasants came into ownership and con- 
trol of their land. During the last 
century there has been a marked tend- 
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ency. towards an excessive subdivision» _ 


of French land. One of the marked 
characteristics of the thrifty French 
peasant has been his desire to own a 
bit of land, however small. The ex- 
tent to which this subdivision had 
proceeded is shown by the fact that out 
of a total of 5,300,000 land holdings 
before the war, 4,500,000 or 85 per cent 
were less than twenty-five acres in 
area and more than 2,000,000 of these 
were less than one hectare or two and 
one-half acres in extent. In the north 
of France, the region which later be- 
came the “devastated territory,” ap- 
proximately 50 per cent of the holdings 


were less than two and one-half acres, 


and many were extremely small. Asa 
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rule a single hectare was divided into 
three or four plots. Usually several of 
these plots belonged to the same @peas- 
ant, he having from time to tinge in- 
vested his savings in scattered pits of 
land. 

In the devastated regions the terri- 
ble destruction obliterated many of 
the original boundaries of the small 
plots. In the work of restoration it 
has been found less expensive and more 
satisfactory to consolidate many of 
these holdings, thus giving a peasant 
all of his land in a single tract. A law 
passed early in 1919 provided for this 
~ under certain restrictions and up to 
April of last year, in thirty communes 
the total number of holdings had been 
reduced from 45,560 to 9,463 and the 
average area per plot increased from 
nine-tenths of an acre to four and four- 
tenths acres. ‘This movement will un- 
doubtedly increase the efficiency of 
French agriculture in these regions. 

The French Government has done 
much in recent years to encourage 
individual peasant ownership ‘of land. 
Among the more important of these 
are the measures providing agricultural 
credits which have been greatly ampli- 
„fed since the war. 


LAND POLICIES IN SOUTHWEST 
EUROPE 


Turning to the countries of Eastern 
and Southeastern Europe—agriculture 
is in a much more primitive state of 
development than it is in the countries 
farther west. 

The history of all major wars shows 
that the returning soldiers, who are 
very largely drawn from the peasant 
classes, demand reforms and in par- 
ticular they demand to share in land 
holdings. A returning army is in a 
particularly advantageous position to 
oe its demand upon a government. 

o following the World War far-reach- 
ing agrarian reforms have been insti- 
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tuted in all of the countries of Central 
and Eastern Europe with the possible 
exception of Russia, where perhaps the 
end of the upheaval has not yet been 
seen. 

All reforms in these countries have 
aimed at a more democratic land own- 
ership by strengthening peasant pro- 
prietorship and by dividing up the 
large estates. In the different coun- 
tries the methods have not been the 
same. In carrying out any agrarian 
reform the first requisite is for the 
state to secure a reserve of land. This 
can be accomplished in some ccuntries 
by utilizing land already in the posses- 
sion of the state and additions] lands 
can be bought from voluntary sellers. 
This is the method which hes been 
pursued in eastern Germany, Austria 
and Hungary. In these countries no 
class of land ownership has been at- 
tacked and no lands expropriated. 
Expropriation, however, has been pro- 
vided for in some instances and under 
certain restrictions if it should prove 
necessary in carrying out the reforms. 
In this group of countries the right to 
large estates is still recognized. 

In a second group of countries, in- 
cluding Czechoslovakia, Poland, Rou- 
mania and Lithuania, an entirely 
different method has been adopted. 
Large scale ownership in these coun- 
tries has been condemned and provi- 
sion made for the expropriation of all 
lands above a certain area. The 
amount of land which may be retained 
by the former owners differs in different 
countries and also according to whether 
it is arable, forest or mountainous land. 
In general, the amount which may be 
retained runs from one hundred to five 
hundred acres. 


Roumanian Land Policies 


In Roumania the peasants were held 
in absolute serfdom under the fey- 
dalistic system prevailing until 1864, 
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When they were freed they did not 


receive sufficient land either to support 
their families or to make payments on 
their holdings. Hence they had again 
to turn to the landlords either for wark 
on shares or for wages or else to rent 
land from them. At almost every turn 
the landlord was able to take advan- 
tage of the peasant. The results led to 
very complicated and unsatisfactory 
conditions, often leaving the peasants 
little better than slaves. The peasant 
revolt in 1906 instituted some reforms 
with regard to credit and common 
lands, but left the peasant still at the 
mercy of the landlord. The situation is 
clearly revealed in the fact that more 
than half of the arable land tvas held 
by less than one per cent of the popu- 
lation. 

It was not until December, 1918, 
after the close of the World War, that 
a genuine reform was put into effect. 
By the decree of Ferdinand I approxi- 
mately 5,500,000 acres of land were 
expropriated from large estates, insti- 
tutions and state domains and made 
available to the peasants. The peas- 
ants are given twenty years to pay for 
the land and have to pay only the 
capital sum. The Government has 
given the former owners bonds payable 
in full at the end of twenty years. The 
change in ownership is shown by the 
fact that in 1864 only 20 per cent of the 
nearly 20,000,000 acres of farm land 
was in small holdings. At the end of 
the war in 1918 about 52 per cent of 
the total acreage was in small holdings, 
while when the present reforms shall 
have been carried out nearly 90 per 
cent of the land will be held by the 
peasants. 

The actual distribution of the land 
has proceeded rather slowly and is by 
no means complete. During the proc- 
ess of transfer a considerable portion 
of the land is not being cultivated 
either by the estate owners or by the 
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prospective peasant owner. When 
the transfer has been completed it will 
no doubt have considerable effect upon 
the agriculture of the country. It is 
believed that more corn and less wheat 
will bẹ grown because the peasant has 
always been forced to plant wheat 
against his will by the landlords who 
desired an export product. Animal 
husbandry will receive more attention 
than in the past. The Roumanian 
peasant lives largely on corn and dairy 
products. It is also probable that 
under more prosperous economic con- 
ditions he will eat more wheat. In any 
event, it is probable that even after 
conditions become thoroughly settled, 
Roumania will produce less wheat for 
export than formerly. If the economic 
condition of the peasant improves 
sufficiently, he will become a better 
farmer and with more modern methods 
he can undoubtedly increase the yield 
from his land. This, however, will 
require education and time. 

The Roumanian peasant has just 
gained what the peasants of Western 
Europe secured more than a century 
ago. Probably in no other countries 
have the nobility and upper classes 
struggled harder to hold their advan- 
tages over the peasant than in these 
countries of Southeastern Europe. The 
trend of human progress has at last 
proved inexorable and they have suc- 
cumbed. Perhaps from a purely eco- 
nomic point of view the old system was 
temporarily more efficient, but it trans- 
gressed principles of social welfare 
which were inevitably bound to win 
out just as they have done in the 
countries of the West. 


Czechoslovakia 


In Czechoslovakia, while the amount 
of land expropriated is rather large 
(nearly 28 per cent of the total area), 
the proportion of arable land which is 
changing hands is considerably smaller. 
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Furthermore, before the war the land 
` + in the western portion of the present 
republic was ‘handled in a much, more 
scientific manner than the | in 
Roumania or other more eastern gtates. 
Consequently, the change in fre: 
ship is likely to have a much le$s pro- 
found effect upon its agriculture. 


Land Reform in Bulgaria 


As in most other countries of Eastern 
Europe, a land reform is taking place 
in Bulgaria. However, before the war 
the proportion of land held in large 
estates was much smaller than in 
Roumania for example. The pre-war 
peasant holdings were also larger than 

- in the other Balkan countries. Fur- 
thermore, the large estates differed in 
character from those in other parts of 
the Danube basin in that they con- 
sisted of scattered farm tracts instead 
of large centralized units as in Russia 
and Roumania where one estate might 
consist of as much as 125,000 acres in 
a single tract. The Bulgarian large 
estates were usually operated by peas- 
ants on shares so the land reform will 
consist only in a change of ownership 
and it is not likely that this will mate- 
rially affect agricultural production. 


Russian Land Policies 


erence has already been made to 
ondition in Russia. It is of inter- 
note the situation there in a 
ore detail. When Alexander 
‘ed the peasants from serfdom 
stem of communal property 
hed. The peasants were 
e land but it was parceled 
7 according to the size of 
eir families. Since both the total 
communal population as well as the 
size of families varied with time, it was 
necessary to redistribute the land at 
intervals. This usually took place 
Aevery ten or twelve years. The fam- 
ilies lived in separate houses all placed 
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near each other, close to the center of 
the commune. Since the whole scheme 
was based on equality within the com- 
mune, each family must share in the 
good and pcor land and in that close 
to and distant from the village. This 
resulted in a system of strip farming, 
anywhere from eight to forty of these 
narrow strips being assigned to a fam- 
ily. The attempt to farm land split up 
in this fashion resulted in a vast 
amount of wasted energy. Further, 
since the peasant was not assured of 
the permanent possession of a given 
strip he had little incentive to improve 
it, Again, almost from necessity, he 
had to follow the same rotation of crops 
as his neighbors, because only in this 
way could he secure needed help in 
cultivating and unless his strip was in 
grass or stubble when the neighbors’ 
flocks were pastured he had no protec- 
tion. It is easy to see the evil effects of 
this system, especially when coupled 
with an absolutely illiterate peasantry. 

Little or no progress was made under 
this system. Following the first revo- 
lution in 1905-1906 the Government 
instituted an agrarian reform, and in 
1906 made provision for individual 
peasant ownership of land. Because of 
the illiterate character of the peasant 
and his utter lack of initiative, little 
progress was made. An attempt was 
made to give the peasant his land in a 
compact farm on which he could have 
his home, but the transfer of some 
twenty million peasants, often against 
their wishes, was a colossal task. Con- 
siderable progress was being made and 
a progressive ministry of agriculture 
was making some headway against the 
inertia of the peasant when the Bolshe- 
vist revolution undid all that had beén 
accomplished. According to accounts, 
they have gone back to the old com- 
munal life to a large extent. 

After the revolution the Soviet Gov- 
ernment nationalized all the lands and 
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abolished both rent and wages. The 
peasants were assigned lands to be 
cultivated. The refusal of the peas- 
ants to grow crops from which they, 
individually, could not reap the bene- 
fit was one of the large contributing 
causes for the famine conditions which 
prevailed. The Soviet Government 
has recently modified its tenets with 
regard to agriculture and has permitted 
the peasant much greater freedom to 
enjoy the results of his harvests. The 
idea of State ownership of land has not 
been relinquished, but it is probable 
that some system of practically per- 
petual lease will be worked out. 

What the final results in Russia will 
be can hardly be foretold, but’ many 
years must still elapse before Russia 
can take the place to which her re- 
sources entitle her in agricultural 
production. 


RESULTS OF AGRARIAN REFORMS 


I haye not attempted to cover the 
mass of detail involved by the agrarian 
reforms in the different countries. This 
would require much more time than is 
available here and probably would not 
be of general interest. I have tried to 
bring out the general trends of this 
movement and the broad principles 
involved. It is important to appre- 
ciate that agrarian reform in European 
countries has been going on since the 
early days of feudalism, and that the 
World War has only served greatly to 
hasten a process which was already 
well under way. This movement will 
undoubtedly stand out in the future as 
one of the great accomplishments in 
human progress which has resulted 
from the upheaval and bloodshed of 
the war. Had it not been for the dis- 
turbances wrought by the war, it 
would probably have been many dec- 
ades before the Roumanian peasant, 
for example, received the rights set 
forth in the decree of December, 1918. 


x 


Tun ANNALS a THE AMERICAN ACADEMY 


The peasants of Europe have now _ 
won significant advantages in their f 
age-long fight against the landlords 
and wpbility. If the reforms are ulti- 
mately carried out in manners pro- 
posed{ they will undoubtedly have 
significant results for the future of 
Eastern Europe. 

With the peasant in permanent . 
possession of sufficient land to insure a 
livelihood and competence to his fam- 
ily, one of the inherent attributes of 
human nature will have been satisfied. 
This will result in a significant change 
in the psychology of the peasant. In 
the past the Eastern European peasant 
could never see the necessity of emi- 
grating from his native land as long as 
vast areas of this were held by titled, 
often absentee, landlords. With the 
majority of the land in peasants’ hands, 
those who are forced by circumstances 
to emigrate will, like those from the 
countries of Western Europe, be more 
willing to make their homes abroad in- 
stead of returning to harass their 
government. 

Much still remains to be done by 
the governments of Eastern Europe if 
these reforms are to accomplish results 
of lastmg benefit. In the first place, 
the peasants must be taught modern 
scientific agriculture. The age-long 
system of farming based upon cust 
and habit must be supplanted by 
founded on science. Adequate 
for agricultural credit must be pr 
Agricultural coöperation mus 
couraged. Again, the g 
must see to it that the peasa 
are not spht up by dicho 
heritance until the holdin 
small to support their ow!? Uə4 yee 206 
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When these and similar reforms have 
` > been accomplished, as they ultimately 
will be, the agriculture of Eastern Eu- 
rope will not only be more prod&ctive 


| 


than in the past, but a contented 
peasantry will contribute to a better, 
a more efficient, and a more stable 
government, 


Discussion 


By Wuriram S. CULBERTSON 
United States Tarif Commission 


I wish only to add a few words to the 
valuable addresses of Dr. Surface and 
Dr. Gray. The analogy suggested by 
Dr. Gray between the United States 
and Great Britain should not, in my 

` judgment, be pressed too far. There is 
little similarity between the situation 
in Great Britain at the time of the re- 
peal of the Corn Laws and in the 
United States at the present time. The 
repeal of the Corn Laws in England 
was a great social reform as well as a 
change in fiscal policy. Land in Eng- 
land was held by a comparatively small 
number of persons who received, in 
the form of rent, the profits derived 
from the high price of grain. In this 
country, on the other hand, there is a 
very wide distribution of land holding 
and the owners of land are directly 

4. affected by losses or gains in agricul- 
tural production. If, as Dr. Gray says, 
there is to be in this country a “fateful 
decision,” it is probable that it will be 
made by the American farmers. 

The human factor is very important 
in the analysis of any national policy. 
Possibly this is more true of agriculture 
than of other pursuits. I can, perhaps, 
indicate its character more effectively 
by contrasting two letters which I have 
received since coming to Williamstown. 
The first 1s from a farmer who for over 
fifty years has experienced the hard- 
ship of agriculture in one of the less- 
favored sections of our Middle West. 
iVhis farmer wrote in July, 1928: 


we have had rather a hard year for crops 


we did not get much rain nor snow from 
Nov. untill 14 of May and then it rained so 
much that farmers could not get in Spring 
crops until it had got late and the last Fri- 
day in June they got a big hail storm and 
in about 15 minutes the harvest was all 
gone the ground was coverd with hail so 
what the drouth left us the hail got so we 
will have no wheat money. . . . I will 
have to buy my seed wheat I had sold the 
. . . place and 4500 was due the first 
of September and the man had 6 hun acres 
of wheat and 2 hun acres of barley and in 
15 or 20 minutes all gon some had their 
crops well insured but he was a good Chris- 
tian man and he trusted God but he did 
put 11 hun dols insurance on his barley so 
he will get that to seed the ground again 
he ows me over 4 thous dols but cannot now 
pay the interest on it . . . it is hard 
on us all times is very hard here on the 
taxpayer as the roads and schools and 
other things to keep up and what we have 
to buy is so high. 


You will see that these difficulties 
are unavoidable. They are the mis- 
fortunes of nature. In many cases 
they are accepted with resignation. 
But the American farmer has come to 
‘believe that there are other wrongs 
from which he is suffering that are 
remediable. He believes that there 
are certain conditions operating today 
to keep him in the status of a colonial 
agriculturist who furnishes foodstuffs 
and raw materials to industrial com- 
munities. In many cases he is suffering 
from the difficulties of financial defla- 
tion. In this respect agriculture is 
injured mere than any other industry 
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not only because it is a long-time in- 
dustry but because it is largely a matter 
of individual enterprise and reserves 
are not built up except under unusual 
circumstances to aid over-hard times. 
Young men, who have been thrifty and 
saved money and who have started in 
farming in recent years, were forced to 
go heavily into debt. The character of 
agriculture is such that it will be many 
years before these farmers can get out 
from under the debts which they have 
incurred. 

It is conditions such as these which 
have led the American farmer to seek 
relief in politics. Mr. William Allen 
White of Emporia, Kansas, has been 
for over thirty years a keen$ critical 
observer of conditions in the Middle 
West, and no man is better able than 
he to analyze the forces that are operat- 
ing. In a personal letter dated July 
26, 1923, he said: 


I have your letter asking what I think 
the election of Johnson, of Minnesota, 
signifies in political and economic terms. I 
have been thinking it over pretty carefully 
. for several days. In fact, more than a year 
I have been feeling that the economic con- 
ditions here in what might be called the 
western Mississippi basin would take a 
strongly marked political turn. 

Basically our trouble is the old trouble 
we have had for forty years—transporta- 
tion. We have to ship everything we sell 
to a buyer and put transportation in 
everything we buy from the maker. We 
are overloaded with freight rates. In 
every Pittsburgh-plus transaction which 
governs American prices and makes every 
industry a national instead of a local in- 
dustry,—steel, lumber, fuel, food and 
clothing,—the Missouri valley and environ- 
ing communities have to pay the price for 
nationally stabilized industries. 

In prosperous times, there is enough 
margin in agriculture and those local m- 
dustries dependent upon agriculture here 
in the Middle West to give the farmer and 
his friends a profit. So he is peaceful. But 
when the economic pinch comes, the farmer 
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feels it and he is intelligent enough to 
realize that he is suffering from a remedia- 
ble wrong. He may be unwise in looking 
to politics for his remedy, but he does look 
to pohtics for a remedy and, when he gets 
into p@litics, he raises the very devil. The 
middle¥vestern farmer of Iowa, Minnesota 
and Wisconsin was an accomplice in the 
Peter Cooper movement, and the Green- 
back movement nearly fifty years ago. The 
railroad legislation of the mid-seventies was 
rightly called farmer legislation. Thirty 
yeers ago, the farmers of Kansas, Nebraska 


E 
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and the Dakotas gave backbone to the © 


Populist movement and ten years ago, as 
you know, the Bull Moose found his best 
pasturing out here. 

Each of these movements—futile in 
itself-—left a permanent impression upon 
politics of the country and its institutional 
life. ‘This part of the world is responsible 
for national prohibition, it pioneered in 
woman suffrage, gave impetus to the de- 
mand for direct election of United States 
senators, the passage of the income tax 
amendment, the adoption of the direct 
primary and a lot of propositions of that 
sort. 

It is a curious thing that when the 
farmer gets mad because he is unfairly 
treated in the matter of transportation, he 
forgets more or less about the transporta- 
tion question and does something else. 

Now this is a long way around to Magnus 


Johnson. But Johnson’s election, taken -> 


with that of Shipstead, Frazier, Ladd, 
Brookhart and the tremendous majority 
given LaFollette, the victory of Ferris in 
Mickigan and the obvious complex of 
Nebraska and Kansas as revealed by the 
recent election, proves very definitely that 
the Middle West is on the rampage again. 


Tur FARMER AND THE TARIFF 


In order to present as clearly as 
possible the meaning of the tariff to 
farmers in the United States today, I 
have prepared the following classifica- 
tion of foodstuffs dividing them into 


three general groups according to the , 
degree of dependency of the United à 


States on foreign countries. 


Discussion 


1. Practically total dependency of the 
United States on foreign countries. 
Coffee 
Tea t 
Cocoa 
. Spices j 
Bananas 
. Sago and arrowroot 
. Tropical nuts 
. Copra and coconut oil 
. Soy bean oil 
10. Olive oil 
11. Sesame, palm and palm-kernel oils 
12. Some garden seeds 
13. Greek currants 
2. Partial dependency of the United States 
ou foreign countries. 
. Sugar 
. Fancy cheese 
. Dried and frozen eggs 
Fish 
Honey 
Almonds and walnuts 
. Chestnuts 
. Figs and dates 
. Lemons 
10. Grapefruit 
11. Olives 
12. Pineapples 
18. Mushrooms 
14. Peanuts and peanut oil 
3. Adequate domestic supply and in some 
cases an exportable surplus. 
Corn and corn products 
Wheat and wheat flour 
Other grains and grain products 
Hog products 
Beef 
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Mutton 

. Fresh and condensed milk 

. Butter and butter substitutes 
. Cheddar cheese 

10. Lard substitutes 

11. Cottonseed oil 

12. Poultry 

18. Rice 

14. Apples and pears 

15. Peaches, apricots and prunes 
16. Oranges 

17. Potatoes 

18. Late onions 

19. Beans 

. Summer vegetables 

21. Hops 
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No tariff generalizations on the basis 
of this classification are possible. Even 
when we are totally dependent on an 
outside source for an agricultural 
product, it is not always true that the 
tariff interest is absent. The produc- 
ers of butter and lard in the United 
States, for example, are concerned 
over the importation of tropical vege- 
table oils. Producers of products in 
the second class tend to be the most 
actively interested in the tariff. Typ- 
ical of this group are the sugar and 
lemon producers. Producers of prod- 
ucts in the third class, while not with- 
out an interest in tariff rates, regard 
other Government aid a3 of greater 
importénce than tariff protection since 
in the case of many products with an 
exportable surplus prices are fixed in 
the world market. Among these are 
cooperative marketing, farm credit, 
Government regulation of middlemen, 
reduction of freight rates, meintaining 
better farm life through the assistance 
of agricultural colleges, the building of 
roads, and the teaching of vocational 
agriculture in high schools, either with 
or without Federal Government assist- 
ance. 

Agricultural industries are obviously 
dependent upon geographical and cli- 
matic conditions It follows, therefore, 
that many factors other than political 
action determine the localization of 
these industries. In a few regions the 
sou and climate restrict production to a 
single product. Normally, however, 
the farmer has a considerable choice of 
products. The choice he makes de- 
pends upon competition and competi- 
tion is affected by many factors. 


Tae FARMER'S INTEREST IN 
TRANSPORTATION 


Among these transportation is of 
great importance. Large areas of the 
earth’s surface have been rendered pro- 
ductive orly because of the develop- 
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ment of railroads and steamship lines, 
and there are still large areas of the 
earth’s surface which can be made 
available for cultivation, if transporta- 
tion is extended. With the develop- 
ment of transportation, particularly of 
refrigerating facilities, international 
competition in food and food products 
has become an outstanding factor in 
world economics. From the stand- 
point of the consumer, it has contrib- 
uted towards a stabilization of supply, 
thus reducing the. hardships resulting 
from local shortages of crops and per- 
haps eliminating the possibility of 
serious famines. 

From the standpoint of the producer, 
transportation facilities have extended 
his markets, but they have also in- 
creased the keenness of international 
competition. The effect of cheapening 
transportation upon the agricultural 
industry has been strikingly illustrated 
in American agricultural history. The 
building of canals and railroads in the 
United States between 1820 and 1860 
was largely responsible for the decline 
of wheat growing in New England and 
New York. In the eighties of the last 
century, European agriculture began 
to feel and to fear competition with 
agricultural products imported from 
frontier countries such as the United 
States. This was one of the factors 
which contributed to the agrarian 
movement for protection in such coun- 
tries as France and Germany. Amer- 
ican wheat and American meat prod- 
ucts were in some cases even excluded 
by high import duties and sanitary 
regulations. Competition of a similar 
kind is now a factor in the movement 
for agricultural protection in the 
United States. 

In addition, there is keen competi- 
tion between the exporting countries 
themselves. Aimerican wheat, Argen- 
tine wheat and Canadian wheat com- 
pete in the European market. Cotton- 
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seed oil produced in the United States 
competes in the mternational market 


with soya bean and coconut oil pro- 
duced {h the Orient. 


Orage Factors In AGRICULTURE 


The type of agriculture frequently 
depends not only upon transportation 
but upon the size of the agricultural 
unit. If agriculture is organized in a 
large way, and carried on in large farms, 
or estates, the nature of the crops is 
likely to be different from the case 
where small peasant farming is the 
rule. The breaking up of the large 
estates in Eastern Europe is, as Dr. 
Surface has said, having a striking 
effect upon the character of agriculture. 

The availability of agricultural la- 
borers is also a factor in determining 
the nature of agriculture production. 
Before 1914, the estates in eastern 
Germany depended upon Polish and 
Russian labor which, during certain 
seasons of the year, migrated to the es- 
tates. This supply has to a large ex- 
tent been cut off by the changes wrought 
by the war. This will require a shift to 
crops which can be handled by fewer 
men and more machinery. 

Types of food peoples eat also in- 
fluence the agricultural development 
of a country. Rice holds a place in 
Japan which is occupied by practically 
no one cereal in any other country. 
Unless the Japanese people are willing 
to adopt some other form of food to 
supplement rice, the rice question is 
likely to become of a serious impor- 
tance in the Pacific. The peoples of 
India and China are non-meat eating 
and non-milk drinking peoples, and 
this affects the character of their 
agricultural production. 

It was the theory of Friedrich List 
that the tropics would become a great 
source of food supplies for the tem- 
perate zones and that the temperate . 
zones would become primarily manu- 
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facturing centers. The tropics, how- 
ever, at the present time, are not pri- 


marily a source of food so much as a 
source of raw materials and fool spec- 
ialties. The tropics today produce 


rubber, vegetable fibers, coffge, tea, 
cocoa, fruits, nuts and certain kinds of 
tobacco and vegetable oils. 

Food in the more restricted and im- 
portant sense—that is, staple food 
products—-come from the temperate 
zones. It is necessary, therefore, to 
consider the relationship which exists 
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today between the older, the more 
densely populated industrial nations in 
the northern hemispheres, and the 
agricultural countries, less edvanced 
industrially in the northern and south- 
ern hemispheres. This is the impor- 
tant relationship from the standpoint 
of supplies of stable food products. 
The relationships between the indus- 
trial countries in the temperate zone 
and the tropical countries is, however, 
of vital importance in connection with 
the supply of essential raw materials. 


Preferential Tariffs and the Open Door 


By Benyamon B. Wauaace 
: United States Tariff Commission 


HE American Secretary of State in 
an address last December in New 
Haven said: 

The open-door policy is not limited to 
China. Recently we have had occasion to 
apply it to mandated territories. It voices, 
whenever and wherever there may be oc- 
casion, the American principle of fair treat- 
ment and freedom from unjust and injuri- 
ous discriminations. 

The Secretary of State with a caution 
which was necessary under the circum- 
stances gave no indication of the oc- 
casions which may call for the applica- 
tion of the open-door policy. But his 
statement forms a useful introduction 
to a general discussion of the open 
door, a discussion of it as a “principle 
of fair treatment” or of equality of 
treatment for the commerce of all na- 
tions. Too many people have looked 
upon the open door as a policy ap- 
plicable only to China or to the Orient. 
Some have gone so far astray as to 
confuse it with free trade. For in- 
stance, Walter Lippman in his Stakes 
. of Diplomacy speaks of “free trade, 
«which is only another name for the 
open door.” His confusion is the 


more surprising as his whole book is an 
argument for the international enforce- 
ment of the open door in the economi- 
cally backward parts of the earth, and 
if a writer on that subject can fall into 
such confusion there is every reason to 
believe that the general publie is in 
great need of education on the subject. 
There is also need of education on the 
subject because some of the learned 
books! contain a definition which may 
perhaps be defended upon historical 
grounds but which is narrow, formal, 
rigid, and quite unsuited to the needs 
of diplomacy and commerce. Particu- 
larly, it is unsuited for popular use, and 
in a democracy where phrases and 
catch words have such tremendous 
power, it is very important that a 
phrase so striking should have a simple 
meaning and one founded upon a 
simple principle. 

Before laying down four propositions 
in regard to the open door it should be 
said that equality of treatment for the 
commerce of all nations must include 


1 For instance, Dr. Sigmund Schilder’s Ent- 


wicklungstendensen der Weltunrischaft and Josef 
Grunzel’s Economic Protectiontsm. 
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many factors which influence com- 
merce in addition to import duties, 
harbor dues and railroad rates. It 
must include, as circumstances require, 
equal opportunity to compete for, or 
to participate in, mining and forest 
concessions, charters for banking and 
industrial corporations, and state loans 
and contracts for public works. This 
is a most important and most difficult 
part of the subject; but it is not closely 
related to preferential tariffs and is 
beyond the scope of the present 
discussion. 


Four POINTS In THE Open Door 


The first of our four prapositions 
concerning the open door is that the 
term open door is and should be of 
unwersal application. It is, and should 
be, used in regard to certain colonial 
possessions. It is less frequently, but 
should be, applied to certain other 
colonies which are bound by no treaty 
obligations. It may equally well be, 
and should be, used in regard to the 
states of Europe and of the Americas in 
so far as their policies and practices 
meet the requirements of the term. 

Secondly, the term open door im- 
plies and should imply a policy extended 
equally to all nations. According to 
some definitions an open-door country 
may impose differential duties upon 
products of other states if only it does 
not violate its most-favored-nation 
treaties—treaties which usually have 
been made with the older and stronger 
commercial states. Such definitions 
would allow us to continue to call a 
country an open-door country if it 
granted to perhaps only two or three 
European countries the treatment 
stipulated in a certain type of treaty, 
regardless of the discriminations which 
it might be making against all other 
countries of the world. In the field of 
politics it is not well to insist on rigid 
definitions admitting of no exceptions, 
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but unless the exceptions are trivial, it 
is obviously an utter denial of the 
whole principle upon which the open 
door dts to affirm that an open door 
may i a to the strong and closed 
to the Weak. Our next proposition will 
emphasize the importance of this point. 

Thirdly, the test of the open door is, 
and should be, performance and not 
trealy pledges. The open door is one 
which is open in fact, irrespective of ` 
formal obligations, but some learned 
gentlemen have refused to admit that a 
door is open unless it is secured in that 
position by “irrevocable treaties.” 
But if our second proposition be ad- 
mitted, it would follow from such a 
restriction as this, that no country 
could be called an open-door country 
unless it were under a treaty obliga- 
tion or a series of obligations to grant 
equality of treatment to products of all 
countries. But when one examines 
the treaty obligations of open-door 
countries, one finds that such an 
obligation scarcely exists. The term 
open door has been applied to 
China for two decades or more, but it 
was not until the signature of the Nine 
Power Treaty that China engaged her- 
self in general terms to maintain the 
open door, as distinguished from her 
several earlier obligations to grant 
most-favored-nation treatment to prod- 
ucts of the several countries who were 
parties to treaties with China. Mo- 
rocco pledged: the open door in 1880 
only to the dozen signatories of the 
Treaty of Madrid and while the act of 
Algeciras laid down the principle of 
“economic equality without discrimi- 
nation,” we now find that the French 
rulers of Morocco have imposed heavy 
penalties on the importation of Ger- 
man goods. The Conventional Basin 
of the Congo has been an open-door 
region for nearly forty years and 
technically its treaty obligations to » 
maintain this status appear to be 


PREFERENTIAL TARIFFS AND THE Open Door 


complete; but it may be noted that 
the principal allied countries did not so 
construe these obligations in, 1919; 
that is to say, they undertook td revise 
the General Act of the Confergnce of 
Berlin (1885) and to restrict guar- 
antee of equality of treatment in the 
Congo Basin to states which are mem- 
bers of the League of Nations. Simi- 
larly the open door in the mandated 
territories is not guaranteed to non- 
members of the League. 

We cannot stop to discuss certain 
other cases in which, by bilateral 
treaties or by exchanges of notes, 
pledges of equality of treatment in cer- 
tain colonial possessions have been 
given in general terms. The typical 
position, however, .is that an open- 
door country, or a mother country in 
respect to a colony, has made from one 
to seven or eight or possibly a dozen 
treaties which pledge equality of treat- 
ment for either a limited, or an indefi- 
nite period, and that the maintenance 
of the open door for the rest of the 
world rests wholly upon the policy of 
that state. This is the situation of 
Siam, Persia, Turkey, Ethiopia and 
Egypt, and was the situation of Korea 
and Tunis, and of Zanzibar before it 
adhered to the General Act of the 
Berlin Conference. It is the situation 
in American Samoa, in British Nigeria 
and the Gold Coast, in French Da- 
homey and the Ivory Coast; and it was 
the situation in regard to all the Ger- 
man colonies except Southwest Africa. 
Ethiopia has a single most-favored- 
nation treaty of indefinite duration, and 
the. maintenance of the open door in 
the Philippines from 1898 ta 1909 
rested upon a single treaty. 

Fourthly, the open door does not 
mean and should not mean free trade or 
limited tariff rates. Jt is true that most 
of the older states in which the open 
‘door exists do have their tariff rates 
limited by treaty to certain specific 
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rates, or to certain ad valorem maxima, 
but it is generally agreed that such a 
restriction is not an essential feature of 
the open door. The diplomats who in 
1919 revised the General Act of the 
Berlin Conference, and abolished the 
limit of 10 per cent ad valorem upon 
import duties, would never have ad- 
mitted that they were thereby destroy- 
ing the open-door principle. 

Some msy object to any definition 
which would allow the application of 
the term open door to countries 
which maintain protective tariffs. But 
the distinction between tariffs for 
revenue ard protective tariffs is one 
which is«impossible to draw, except in 
an arbitrary way. It is very doubtful 
whether a single country can be named 
(aside from a few places that may be 
designated as free ports) whose tariff is 
totally without protective effect. 
Great Britain, long the leading expo- 
nent of free trade, has avowedly 
protective duties? of 384 per cent ad 
valorem upon. automobiles, typewriters, 
musical instruments and clocks and 
watches. Avowed protection bobs up 
in the British colonies with their 
tanffs for revenue; e.g., in Jamaica, the 
Straits Settlements and India. There 
was quite a contest between Lanca- 
shire and Indian interests over the pro- 
tection afforded by the difference be- 
tween the Indian import duty of 7} 
per cent and the excise duty of 3% per 
cent levied upon cotton goods. And it 
has been pointed out that even the 
tarifis of the open-door countries in 
which the rates are limited to 10 or 11 
per cent or less, have shown protective 
effects. Protective duties have an 
insidious way of creeping into tariffs 

2The writer has sometimes been told by 
Britishers that these duties were “for revenue 
only.” It is asad commentary on the difficulty 
of clear thinking that anyone should be able tc 
call a duty of 83$ per cent upon higaly competi- 
tive manufactured articles, such as automobiles, 
a revenue duty. 
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for revenue only. Substantial revenue 
duties are frequently imposed upon 
luxuries, or other articles, all of which 
are imported when the duty is imposed, 
but the manufacture of which is 
stimulated by the very height of the 
duty, and the duty becomes automati- 
cally a protective duty. 

Summing up our four points we find 
that the open door should be a term of 
universal application without geo- 
graphical limitation; that it must imply 
the granting of equality of treatment to 
products of all nations; that it rests upon 
policy and not upon treaty obligations; 
and that it means uniform duties with- 
out necessarily meaning low rates. 

We may then define an open-door 
country, in regard to the limited aspect 
which we are now considering, simply 
as one which has adopted and enforces a 
policy of making no discriminations be- 
tween nations, or of granting equality of 
treatment to products of all countries. 
This definition makes the term open 
door applicable to the Orienta lcoun- 
tries which are bound by fairly rumer- 
ous treaties, to colonies where the open 
door rests on a very slight treaty basis, 
to colonies such as the Dutch East 
Indies, India, and certain British 
Crown Colonies ‘where the open door 
has no treaty basis; and it applies to 
certain countries of Europe and the 
Americas which follow the policy of 
imposing single rates of duty, or, if they 
reduce their rates in commercial agree- 
ments, generalize the concessions for 
the enjoyment of all countries. 

It should be emphasized that no 
definition of the open door is satis- 
factory which denies the applicability 
of the term to colonies like the Dutch 
East Indies and British India where the 
door is open in fact, and has been open 
for decades. A door which is volun- 
tarily held open should unquestion- 
ably be recognized as an open door. 
On the other hand, treaties are some- 
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times ratified without enthusiasm, and 
the question might be raised whether 
one uld designate as open-door 
areas certain colonies, protectorates, 
mandated territories, or spheres of 
influence where pledges have been 
given in formal treaties that the door 
will remain open, but where the officials 
of the governing nation more or less 
openly use their powers to impose 
greater burdens upon merchandise the 
product of foreign countries than upon 
similar merchandise produced by their 
fellow-countrymen. 


According to our definition, the . 


whole world may be divided into 
open-door states and colonies, and 
states and colonies which levy dis- 
criminatory duties. The discrimina- 
tory duties may be divided into those 
which discriminate in favor of other 
parts of the same empire and those 
which discriminate for bargaining or 
retaliatory purposes. These bargain- 
ing and retaliatory tariffs lie outside of 
our present topic, and we return to the 
subject of discriminatory tariffs in the 
colonial empires. 


DISCRIMINATORY TARIFFS IN 
COLONIAL EMPIRES 


The discriminatory tariffs of the 
colonial empires commonly go by the 
name of preferential tariffs. The term 
is well understood to refer to the tariff 
of the colony or the mother country 
which is more favorable to products of 
a part, or the whole, of the remainder 
of the same empire than to products of 
countries outside of that empire. It is 
commonly used in the British Self- 
Governing Dominions,’ and, if used at 
all, might well be confined to their 
tariffs. It carries a connotation of a 

3 The writer uses Dominions (capitalized) to 
refer to the Self-Governing Dominions as dis- 


tinguished from other possessions of the Crown. 4 


Newfoundland is a Dominion, but has no general 
differential tariff. 


\ 


PREFERENTIAL TARIFFS AND Tur Open Door 


voluntary and uncompensated con- 
cession which makes it less applicable 
to other colonial possessions which for 
the most part have not been,*to put 
it conservatively, altogether free to 
choose their own fiscal arrang#ments. 
But even the tariffs of the British 
Dominions, while their beneficiaries 
may well call them preferential tariffs, 
are, from the point of view of outsiders, 
differential or discriminatory tariffs; 
and as the outsiders are always so 
much more numerous than those in- 
side, it would seem that differential 
was a more appropriate term. This is 
particularly true from the American 
point of view since our own colonies are 
almost negligible compared either to 
the total colonial possessions or to the 
mother country. The average figures 
for the other colonial empires show 
possessions that are twenty-five times 
as extensive as the mother country and 
two and one-half times as populous. 
In the American empire, if one may use 
the term, the proportions are more than 
reversed. 

The subject of colonial tariffs is not 
unimportant. Nearly one half of the 
world’s surface is held in colonial sta- 
tus, and one third of its population. 
Including the British Dominions and 
the mandated territories, the world’s 
colonies cover 214 million square miles 
and have a population of 550 mullsons. 
They cover a fraction of Asia, half of 
North America, all of Africa except 
Ethiopia and Liberia‘ and all the is- 
lands of the Pacific and Indian Oceans 
except Japan.. France and Great Brit- 
ain together hold 85 per cent of the 
total area and 82 per cent of the total 
population of the world’s colonies. 
The total trade of the colonies in 1913 
was 18.8 per cent of the world’s total, 
which was an increase over the per- 
centage of 1903, which was only 16.1 


A per cent. 


‘And perhaps we should add now Egypt. 


\ 
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As already stated it is not well to 
demand too rigid adherence to defini- 
tions in non-scientific fields. Secretary 
Hughes, you may recall, spoke of “un- 
just and injurious discriminations.” 
The term open door has been and is 
usually applied to territories in which 
there are minor departures from ab- 
solute equality in import tariffs. Thus, 
until China revised them in accordance 
with her recent open-door treaty, she 
had had for decades lower duties upon 
overland imports than upon imports 
by sea. The same was and is true of 
Morocco and the Sudan. Turkey has 
had short tariff wars with several of the 
Balkan States. Palestine and Tan- 
ganyike, where the open door prevails 
under the supervision of the League of 
Nations, grant free admission to prod- 
ucts of Syria and of Kenya, respec- 
tively. Perhaps such exceptions have 
been unknown to the men who have 
discussed the open door in relation to 
these various countries; if so their ig- 
norance tends to prove the unimpor- 
tance of the exceptions. If they knew 
of them and ignored them, that is proof 
that they regarded them as insignificant. 
There is ‘an old legal maxim, de mini- 
mis non curat les, which is in point. 

This brings us to the question 
whether there may not be other kinds 
of preferential or differential duties 
which are so unimportant that in spite 
of their existence the colony or the 
mother country in question should be 
regarded as an open-door area. Leav- 
ing aside such exceptions as are trivial 
in a statistical sense, are there any 
classes of differential duties which are 
unimportant by nature regardless of 
the height of the duties? While deal- 
ing with the differential duties we may 
also consider them from the point of 
view of the injury which they inflict 
and the economic advantage which 
they give either to the colonies or to 
the mother country. 
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Four CLASSES OF COLONIAL 
DIFFERENTIAL TARIFFS 


The differential duties with which we 
are dealing may be divided into four 
classes, namely, import duties and 
export duties in the mother countries 
and the same dutjes in the colonies. 


1. Remitting Export Duties on Ship- 
. ments to Colonies 

Under present circumstances, or any 
that we can foresee, it may be said that 
evidently of these four classes that 
which is of least importance to other 
industrial countries is the export tariff 
of the mother country. Jn many cases 
the mother country will imtpose no 
export duties; if imposed they will 
presumably fall upon raw materials or 
foodstuffs as their motives will be con- 
servation, revenue, or the protection or 
stimulation of local industries by se- 
curing cheaper supplies of raw ma- 
terials. Only in the rarest instances 
will they be imposed upon finished 
articles and never where there is 
competition in the export trade. Ex- 
port duties upon raw materials may 
indeed be very harmful to other in- 
dustrial countries, but it 1s most un- 
likely that those countries will find any 
substantial addition to the burden in 
the fact that the export duty is par- 
tially or wholly remitted upon exports 
to the colonies of the said power. 
With very minor exceptions the colo- 
nies are not now and are not likely soon 
to become industrial rivals and com- 
mercial competitors of the great in- 
dustrial states, and when they do be- 
come such rivals, they will almost 
certainly use their own raw materials 
and not raw materials derived from a 
mother country. We can only con- 
clude that, however common it may 
become for the colonial powers to levy 
substantial export duties, the difer- 
ential remission of these duties upon 
articles shipped to their colonies will 
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never be felt in other countries as 
a serious grievance. If the United 
Statesgshould find a constitutional 
method of imposing a prohibitive duty 
upon ee exportation of coal to all 
points “except American possessions, 
the Canadians would doubtless raise 
objections, but their objections would 
be to the duty, and not to the excep- 
tions in favor of Guam and the 
Philippines. 

2. Lower Import Duties from Colonies 


Secondly, the colonial powers ex- 
cept Holland and Belgium grant dif- 
ferential rates in favor of imports from 
their colonies. These imports may be 
divided into two classes, industrial raw 
materials and foodstuffs, and the latter 
may again be divided into the tropical 
products known in Europe distinctively 
as colonial products—tea, coffee, cocoa, 
spices, etc—and semi-tropical or tem- 
perate products which compete with 
the products of the temperate zone, 
that is, of the mother country. Such 
products are sugar and tobacco, and 
various cereals, fruits and nuts. Upon 
the industrial raw materials there is 
usually no duty or a very low one, so 
that the differentials are not likely to 
be important. Upon the so-called 
“colonial products” there are usually 
imposed substantial revenue duties, 
and the remission of even a minor frac- 
tion of these duties may be an adverse 
factor of considerable importance to 
competing countries. These compet- 
ing countries are tropical countries and 
do not include the great industrial 
states which are most apt to make their 
voices felt. The latter are most likely 
to be affected by and to be interested in 
differential duties upon sugar, tobacco, 
cereals and other temperate products. 
They are also interested in these dif- 
ferential duties from two other points of 
view—first, that the interests of their 
colonies are affected by all the duties 
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mentioned, and secondly, that the dif- 
ferential duties are used to build up 
financial and shipping connectigns be- 
tween mother country and colony, and 
these connections give the gnother 
country an added advantage in the im- 
port trade of the colony. This import 
trade consists of manufactured articles 
in the exportation of which the indus- 
trial countries are most interested. 
Thus, while the differential import 
duties in the mother countries have 
little adverse effect upon the importa- 
tion of the manufactures of other 
countries, these duties directly and 
indirectly are not negligible in their 
effects upon the other countries and 
other colonies of the world. The sub- 
ject deserves more study; at present one 
should not be dogmatic about it. 
Further investigation will give a better 
basis for a judgment upon the question 
whether a strict adherence to the policy 
of the open door should involve the 
abandonment of preference granted by 
the mother countries to their colonies. 

The differential duties conceded by 
the United States, Great Britain, 
France and other industrial mother 
countries tend to reduce rather than to 

increase the supply of industrial raw 
“winaterials produced by their colonies. 
In so far as these duties make it more 
profitable for the colonists to produce 
the dutzable articles—sugar, tea, coffee, 
cocoa, tobacco, cereals and spices— 
they tend to check the production, or 
the expansion of the production, of 
raw materials like cotton, manila and 
rubber. 

The extent to which these differen- 
tial duties of the mother country make 
it more profitable for the colonists to 
produce the dutiable articles is a com- 
plicated economic problem into which 
we cannot go at present. We may say, 

ë Canadian competition with the United States 
in exporting automobiles to Great Britain is al- 
most the sole exception. 
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however, that, regardless of the amount 
of the differential, the colony is most 
apt to gain a positive economic ad- 
vantage from the duty when the 
mother country consumes a given com- 
modity in excess of the production in 
the colony or colonies to which the dif- 
ferential rates: are granted. In a 
general way, therefore, the colonies of 
the United States, which are very 
small in comparison with the mother 
country, are much more apt to derive 
such an economic advantage than are 
the colonies of Great Britain and 
France.’ It is generally admitied, for 
instance, that, since the British colo- 
nies supply more tea than Great Brit- 
ain can consume, the British differential 
upon tea is of little or no benefit to the 
British colonies, though the Chancellor 
of the Exchequer reckons the loss of 
revenue at two million pounds sterling. 


3. Lower Import Duties from the 
Mother Country 


We may consider, thirdly, the import 
duties of the colonies and differentials 
therein. This brings us to the heart o? 
the open-door principle. It is obvious 
that when the mother countries have so 
many other advantages—language, na- 
tional sentiment, the home connections 
of officials, merchants, engineers, etc-— 
that, even in those colonies where the 
door is and has been for a long time 
wide open, the trade of the mother 
country tends to prevail over that of all 
other countries, it is even more im- 
portant than in independent countries 
to insist that the open door shall mean 
an absolute equality of foreign coun- 
tries with the mother country in such 


¢ The table of Colonial Tariff Policies on page & 
shows the population of the United States to be 
nine times, and its area thirty times, that of its 
colonies; while the populations of Great Britzin 
and of France are to those of their colonies as 1 is 
to 8.5 and 1.4 respectively, and their areas, 1 to 
104 and 19, respectively. 


218 


formal matters as import duties, harbor 
dues, and railroad rates. 

Differential duties in a colony in 
favor of the mother country cannot be, 
in themselves, of benefit to the colony. 
How much they are a direct i injury to 
the colony depends upon circum- 
stances and is a matter for argument. 
The people of British India, so far as 
one can judge, have definitely decided 
that differential duties in fevor of 
British goods would cost more than 
would ever be gained from differential 
duties in other parts of the Empire in 
favor of products of India. A con- 
siderable number of French, writers 
-believe that the application *of the 
French tariff to the French colonies 
has been a substantial injury to the 
colonies. Perhaps we may say that in 
. general it is probable that the extension 
. to a colony of a tariff framed for the 
mother country, as in the case of the 
French and the Japanese colonies, is 
more liable to be injurious to colonial 
interests than are tariffs framed sepa- 
rately for each colony as in the case of 
the Philippines and all the British 
colonies.’ 

The injury to colonial interests of dif- 
ferential rates in favor of the mother 
country of course lies in the restriction 
of the market. Assuming, as is almost 
always the case, that the colony has a 
general tariff and a general system of 
reductions to products of the mother 
country, those colonies are apt to suffer 
least that are attached to the greatest 
industrial states with the widest range 
of products, and the most diversified 
expcrt trade. France, for instance, is 


7 Theoretically, of course, such special tariffs 
might be more restrictive of trade than is the 
tariff of the mother country, but in practice this 
is not true, except in the colonies of Great 
Britain, Holland and possibly Belgium, in which, 
if the colonial tariffs are higher than those of the 
mother country It is because the rates in the 
mother country are low, and not because those of 
the colony are unduly high. 
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a great country. But its colonies suffer 
because its exports tend to run to 
luxurie and articles of finer quality 
which are not suitable to the colonial 
market§ No one appears to have 
made any thorough study of the injury 
of differential tariffs to colonies, but in 
general it seems likely that such tariffs 
are less injurious to colonies of the 
United States and Great Britain than 
to the colonies of Japan, France, Spain, 
Portugal and Italy. General consid- 
erations, therefore, seem to indicate the 
probability that the American colonies 
suffer less from the differential colonia! 
duties and gain more from the prefer- 
ences conceded in the mother country 
than do the colonies of other powers. 


i 


But a statistical evaluation of colonial - 


gains and losses from the existing sys- 
tems is a work of great magnitude and 
difficulty, and remains yet to be done. 

Differential import duties in the 
colonies are undoubtedly incompatible 
with the principle of the open door. 
But a discussion of the occasions upon 
which the open door should form a 
political objective lies outside of the 
sphere of this paper, as do the various 
arguments which have been put for- 
ward in support of the open door— 


such as that it alone will save the na-~ 


tives of colonies from being exploited 
through the tariff; that Great Britain 
and to some extent France were allowed 
to acquire their immense domains only 
because of their liberal professions and 
that a closing of the door is a breach of 
faith; that the British Dominions are 
now independent nations and as such 
cannot discriminate in favor of other 
parts of the British Empire without an 
unfriendly discrimination against their 
sister nations. 
4. Lower Export Duties to the 
Mother Country 


ait 


4 
a 


Finally, we consider differential ex- l 


port duties in the colonies. These 
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duties, if levied in small colonies pro- 
ducing a small part of the world supply 
of a given commodity, merely gonsti- 
tute, as it were, artificial channels 
which conduct the produce of the col- 
ony to the mother country, and to 
nowhere else. If it is necessary to 
impose the differential duty in order to 
make the trade take that route, ob- 
viously the duty narrows the market of 
the colonial producer, and therefore 
injures that producer. For instance, 
had the differential duty not been im- 
posed upon Nigerian palm kernels, the 
natives would have had the Germans 
and to some extent the Dutch and 
others competing with the British for 
the supply, and the price would un- 
doubtedly have been higher.® 

A more important case to consider is 
that of a colony or various colonies 
within the same empire, which have 
more or less of a monopoly of the 
production of some commodity. This 
case is important because it is precisely 
in this situation that the temptation is 
greatest to impose such a duty. And 
when the Indian Government imposed 
the differential export duty upon un- 
tanned hides and skins, it defended its 
action precisely on the ground that it 
‘believed that India possessed a suff- 
cient approximation to a monopoly so 
that the producer would escape the ef- 
fects of the duty and the burden would 
be passed on to the foreign consumer. 
In proportion as the monopoly is not 
complete, however, a portion of the 

*The argument of J. H. Batty, quoted by 
Colonel Lugard (The Dual Mandate in British 
Tropical Africa, p. 270) is interesting but not 
convincing except in the sense that the duty has 
not proved disastrous to the native producers. 
His argument is that the British took all palm 
kernels and that the Germans kept up the price 
by buying a substitute, copra. In other words, 
the American wheat grower might well be in- 
| different to any restrictions which foreign na- 
i tions might place on wheat alone, since competi- 


tion for substitute cereals would have the same 
effect as competition for wheat! 
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burden is liable to fall upon the pro- 
ducer. In any case the benefit of this 
type of duty normally accrues to the 
inhabitants of the mother country, 
though in some cases it has been al- 
leged that shipping interests swallowed 
up the benefit. 

A differential duty of the ordinary 
type, say that used in the Portuguese 
colonies, benefits national shipping and 
tends to build up the entrepôt trade in 
the mother country. It may be a 
benefit to national industry or it may 
do no more than force the colonial 
products to find their final market by a 
circuitous route. A considerable part 
of Lisbojf’s trade is in colonial products 
which are reshipped from that port. 

A type which is much more extreme 
and which may require much attention 
in the future is the export duty with a 
manufacturing proviso attached to it— 
t.e., a general duty is imposed with a 
proviso by which it is remitted in whole 
or in part if bond is given that one or 
more processes of manufacture will be 
applied to the commodity before it is 
exported from the mother country. 
This is obviously a duty imodosed for 
the purpose of aiding the industry of the 
mother country, but it must ke sharply 
distinguished from a protective duty of 
the ordinary type. Export duties 
levied upon raw or half-finished prod- 
ucts, whether they are levied in a 
colony in favor of the industries of the 
mother country or in an independent or 
semi-independent country in favor of 
its own industrial development, have 
little in common with protective import 
duties; at least this is true wherever 
there is an element of monopoly in the 
case. If Great Britain wishes to build 
up the business of crushing palm 
kernels, the protective tariff method is 
to put an import duty on the finished 
product—palm kernel oil. This duty 
serves notice on the world that there- 
after Great Britain intends to supply 
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her own market with this oil; and if the 
duty be high enough, it serves notice 
thet no special brand or quality of the 
oul, however closely adapted to some 
special purpose, shall enter from 
abroad. But if Great Britain, taking 
advantage of the fact that British 
West Africa produces most of the 
world’s palm kernels, chooses to im- 
pose one of these export duties with a 
manufacturing proviso, she serves no- 
tice that, in so far as the rest of the 
world is dependent on the British West 
African raw materials, other countries 
may dismantle their crushing factories, 
that thereafter Great Britain will manu- 
facture the whole supply, and, that, if 
any foreign country wishes to consume 
any palm kernel oil, it shall pay what- 
ever tribute Great Britain chooses to 
exact therefor. The protective duty 
simply reserves the home market to 
national industry; the export duty, in 
so far as foreign countries are depend- 
ent upon that supply of raw material, 
is an aggressive duty, intended to raid 
the industries of foreign countries, to 
drive them out of their own markets 
and ta make these foreign countries 
permanent tribute-payers to the pos- 
sessors of the raw material. 

This distinction seems to have 
escaped attention. The Montreal Ga- 
zelte, for instance, recently spoke with 
greet complacency about the proposed 
Canadian embargo (which is one degree 
more drastic than an export duty) 
upon pulp wood, saying: 


The tone and purpose of the discussion 
which has arisen in the United States con- 
trast curiously with the cheerful alacrity 
with which these same interests helped to 
enact a law shutting out surplus Canadian 
products from the United States markets; 


° Tt should be noted that the differential duties 
upon West African palm kernels and Indian 
hides and skins have been repealed, but the 
differential duties on tin ore remain in Nigeria 
and the Federated Malay States. 
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they contrast just as sharply with this 
country’s philosophic acceptance of a hos- 
tile tapiff which the United States had 
admittedly the right to establish. 

The, Montreal Gazette misses the 
whole point of the contrast between the 
two kinds of legislation. A protective 
duty imposed by the United Staies 
upor paper expresses the intention, 
within the economic limits suggested 
by the duty, of manufacturing all of the 
paper for American consumption within 
our own boundaries. A Canadian 
embargo upon pulp wood, if enforced 
under the existing circumstances, 
would express a demand that Ameri- 
cans dismantle their pulp mills, that 
Canadians be allowed to manufacture 
the pulp both for themselves and for 
the States, and that the American 
people pay tribute to the foreigner for 
the privilege of reading their news- 
papers. The Canadians should not be 
surprised if such a proposal is not 
received with that “philosophic ac- 
ceptance” which the Montreal Gazette 
affirms characterized the Canadian 
attitude toward the revision of the 
American protective tariff. 


INTERNATIONAL FRICTION FROM 


DISCRIMINATORY TARIFFS on VONN 


This review of differential duties 
shows that the differential feature of 
export duties imposed by the mother 
countries may be ignored; that the 
differentials in the import duties im- 
posed in the mother countries upon 
products of the colonies are of sub- 
stantial importance, more because of 
their indirect than because of their 
direct effects; that the differential im- 
port duties in the colonies are an ob- 
vious violation of the open door; and 
that of the various duties discussed the 
one which is likely to have the greatest 


and most widespread effects is an ex- í 
port duty with a manufacturing proviso '. 


imposed on the exportation of yaw 
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materials. A duty of this kind is 
dangerous because it is apt to be used to 
transform a monopoly of a ray ma- 
terial into a monopoly of a finished 
product. It is perhaps likely, ,there- 


22. 


fore, that if it ever becomes necessary 
to revive in this country the old cry 
“Millions for defense, but not one cen 
for tribute,” it will be because of thi 
imposition of a duty of this sort. 


Origin and Results of Canada’s Preferential Tariff 


By Apam SHORTT 
Ottawa 


N dealing with preferential tariffs 
upon a practical basis, it is necessary 

to consider in detail the circumstances 
relating to each tariff. In fundamental 
respects the tariffs of the British self- 


` governing Dominions and perhaps 


b- 


especially that of Canada differ from 
those of the Colonial dependencies. 
A discussion of the preferential tariff 
of Canada must rest upon a knowledge 
of its origin and characteristics. I 
shall, therefore, review the tariff history 
of Canada in recent decades and con- 
clude with certain observations upon 
the major features of Canada’s trade. 


Toe ORIGIN oF CANADA’S 
PREFERENTIAL TARIFF 


The Liberal party during its period in 
opposition from 1878 to 1896 steadily 
opposed the principle of a high pro- 
tective tariff. In the interests of the 
public at large, but without prejudice 
to the manufacturers, they advocated 
such freedom of trade as was con- 
sistent with a tariff for revenue only. 
They particularly favored the promo- 
tion of trade with Britain and the 
United States. They took comfort 
and encouragement from Mr. Cleve- 
land’s campaigns for a lower tariff. 
As the people of Canada were begin- 
ning to discover that the prosperity 
promised by the National Policy was 
rather slow in arriving, the Liberal 
„policy was rapidly making converts. 


‘Even Conservative leaders talked tariff 


reform, though the majority still 


adhered to the principle which hac 
brought them into power and had fo: 
some time sustained them. 

The principle of reciprocal trade, or 
the basis of treating other countries a: 
they treated Canada, had been fre 
quently discussed, but came mort 
definitely into view during tne las 
years of Conservative rule. The prop 
osition was given special point unde 
the influence of the Dingley tariff 
which greatly cooled the ardor of Cana 
dians for better trade relations witl 
the United States, and turned atten 
tion towards the value of the Britist 
market for Canadian goods and the 
possibility of a more favorable treat. 
ment of British imports in return 
At the same time the Liberal party 
more particularly under the leadershi; 
of Mr-—afterwards Sir Whlfrid— 
Laurier, recognized the impossibility o: 
altogether abandoning the principle 
of protection with reference to those in: 
dustries which had been brought into ex. 
istence through the National Policy, bui 
which had never been able to outgrow 
their infancy. Still the party continuec 
to advocate a considerable readjust- 
ment and modification of the protective 
principle, in the interests of consumer: 
and of industries natural to the country 

Under such pledges, the Libera 
party came into power in 1896. Once 
in office, their views on tariff reform 
were still further modified. This was 
m some measure due to the representa- 
tions of the manufacturers before s 
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tariff commission which the new gov- 
ernment appointed.’ Resentment at 
the anti-Canadian! clauses in the 
Dingley tariff had been steadily grow- 
ing, while the liberality with which 
Britain had treated Canadian imports 
was, by contrast, being more vividly 
realized. The Liberal Government, 
therefore, on succeeding to office, found 
itself between two fires. On the one 
hand it was expected to redeem its 
pledges to favor the consumer and 
lower the tariff, while on the other it 
was urged to respect the established 
system under which the industries of 
the country had been protected from 
hostile competition. The priqciple of 
reciprocal tariffs afforded a clue to a 
practical policy of ingenious compro- 
mise, which would enable the Govern- 
ment to claim the virtual redemption of 
its pledges, while at the same time 
avoiding the unpopular course of ap- 


1To the suggestion that the Canadian tariff 
was anti-American in greater degree than the 
American tariff was anti-Canadian, Dr. Shortt 
replied in part as followa: 

Most Canadians know very well that the 
American tariff, even more than their own, faces 
the whole world. In studying the nature and 
effects of the American tariff, however, Cana- 
dians observe that many of the articles which 
they might reasonably expect to export to the 
United States are such as, owing to the conditions 
of production or transportation, or both, are not 
likely to be sent to the United States in large 
quantities from other countries. Hence the 
duties which are imposed upon these articles, 
while stated in genetal terms, are in practical 
operation, and commonly in intention, directed 
mainly against Canadian exports. The agri- 
cultural sections of the tariff, for instance, are 
largely directed against Canada, and with such 
thoroughness as the customs returns demonstrate. 

The fact that the greater part of all dutiable 
imperts into Canada are derived from the 
United States is surely evidence, not of the anti- 
American character of the tariff, but of the op- 
posite. The Canadian tariff, while protective in 
some of its features, is largely a revenue one, 
permitting very extensive dutiable imports and 
thus enabling a large revenue to be collected from 
the Canadian people. Even on this large duti- 
able import from the United States the average 
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parently turning the other cheek to the 
United States. 

By jhe new tariff policy of 1897, 
after a well-considered readjustment of 
varioug specific articles, including the 
raising of duties in a few instances, a 
general reduction of the tariff by 123 
per cent, except on a few articles such 
as spirits and tobacco, was granted 
upon imports from all countries which 
admitted Canadian goods at equally 
low rates of duty. This seemingly 
sweeping reduction of the tariff, which 
constituted the redemption of the party 
pledges given while in opposition, was 
found on examination to apply to no 
considerable traffic outside that with 
Britain. In virtue of special clauses in 
British commercial treaties with Ger- 
many and Belgium, goods from these 
countries were also included,’ pending a 


rate is quite moderate, being lower than the 


average rate on British dutiable imports, al- 
though most of these enjoy the benefits of a 
preference. If one makes comparison with other 
countries which do not enjoy the British pref- 
erence, the favorable treatment of American im- 
ports is still more obvious. 

[The latter part of the first paragraph, if read 
with the substitution of “Canadian” for “ Ameri- 
can” and vice versa (which the facts more than 
justify) leads to the conclusion that the Cana- 


dian tariff is anti-American. The further argu-~~ 


ment that the American tariff is anti-Canadian 
because its rates are prohibitive, and that the 
Canadian tariff is not anti-American because its 
rates are moderate, might be the subject of a 
statistical inquiry, but in any case seems beside 
the point. Surely the terms anthAmerican and 
anti-Canadian should be used in reference to the 
animus of the legislation and not to the effects. 
If the development of Canadian mdustries does 
not warrant prohibitive duties, but the rates of 
the Canadian tariff whatever they may be are in 
practical operation directed mainly against 
American products, one seems warranted in ap- 
plying the term anti-American—especially in 
view of the general application to competing 
British products of rates lower by 10 to 15 per 
cent ad valorem. B. B. W.] 

2 [And by general most-favored-nation treaties, 
goods from Austria, Russia, Spam, Denmark, à 
Switzerland, Sweden, Norway, recelved the same 
treatment as Germany and Belgium. B. B. W.) 
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denunciation of the treaties, which 
soon took place. As promised in 1897, 
a further reduction of the tariff took 
place the following year, increasing the 
preference to 25 per cent. the 
device had proved a very popular one, 
and its limited application was now 
well recognized, the wording of the 
preference was changed from the gen- 
eral to the particular, and the reduc- 
tion specifically limited to the British 
Empire, although important sections, 
such as Australia, have not yet availed 
themselves of it. 

Thus the Canadian preference on 


British imports was the outcome of no 


$ 


. bargain with the British Government, 


or of no theories as to the advantages of 
inter-imperial trade. It expressed no 
sacrifices on the part of Canada for the 
benefit of the mother country. It was 
undertaken entirely in the interests of 
Canada, and as, under the conditions 
of the time, the only advisable direc- 
tion in which to carry out the oft 
repeated pledges of the Liberal party. 
Their political opponents strongly criti- 
cized the preference on the ground of 
its being an infringement of the Na- 
tional Policy, and as certain to affect 
most injuriously the industries of the 


- country. ‘This position has never been 


given up and is still employed in ap- 
peals to the manufacturing interests. 
But, as soon as it was perceived that 
the preference was by no means about 
to accomplish the promised ruin of 
Canadian industries, the Conservatives 
shifted their centre of attack, and 
made a vigorous assault upon the 
Government for having gratuitously 
granted to the mother country a 
valuable concession without exacting 
any sacrifice in return. 

This criticism, it will be observed, 
proceeded upon two assumptions: 


e First, that Canada did not under- 
take to lower the tariff upon British 
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goods for her own benefit, but had 


made a distinct sacrifice of her nor- 
mal interests for the express benefit 
of Britain; 

Second, that Britain would have 
been willing to alter her whole fiscal 
system and tax her world supply of 
food and other raw materials, as 2 
return for the Canadian concession 
on Jess than 5 per cent of her trade. 
Neither of these assumptions was 
true. 


Nevertheless it soon came to suit the 
tactics of the Liberal party to accept 
the general interpretation of the pref- 
erential tariff, as a sacrifice made by 
Canada fn favor of the mother country. 
It is represented, however, as a sacri- 
fice prompted by pure generosity, and 
thus as contrasting with the harsh and 
ungenerous Conservative policy of an 
eye for an eye and a tooth for a tooth. 
Of course the Canadian favor might or 
might not be met by some equivalent 
concession on the part of Britain, but 
as far as Canada is concerned it has 
been noblesse oblige. 

Tactically the Liberal position en- 
joyed an immense advantage over that 
of its opponents, for, on the one hand, 
it proved the Liberal party to be more 
loyal and at the same time magnani- 
mous, than the Conservatives, towards 
the mother country. And this had a 
fine local flavor, since the Conserva- 
tives had always attempted to pose as 
the party of loyalty, par excellence, 
and had affected a more or less phari- 
saical attitude of suspicion towards the 
implied republican tendencies of the 
Liberals. On the other hand, while 
exacting nothing from Britain, the 
Liberal Government might gracefully 
decline to concede further preferences 
until Britain had returned the compli- 
ment. Moreover, without the em- 
barrassing necessity of breaking any 


bargain, or receding from any agree- 
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ments, the Government may modify 
or withdraw any part of the prefer- 
ence, wherever it has a tendency to 
stimulate unduly the importation of 
British goods. This was actually 
accomplished in 1904 in the case of 
textiles. 


THE Resvuits oF CANADA’S PREFEREN- 
TIAL TARIFF 


And now as to the influence of the 
preferential tariff in stimulating im- 
ports from Britain or from the rest of 
the Empire. As the adoption of the 
preference happened to coincide with 
the beginning of.a period of economic 
expansion throughout America, in- 
creasing prosperity accompanied its 
career and led to its being well received. 
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tion; and even when, in 1900, the pref- 
erence was increased to 334 per cent, no 
appreciable difference was noted. Ca- 
nadian imports all round have greatly 
incr during the preferential period 
and British imports among the rest. 
But the significant fact is that, in spite 
of the preference, British imports have 
failed to increase at anything like the 
same ratio as those from foreign coun- 
tries, as the following table will show. 
Taking the values of goods entered for 
home consumption from the leading 
countries of the world, and also the 
total imports, and comparing the year . 
1896, which was the year before the ` 
introduction of the preference, with the 
years 1908 and 1914, we have the fol- 
lowing results: 


VALUE or Goons ENTERED ror Hoam CONSUMPTION 
(In thousands of dollars) 





PERCENTAGE OF 
Incrmase Over 1896 















Frox 1896 1908 1914 

Great Britain . $32,980 $58,887 | $182,071 
United States . 58,574 137,605 | 410,786 
France 2,811 6,580 14,277 
Germany .... 5,981 12,288 14,586* 
Spain ... its 362 924-1 1,352 
Portugal . 47 129 277 
Italy ... . 281 542 | 2,090 
Holland. 300 1,271 8,015 
Belgium ... 921 2,800 4,490 
Newfoundland 551 1,198 1,841 
West Indies . . 1,896 2,379 4,347 
Switzerland 332 945 4,316 

Total $110,587 | $233,791 | $619,194 








* The small increase of Germany’s trade reflects the tariff war between Germany and Canada in 
the vears 1908-1910, German goods came as Dutch or Swiss products as reflected in these returns. 


But it by no means had the effect 
anticipated by either friends or foes. 
Except in the textile trade and some 


That the preference has not arrested 
the downward tendency of the share of 
Britain and the rest of the Empire in 


Canada’s imports is further shown” 
when we compare the percentages from? 
1883 to 1923: 


sections of the metal industries, the 
preferential treatment of British goods 
did not specially stimulate importa- 


~ 
` 
k 
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Peronnrtagu or CANADIAN Imporrs OBTAINED 





The British Empire . .. 
Foreign countries............ 


25. 
27 
T2. 


tO œ Ww 
Š 
© 


* Fiscal years ending March $1 of year named. Percentages based on figures in Report of De- 
partment of Trade, 1922, and in Monthly Report on the Trade of Canada, March, 1923. 


Taking the percentage of the total 
Canadian imports obtained from Great 
Britain and the United States re- 
spectively, in 1896, 1903 and 1922, and 


‘also the proportion of duty paid on 


British and American imports, we have 
the following: 


Waar THESE FIGURES [INDICATE 


We Canadians obtain from Great 
Britain mainly manufactured goods. 
Such raw materials as she sends us are, 
as a rule,” not her own product. To 
increase considerably the importation 


Percentages of ToraL CANADIAN PERCENTAGES or Tota, Duty 


Iurrorrs COLLECTED 
From Great , From On British On American 
Britain United States Imports Imports 
1896... .... . 29.8 52 9 86.4 38 4 
1903. ..... Stier 25 2 58.9 26.5 46 0 
1922.. Tog. cy atun 15.7 69.9 19.5 58 5 





From this we learn that whereas be- 
tween 1896 and 1922 the percentage of 
British imports has declined from 30 to 
16, the percentage of American imports 
has increased from 58 to 69. But on 
the 16 per cent of British imports in 
the fiscal year 1922, notwithstanding 
the preference, 20 per cent of the whole 
revenue was collected, while on the 69 
per cent of American imports only 60 
per cent of the total revenue was col- 
lected. The present relative positions 
of the United States and Great Britain 
in the total trade of Canada and the 
bearing of the duties collected are 


shown in the following statement, 


thken from the latest returns giving the 
information as to duties: (See page 226.) 


18 


of British manufactured goods, beyond 
what we have always taken because we 
needed them or because we could not 
produce them ourselves, would involve 
cutting in upon our own manufactures, 
as in the case of the textile and metal 
industries, where under the preference 
the chief increase in British imports 
has been secured. Now our Canadian 
manufacturers strenuously object to 
sacrificing any part of the home market 
to competitors in Britain, and that they 
are quite capable of making their ob- 
jJections felt is evident from the partial 
repeal of the preference in 1904. Once 
assure them adequate protection, how- 
ever (and Americans will quite under- 
stand what that signifies), and they 
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IMPORTS FOR CONSUMPTION, Fiscan Ymar 1922 f 
(In thousands of dollars) i 















Great Britain.... . $95,139 21,996 | 117,185 23,585 | 24.8%" 20 1% 
` United States...... .... $12,003 208,864 515,958 71,864 23 0 13 9 
Exrorts oy CANADIAN PRODUCE 
(In thousands of dollars) 
To Great Britain... .-e $289,361 Excess of Exports .. $182,220 
To United States ... . ..° 292,588 Excess of Imports......... aaa. 223,869 


* [The higher rate of duty collected upon dutiable imports from the United Kingdom may be 
ascribed wholly to the two facts that Canada imports (as she has long imported) great quantities of 
alcoholic beverages from Great Britain and very small quantities from the United States; and sec- 
ondly, that the Canadian duty upon these beverages is much above the average height-of her duties. 
Of the total duty levied by Canada in 1922 upon imports from Great Britain, 87,300,000, or nearly 
one third of the whole was collected upon alcoholic beverages valued at $19,104,000. Omitting 
alcoholic beverages the average duty on dutiable British products becomes 21.4 per cent, or 1.6 per 
cent less than the average levied on American dutiable products. 

Alcoholic liquors may be regarded as an extreme illustration of the general tendency for Canada to 
obtain from Great Britain a larger proportion of finished articles, dutiable (in spite of preferences) at 
substantial rates, and from the United States a larger proportion of partly finished articles dutiable 
at moderate rates. If the imports from the two countries were composed of similar articles, the 
difference in the average rates of duty could hardly be less than 10 per cent, in view of the preferences 


accorded to British products. B.B. W.) 


have no serious objection to taking as 
much further protection against the 
world beyond the Empire as the Cana- 
dian people may be willing to grant 
them, under the impression that 
thereby they are affording a preference 
on British imports. And if, in return 
for such a preference, the British public 
can be persuaded to place a duty upon 
those articles of food and raw material 
which we send them, when they come 
from beyond the Empire, the manu- 
facturers will hold up both hands for it, 
since it may have a tendency to in- 
crease the number of settlers in Canada 
to become customers for their goods. 
In other words, if Britain will send us 


t 


settlers and take their produce under” 
preference, our manufacturers will 
gladly supply the wants of the settlers 
for manufactured goods. It is only 
fair, however, to many of our mcre 
straightforward manufacturers to say 
that they regard such proposals in 
their proper light. Having too much 
respect, alike for themselves and their 
fellow citizens in Britain, they frankly 
declare that in their view adequate 
protection to Canadian industry means 
the virtual abolition of any real pref- 
erence to Britain. 

But Mr. Chamberlain himself, before 
he started out in 1903 on his strategic 
detour with a view to outflanking the 
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#colonies, was fully alive to the signif- 
cance of a preference which involved as 
a basis adequate protection for the 
colonial manufacturer. Thus, in his 
address to the colonial premiers at the 
Imperial Conference of 1902 in London, 
having the Canadian preference in his 
eye, he said: 


But, so long as a preferential tariff, even 
a munificent preference, is still sufficiently 
protective to exclude us altogether, or 
nearly so, from your markets, it is no satis- 
faction to us that you have imposed even 
greater disability upon the same goods if 
they come from foreign markets, especially 
tif the articles in which the foreigners are 
interested come in under more favorable 
conditions. 


And, with 


special reference to 
Canada: 


In spite of the preference which Canada 
has given us, her tariff has pressed and still 
presses with the greatest severity upon her 
best customer and has favored the foreigner, 
who is constantly doing his best to shut out 
her goods. 


Now this position, in the light of 
recent movements and discussions on 
the part of the Canadian manufactur- 


a, 


ers, is more valid today than it was 
twenty years ago. 

But, say some, when cornered on 
this point, let Britain supply the goods 
now furnished to Canada by other 
countries, such as the United States, 
Germany, France, etc., and the pref- 
erence will surely aid her in doing so. 
The reply to this is twofold. In the 
first place, if the present preference of 
one third on normal lines of dutiable 
goods has not enabled Britain even to 
hold her own with foreign countries, 
she will have still less chance of doing 
so should the tariff be altered to her 
disadvantage. For one of the chief 
objects of recent proposals, as was the 
case in the reduction of the preference 
on textiles, is to reduce her command of 
those lines in which she now has an 
advantage in the Canadian market. 
In the second place, a detailed study of 
Canadian trade with Britain and her 
leading foreign competitors, especially 
the United States, reveals the true 
reason why neither the present pref- 
erence nor any other that is at all 
within the range of practical politics 
can greatly increase the proportion of 
British goods imported into Canada. 


Iurort anp Export Traps or CANADA WITH Tae Barrish Eames, GREAT BRITAIN AND THE ° 
UNITED STATES with RELATIVE PERCENTAGES 


(Year ended March 81, 1923) 


(In millions of dollars) 
1921 o, 1922 or, 1928 o7, 
Total imports for consump- 
tion . $1,240 1 $747.8 $802.4 
From British Empire (in- 
cluding Great Britain) . 266 0 21 0 149 1 20, 0 179.5 22 0 
Great Britain... 214 9 18.8 117.1 16.0 141.2 17.6 
United States . 856 I 68 0 518.0 69 0 541.0 67.4 
Total exports Canadian 
PROGUCIA tek awasis $1,188 1 740.2 981.4 
To British Empire (includ- 
ing Great Britain) 4038 4 34 0 345 8 46.7 439 6 47.2% 
reat Britain.. 812.8 28.0 299.8 40.4 879.0 40.7 
United States 542 3 45.6 292 5 39 5 369 0 $9.8 
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Two thirds (1928) of Canada’s im- 
ports come from the United States, 
and when we examine them more 
closely (see tables at end of article) we 
find the great majority to be made up 
of such goods as coal, raw cotton and 
cotton fabrics, petroleum, automobiles, 
fruits, chemicals, electrical apparatus, 
machinery, hides and leather, silk, 
meats, books, etc., farm implements, 
paper and corn. Two fifths (1922) of 
the American imports are free goods, 
many of them, in consequence, going to 
swell the volume of our exports to 
Britain. Of the dutiable goods a very 
large proportion consists of materials, 
implements and articles ‘which are 
really not produced in Britain, or not 
in such forms as are at all suited to 
Canadian needs.’ 


{While it is undoubtedly true that a very 
considerable proportion of American exports to 
Canada consists of articles which Great Britain 
cannot supply, one may well feel that Dr. Shortt 
overestimates this factor, and overstates the 
degree to which Canadian industry is protected 
against British rather than American products. 
As he brings out in the next paragraph, Cana- 
dians and Americans “use the same implements, 
machines, ‘means of transportation, styles, ma- 
terials and details of building, together with all 
their interior fittings.” Hence, Canadian manu- 
facturers are interested in protection against the 
American products rather than British products. 

The facts seem to be that protection does not 
exclude every kind of manufactured products 
either British or American; that American and 
British goods are not wholly non-competitive 
and that an examination of the trade figures, not 
confined to gross totals but particularized to an 
examination of specific commodities in which 
competition existed between British and Ameri- 
can manufacturers in the early nineties, shows 
that the Canadian preferential tariff has driven 
out certain lines of American manufactures from 
the Canadian market. The gross figures show, 
however, that the lines in which this has oc- 
curred are of small importance compared to the 
total trade. 

Thet the Canadian preferential tariff has 
produced measurable effects upon Canadian 
trade may seem to be supported by the fact that, 
for some years prior to the introduction of the 
preferential tariff, the value of Canadian imports 
from the United Kingdom had been decreasing 


y 
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Canadians and Americans live under 
similar conditions on this continent, 
have practically the same fashions, 
habits, standards and methods of life 
and «work. They use the same im- 
plements, machines, means of trans- 
portation, styles, materials and details 
of buildings, together with all their 
interior fittings. Hence, outside of 
those lines in which Britain alréady 
holds most of our trade, when we do 
not use Canadian, we desire American 
goods. When we examine our Ger- 
man, French and other imports, we 
find that a large proportion of them 
represent other phases of specialized 7 
trade, which could not be shifted by 
preferential arrangement other than of 
the most drastic character. In the 
case of raw materials and goods of 
large bulk, where national, technical, 
aesthetic and other such qualities do 
not count, the trade can be shifted by 
preferential treatment, but these are 
either not furnished by Britain or she 
enjoys the trade already. Thus, so 
far as the preference has stimulated im- 
ports, it has been chiefly at the expense 
of the Canadian manufacturers who 
live by the tariff and suffer from 


its reduction. Unless, therefore, we, . 


sacrifice to Britain bodily those in- 
dustries in which her goods are capable 


absolutely, as well as relatively; but after tke 


introduction of the preferential, the absolute 
value of these imports increased markedly. But 
this line of reasoning from the trade totals is 
probably fallacious. From the seventies to the 
end of the nineties, prices were falling and 
British exports of manufactures, in terms of 
money, were practically stationary; from about 
the time of the introduction of the Canadian 
preferential tariff until the outbreak of the waz, 
prices were rising and British exports rapidly 
increased in value—in fact the British were very 
little behind the Germans in the percentage of 
their trade expansion in the years 1899-1914. 
In these conditions the increase of British exports 
to Canada after 1898 can hardly be used alone to 
demonstrate the effectiveness of Canada’s pref- 
erential tariff in increasing British trade. 
B. B. W.] 
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` of supplying our markets, there is 
little else that we can put in her way by 
fiscal arrangement. ‘This, then, is the 
chief explanation of the unfavorable 
statistics connected with the prefer- 
ence. 

On the side of Canadian exports to 
Britain, we certainly have nothing of 
which to complain, for we find in 
Britain our most natural and most ac- 
cessible market; and until the war 
Britain was our largest market. She 
still takes over 40 per cent of our total 
exports, and that without any sacrifice 
on her part, but simply because she 
finds it profitable to do so. Apart 
from cereal foods, however, the United 
States has become and is likely to 
remain the chief importer of Canadian 
raw or slightly manufectured products. 
In 1921 and again in the year ending 
July, 1923, the United States has been 
Canada’s best customer, in spite of the 
tariff in force during most of this year. 
The increased trade with the United 
States is due largely to the development 
of our pulp and paper industry.‘ 

MS: Figures for a period of years show 

that the trade of Canada tends to 
confine itself more and more largely to 
Great Britain and the United States. 
(See Appendix to this paper.) In 
1928, they furnished 85 per cent of her 
imports and took 80 per cent of her 
exports. ‘The most important item of 


‘A memorandum prepared for use at the 
Imperial Economic Conference states (Manches- 
ter Guardian Commercial of September 13, 1928): 

“So far as Canada’s development in the past 
has been stimulated by external trade, the 
stimulus has been due mainly to Empire buying, 
but also largely to United States buying. The 
effect of Empire buying has been chiefly reflected 
in Canada’s huge mae A of her farm lands, 
while the impetus to the development of Canada’s 
forests, fisheries, and minerals has been due much 
more to United States buying than to any other 
factor. Thus the Empire and United States’ 

kets are both immensely important, and 
furthermore are complementary from the stand- 
point of meeting Canada’s needa.” 
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trade with other countries is the import 
of sugar from Cuba and other West 
Indian regions, amounting to 37 per 
cent of the total imports not received 
from Britain and the United States. 
There remains then only 9 per cent to 
be supplied by all other countries. 
The future of Canada therefore lies 
with Great Britain and the United 
States, depending upon their prosperity 
and their trade policies. 

This review of the origin of the 
Canadian preferential tariff shows that 
the policy was wholly of domestic 
origin and that it was in no sense an 
arrangement within the Empire. It 
resulted from the necessities of the 
local political situation in most un- 
usual circumstances. The results of 
the preferential tariff have not been al- 
together negligible, but, viewing Can- . 
ada’s trade as a whole, the results are 
entirely overshadowed by a number of 
other factors which almost inevitably 
cause Canadians to buy an increasing 
proportion of imported manufactures 
from the United States. 


APPENDIX 


A, Caer Imports INTO CANADA FROM 
GREAT BRITAIN 


(Year ended March 31, 1928) 
(In milions of dollars) 
Textiles: 
Woolen .. vi .. B87. 
Cotton. . : ] 
Flax, hemp and jate 


Total. ae = ws $ 
Distilled beverages... 
Jron and steel products 
Coal 


ee Ab‘ 


2 t ¢ + 


wm owe 
CD OD AE tr ay 


Clay products .. . 


Table ware...... 22 


Rubber goods N oe 
Books and printed matter. : 


pod hed OD 
tn co oo 
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Household and personal Binder twine..... ....... 4.8 f 
equipment............. LO- SUDRE oiaren 4.0 
Settlers’ effects........... 1.0 Vegetables.......... .... 33 
: Household and personal 
B. Canapa’s CHIEF IMPORTS FROM THE _ equpment... ....., 37 
UNITED STATES Stone and products....... 3 4 
, Glass and glassware. ... .. 3.1 
(Year ended March 31, 1923) Clay and products ROSET 2.8 
(In millions of dollars) © Oils, fats, etc. (animal).... 2.8 
Amusements: 
Iron, steel and products: : : 
Automobiles and parts.. $27.5 iets films... . .. ee k 
Farm implements Rea : 8.8 ota aie are anaa yeh We AT ve . A 5 
Total... 2.2.2.0... . MES a ER po 
Textiles: Scientific and educational 
; | EE 24 
Cotton. raw... ooa. 28.3 Bee et? 
Cotton fabrics.......... 19 4 Musical mstruments ERAR T 
Silk... cece e ee. 8 5 Animals (live) ....... ... sa A 
Woolen... o...on.. 4°0 Seeds... 62. vee eeeee i 
Flax, hemp and jute 2.6 i 
Mixed alea. k a. 8.0 C. Canapa’s CHIEF EXPORTS to GREAT 
Total. .... hiipii 71.1 Brrrain 
Coals 5 ac EEE 66 8 (Year ended March 31, 1923) 
ea metals and (In millions of dollars) 
Electrical apparatus .... 10.3 et $192.0 
Copper and products .... 6.1 bas a ae a ia i 
Brass and products .. .. 8.4 Barley. ey a ee i 
Aluminum and products.. 2.6 R C E ee PRE a 
Nickel and products..... 1.7 Totel See eae 8215.4 
ORES E Sis eo AE ee estates Semana 
Total iip Hs 31.7 p products e 
OE eaae Geese 
Aas a aria oe Total... 28.6 J 
"Fresh 16.1 Milk and products 
Dried................. 6.2 Cheese.....0 srr sees: 19.4 
eos ee 10 Butter........ ....... 6.4 
a ere ai Condensed milk 9 
ee a Vota: 25 tay eaters 26.8 
Chemicals and allied prod- x i ee 
Se EO S 2 A 
Meats. l 8.9 Tron and products: 
aoa ani leather fe ee Automobiles ......... 9.6 
Hides and skins Sin trae 3.7 Total ee E ee ee ee ae 
Leather and products.... 47 Wood, unmanufactured ... 
Total 5264 ewes 7 8.5 Wood, manufactured 
Books and printed matter . 8.5 Wood pulp .......-.-.- 4.6 3 
Paper... . n... aoras Los 7.1 Total.....-. «6+ + 5. 
Conic 054 saeceneetac dent 7.6 Fruits, fresh and dried 6.6 
Rubber and tee arene 6:8 Fur 6 esis cass s eres 4.7 
Fur skins. .... BS: -Wishepes. 2sticakeacucens 8 .6' 
Settlers’ effects. . 4.9 Canned... .  ...----- 8.5 + 
Tobacco. ..........-. ne 49 Cattle... ...... 2.8 
Oils, vegetable (not food). . 4.6 Paper.......-ccecceeenes 2.8 


. Rubber and products. 


Cawapa’s Potacy Resrpectine Pore Woop 


- 2 * + 


Precious metals . 
Nickel and products. 
Chemicals, ete... .. 


Eliseus ee A 
Copper and products. 


D. Canava’s CHEF EXPORTS TO THE 
UNITED STATES 
(Year ended March 81, 1928) 


(In millions of dollars) 

Wood, unmanufactured .. $84.9 

Pulp wood ... . $10.7 
Wood, chenatactived. 35 9 

Wood pulp 35 2 
Paper . 70 0 
Grain . . 90 9 

Wheat. .. 1... persee 18 8 
Non-metallic minerals. 20 8 

Coal and products , 10.1 

Asbestos . . tg 5.2 
Fish.... a nauan 13 0 

Fresh 8.5 


Dried and salt ‘dies 2.7 

Canhed:: sse c assii 1.6 
Precious metals. ... ...... 12.4 
Furs...... Si eae. LLS 
Tron and prod seta Salis, i 9.4 

Farm imp:ements 1.3 
Chemicals.. .. 7.9 
Hides and skins ve. “Teo 
Seeds ... . ov. 68. 
Settlers’ effects... .. .. 6 6 
Copper and products ..... 6 1 
Milled products . 5 8 

Flour...... 3.8 
Milk and products 5.8 
Cattle. ... 2. ee es: 
Nickel and products. 5 1 
Fibres and testiles . 4 4 
Meats a E i 4 0 
Leather and products . 3 4 
Beverages, alzoholic. . 31 
Scientific and educational 

ROOS. gue Fee eres 2% 

Aluminum and products. . 20 


Canada’s Policy Respecting Pulp Wood 


By ADAM SHORTT 
Ottawa 


HE Canadian regulations may be 
regarded both as measures to regu- 
, late commerce, and as measures of 
conservation. 

The measures in force do not prevent 
the exportation of very considerable 
amounts of pulp wood; in fact about 
one third of the whole product is ex- 
ported in this form. In 1919 the ex- 
port of pulp wood from Canada was 
1,070,000 cords valued at $10,600,000 
and in 1920 1,247,000 cords valued at 
$15,800,000. Ninety-nine and three- 
quarters per cent of the total export 
went to the United States. 

1 The figures in this paper are taken from the 
Census of Industry, 1920, published by the Ca- 
nadian Bureau of Statistics in 1922. Dr. Shortt 
believes these figures to be more accurate than 
those of the Canadian Trade Reports. The 


figures have been quoted only to the nearest 
hundred thousand. 


Of the values exported in 1919 and 
1920, $6,600,000 and $10,200,000, re- 
spectively, were from the province of 
Quebec. Quebec is, therefore, the 
province which is chiefly affected, as it 
contributes nearly two thirds of the 
total export. And it is in Quebec that 
the aspect of conservation comes in 
most clearly. The small farmers apply 
for farms in the districts where there 
are ungranted crown lands, ostensibly 
for the purpose of settling upon them 
and operating them as farms, but really 
in order to cut the wood. When the 
wood is cut they abandon the farm and 
apply for another—picking out one 
that is most difficult to clear, 2.6., one 
which has the greatest quantity of 
wood. The province of Quebec has 
not been successful in stopping this 
practice, and the empowering act 
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passed by the Dominion Government 
in the present year is the result of an 
eifort to obtain the aid of that Govern- 
ment in solving this problem. A spe- 
cial commission has been appointed by 
the Dominion Government to investi- 
gate the whole subject. 

The prohibition of the export of 
pulp wood can solve the problem by 
compelling the erection of paper mills 
in Canada. It may be said incidentally 
that most of the big mills make both 
pulp and paper, and that a great part 
of the capital is American capital. The 
machinery used in these mills is very 
large, and a mill requires an enormous 
quantity of wood to maintain its 
operations. The company, therefore, 
requires a large grant of land and it 
cannot afford to jeopardize its capital 
investment by skinning the neighbor- 
hood, thus depriving itself of raw ma- 
terial. So the large companies cut the 
wood carefully and dispose of the 
waste in such a manner that disastrous 
fires will not result, and new growth is 
encouraged. ‘The terms, upon which 
the large companies obtain leases of 
extensive pulp wood areas from the 
provincial governments involve a pro- 
hibition of the export of pulp wood 
which works both for the conservation 
of timber resources and for the self- 
interest of each province. 

The United States wasted its re- 
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sources and therefore is dependent 
upon the preservation—accidental pres- 
ervation—of the resources of Canada. 
The permanent interests of the United 
States require that the Canadian re- 
sources be conserved. 

The industry in Canada is capital- 
ized at $847,500,000. The export in 
1920 was $15,800,000 in the form of 
pulp wood, $76,400,000 in the form of 
pulp, and 886,700,000 in the form of 
paper. Practically all of the wocd 
went to the United States, four fifths 
of the pulp, and three quarters of the 
paper. Australia and New Zealand 
purchased paper in 1920 to the value 
of $5,200,000, and the remainder was 
distributed in smaller amounts to 
other countries. 

The restrictions upon the export of 
wood are essentially a matter of pro- 
vincial policy. The restrictions take 
the form of a contract that the wood 
shall not be exported as wood. This 
contractual restriction applies quite as 
much against any other Canadian 
province as against foreign states. 

The export of pulp wood under exist- 
ing circumstances is destructive of 
Canadian resources, whereas capital 
invested upon the spot and having an 
immense stake in the country operated 
to conserve the resources of pulp wood 
and to make the business a permanent 
one. 


_ British Dominions and the Open Door’ 


5 By Pane Kerr 
Sometime Secretary to Lloyd George 


R. CULBERTSON remarked that 

the British Dominions were con- 
tinually escaping from difficulties by 
the double life which they led. If 
one suggested that, from an inter- 
national point of view, it was desirable 


18ynopsis prepared by the Secretary of the 
Conference and corrected by Mr. Kerr. 


to maintain the open door in depend- 
encies and to have no differential 
duties, the Canadians would reply 
that Canada was not a dependency, 
but an independent nation; and if one 
then called their attention to the unr 
desirability of a policy by which one 
nation makes invidious discrimina- 
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à tions between other friendly powers, 
the Canadians would reply that Can- 
ada was not an independent nation 
but a British colony. Mr. Culbert- 
son, therefore, in calling upo} Mr. 
Philip Kerr, asked, ‘‘What are the 
Dominions, anyway?” 


Mr. Kerr gave no answer to the 
question. As a resident of the United 
Kingdom he could not venture to speak 
for the Dominions in any way. It 
would be as dangerous as for one mem- 
ber of a family connection to talk about 
other members thereof. The Domin- 
ions and Great Britain undoubtedly 
belong to the same family; they get 
together on the occasion of a birth, 
death or marriage; but it would not do 
for a resident of the British Isles to 
dogmatize about the status of the 
Dominions upon which the inhabitants 
of the Dominions could so well speak 
for themselves. 
He had been thinking of the ex- 
pression: “‘Mesopotamia—that blessed 
word.” He thought there were , many 
other devastating words. Self-deter- 
mination was one of these. It had 
had a great influence on recent history 
since President Wilson first projected 
it ito European politics. But if it 
were allowed to dominate other words 
and ideas it was capable of causing 
much trouble. Imperialism was an- 
other such word. It seemed to con- 
note in this country everything that is 
evil and malignant. He did not deny 
that there were evil characteristics 
connected with it; but the use of it 
affected him as it did when he heard 
members of the labor party speaking 
about capitalism. Capitalism had ad- 
mitted evils. But capitalism was a 
sound: and valuable system of produc- 
tion when properly carried on. Simi- 
larly, great as the evils connected with 
Pee were, it was a great world 
orce. It represented the attempt to 
bring order and government in back- 
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ward areas where chaos or the disorders 
created by modern civilization reigned. 
The United States was one of the great 
imperial powers; the whole history of 
the United States was one of imperial 
expansion. But he could not admit 
that imperialism was a collective name 
for the seven deadly sins. 

The open door was another “blessed 
word.” He believed that it contained 
a progressive idea of great importance, 
and should be widely applied. He did 
not believe, however, that. it was ap- 
plicable to voluntary preferences which 
were in no sense imposed as part of an 
imperialistic exploitation of dependen- 
cies. Itas necessary to see what lay 
at the bottom of these preferences. 
The preferential tariffs of the British 
Dominions were in no sense an emana- 
tion of Britain’s imperial impulse. 
The movement began in Canada and 
both there and elsewhere the.preferen- 
tial tariff was of local origin, enacted 
by the local legislators, and without 
bargain or contract of any sort by the 
mother country. In all of the Do- 
minions, the present preferential sys- 
tems antedated by many years Great 
Britain’s grant of a preference to the 
other parts of the Empire, which did 
not take place until 1919. The Do- 
minions could at any time withdraw 
the preference without fear that any- 
one in the mother country would chal- 
lenge their right to do so. 

Mr. Kerr minimized the practical 
importance of the British preference, 
saying that it affected—outside, of 
certain “colonial products” mentioned 
by Mr. Culbertson—almost nothing 
aside from Canadian-built automobiles. 
But these automobiles were really 
made by American branch factories 
situated in Canada. The United King- 
dom was full of automobiles with 
American names, but under the name 
there was a small plate bearing the 
words “Made in Canada.” 
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The British Empire in Mr. Kerr’s 
opinion has kept its record fairly clear 
in the matter of the open door in the 
non-seli-governing dependencies which 
it controlled, except for a temporary 
aberration during the war. 

The danger from an international 
point of view lies rather in the coun- 
tries which are at least nominally 
independent, but which are weak. One 
or another nation may seek to obtain 
exclusive control over such regions. 
In these regions the open door should 
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be enforced by the common action. 


The problem was complicated by the | 


world wide monopolies affecting differ- 
ent commodities. Because of these 
monopolies and other differences be- 
tween the situations in different coun- 
tries, it would be necessary in enforcing 
the open door to study each case as a 
separate problem and to modify in a 
hundred different ways the regula- 
tions and machinery to be provided in 
order to make the plan a practical 
one. 


The Movement of Raw Materials and Foodstuffs in 
International-\Commerce and Its Relation 
to Shipping 
By R. T. MERRELL 
Director, Bureau of Research, U. S Shipping Board 


T is difficult to conceive a subject 
more far-reaching than that em- 
braced under the heading: ‘“ Move- 
ment of Raw Materials and Foodstuffs 
in International Commerce.” A dis- 
cussion of this subject would reach the 
foundations of our present civilization, 
the varymg prosperities of the peoples 
of the world and most political actions 
by those peoples for the last two 
centuries. 

In the modern civilization three 
things are required to support our in- 
dustrial activities: power to operate 
machinery; material to fabricate with 
machinery; and labor to supplement 
and control that machinery. Of the 
three, labor is the most fluid and ma- 
terial the next. Power, in the shape of 
fuel, is required in such quantities that 
its presence practically dictates the 
location of industrial establishments. 
Where there are great factories, there 
will be congested population, for only 
by the output of intensively operated 
machinery can a dense population sup- 
port itself in comfort. To such ma- 


chinery must be brought the necessary 
raw materials to work with and from 
it must be carried the finished or semi- 
finished product. At the same time, in 
order to feed the masses of humanity 
which gather about an industrial re- 
gion, foodstuffs must be imported from 
those localities where land is cheap and 
can be employed pastorally. We may, , 


therefore, begin this most elementary *~ 


survey by observing the distribution of 
population in the world, for a denselv 
settled region is usually, although 
not always, a region which must import 
foodstuffs and raw materials, and ex- 
port manufactured articles and surplus 
fuel. 

There are three general regions in the 
world where the density of population 
exceeds two hundred persons to the 
square mile. These regions are North- 
western Europe, Northeastern United 
states and Eastern Asia. Only the 
first two have populations whose 
standard of living is high; Eastern Asi 
and to a large extent British India? 
while densely settled, are not entirely 
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comparable because their populations 
are inured to an existence of the very 
scantiest. 

Where Caucasian peoples import 
foodstuffs the first need is for grains: 
wheat, corn, rye, oats and barley. 
The great sources of breadstuffs are the 
central basin of North America, the 
plains of Argentina and to a lesser 
degree Australia, southern Russia, and 
the basm of the lower Danube. At 
present, of course, the Ukraine is ex- 
porting no grain, and not a normal 
amount moves from the Danube. 
The American crop is more and more 
consumed by our own rising popula- 
tion, leaving England and the Conti- 
nent to be supplied by Canada and the 
Argentine. In the case of the Asiatic 
races, the demand is for rice and the 
excess consumption of China and 
Japan js ordmarily met by drawing on 
the Burmese fields. 

After grain comes the demand for 
meats. ‘The great livestock countries 
of the world are the Argentine, whose 
special product is beef; Australia, which 
particularly exports muttons; and the 
United States which, while raising 
cattle and sheep, has an exportable 
surplus only of pork products. The 
British Isles, which are entirely de- 
pendent upon imports of meats, there- 
fore draw their mutton from Australia, 
their beef from the Argentine and their 
pork and, to some extent, dairy prod- 
ucts from the United States. Conti- 
nental nations are no such races of 
meat eaters as are the American and 
British and this fact, combined with 
the intensive agriculture which they 
practice upon their tiny farms, makes 
for a limited demand on their part for 
meats. ‘The Asiatic, of course, has a 
very low per capita consumption of 
meat. 

The third essential foodstuff is 


‘sugar, which may be either cane or 


beet. The Southern United States 
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raises both in large quantities; Central 
Europe produces beet sugar, while 
Cuba, Java and Hawaii are the sources 
of the cane product. Thegreater part of 
the Cuban crop is required to supple- 
ment the domestic output of the United 
States, while the Javan crop moves to 
Europe. 

Of the foodstuffs which are used for 
decoctions the three of importance are 
coffee, tea and cocoa. The primary 
source of coffee is Brazil, with Colombia 
and Central America of importance. 
This product moves to the United 
States and to Europe. Tea is grown in 
Eastern Asia and in southern India and 
the surplus is similarly exported to the 
great consuming centers in Europe and 
the Unitec States. Cocoa is the prod- 
uct of West Africa, the Caribbean coun- 
tries, and Ecuador, and from the ship- 
ping standpoint is much less important 
than either coffee or tea. The great 
drink of South America, yerba mate, 
has almost no distribution outside of 
the immediate vicinity of its origin. 

The great citrous fruit centers are 
southern California, Florida and the 
Mediterranean. The banana imports 
into the United States from the West 
Indies approximate a million tons a 
year and besides this considerable 
quantities are shipped to Europe. The 
apples of the Northwest are moved 
across the Continent in quantity, and 
to a certain extent to Europe by ship. 
Coconuts are gathered in the West 
Indies, in Ceylon, in the Philippines 
and in the islands of the South Seas 
and are imported either whole or 
shredded, or dried into copra, which is 
brought in in that. form or as oil. 
Other than these, most fruit move- 
ments are so small as to be negligible. 


Basic Raw Marertats 


Turning now from foodstuffs we 
may take up the basic raw materials. 
It must be borne in mind that in dis- 
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cussing raw materials from the shipping 
standpoint we pass over many com- 
modities which are strategic or “key” 
materials in that their possession or 
acquisition in sufficient quantity is an 
essential to the industry of a country. 
We do this because the quantity of such 
material moved is, in terms of shipping, 
too slight to be of interest, no matter 
how essential such an article may be. 

The foremost raw material is coal, 
the world’s chief source of energy or its 
equivalent, heat. ‘The great sources of 
bituminous coal that have been de- 
veloped so far are the eastern part of 
North America, the northwestern part 
of Europe, northwestern Indja, South 
Africa, south Australia and east central 
China. Possibly the greatest of these, 
yet the least developed, is China. The 
low volatile coals of Wales and of the 
United States are especially good steam- 
ing coals and hence are in great demand 
for ship fuel. Continental coals and 
the high volatile coals of the United 
States and of England’ are better 
adapted for coking purposes and hence 
for industrial use. The coals of India, 
Africa and Australia are of poorer 
grades. 

Raw materials which are consumed 
by industrial regions would include, 
naturally, metallic and especially fer- 
rous ores. Since coal is used in smelt- 
ing ore in the proportion of two to one 
or three to two, iron ore usually moves 
to coal, but for economical production 
neither should require expensive trans- 
port. The great industrial regions of 
England and of Central Europe, as well 
as the Alabama district, owe their 
existence to the close proximity of 
both coal and iron. Where the Penn- 
sylvania and West Virginia coal fields 
are used, the ore is brought from the 
shores of Lake Superior by special and 
economical vessels. Spain and Sweden 
both produce an iron ore which, for 
lack of fuel, is almost entirely exported 
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to this country, to England and to 
Germany. But in addition to the com- 
mon iron ore modern steels require 
special ores which must frequently be 
brought long distances, as in the case of 
manganese ore obtained from British 
India, Caucasia and Brazil, and chrome 
ore from the island of New Caledonia. 
Other ores and concentrates which 
move in appreciable quantities are 
copper, tin and aluminum. Mexico 
and the United States are the chief 
copper-producing countries; Bolivia 
and the Straits Settlement supply the 
tin, while bauxite comes from northern 
South America. 

Of great importance to industry both 
as a fuel and as a lubricant is petroleum 
or mineral oil. The United States is a 
source of supply of approximately two 
thirds of the world’s present output of 
this essential commodity. Mexico un- 
til recently yielded about one fifth of 
the world’s production, but at present 
her output seems to be diminishing 
while that of southern California field is 
increasing. Other sources are Burma 
and the Dutch East Indies, Galicia and 
the Caucasus, while developments are 
being pushed in Mesopotamia and 
along the northern coast of South 
America with good prospects of success. 

The raw materials of the textile and 
grass variety are of great importance. 
Easily first comes cotton, of which the 
United States produces about 70 per 
cent of the world’s supply and exports 
two thirds of her output to Continental 
or British mills. India and Egypt 
furnish most of the remainder, the 
Egyptian crop being especially desir- 
able for its long staple. The United 
States and England divide this crop 
between them to supplement the short 
staple American product. As a by- 
product of the cotton industry there is 
the oil pressed from the seeds and the , 
seedcake itself. 

Wool comes primarily from the great 
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ep countries of the southern hemi- 
4 sphere, and moves chiefly to the United 
Kingdom. The United States con- 
sumes all its own wool, and imports as 
much besides, chiefly from Australia 
and the Argentine, either directly or 
via Great Britain. 

The jute crop of India furnishes the 
fibers for gunnysacks and coarse bag- 
ging. Gunnies, of course, are essential 
not only to manufacturing communi- 
ties but even more so to agricultural 
regions for the bagging of grain. The 
raw jute is largely imported into this 
country via England, although an in- 
creasing amount moves directly from 
Y India. Mexican sisal is brought up in 
the crude state to be twisted into 
binder twine, while the Philippine hemp 
or manila moves both to this country 
and to Europe to be made into rope. | 

Of the chemicals the three which are 
especially prominent in quantity are 
nitrate of sodium, the various potash 
salts and rock or pebble phosphate. 
Practically the sole natural source of 
nitrate of sodium is northern Chile. 
From here between three and four 
million tons move to the United States 
and to Germany for use in fertilizers 
and explosives, and for the extraction 
„of nitric acid and iodine. Central 
Europe is equally the world’s sole 
source of natural potash deposits and 
this is exported in one form or another 
to the eastern seaboard of the United 
States for working up into fertilizers. 
The third of the fertilizer ingredients, 
phosphate, is found in the interior of 
the United States, but especially in 
Florida from whence it moves to Con- 
tinental ports. Deposits of phosphate 
- in North Africa are being developed in 
conjunction with the post-war control 
by the French of the Alsatian potash 
deposits. Another chemical of im- 
portance from the shipping standpoint 
pis sulphur, which moves to the North 
Atlantic coast of the United States and 
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to Germany either in its crude state 
from the Texan fields or in the shape of 
pyrites from southern Spain. 

The movement of forest products is 
of considerable importance. The Pa- 
cific Northwest exports quantities of 
lumber to China and Japan, while from 
the Gulf region of the United States the 
long leaf yellow pine moves to the 
Argentine. England draws its pit- 
props and sleepers from the Swedish 
and Russian Baltic forests while the 
presses both in England and on the 
Continent are fed with paper made 
largely from Scandinavian and Finnish 
wood. 

There ig an endless list of other raw 
materials, all of them of importance, 
many of them essential in modern 
industry. Rubber would easily be 
mentioned; silk is of enormous value; 
essential oils; china clay; hides; log 
woods; cabinet woods, all go to swell 
the total of articles which move in 
modern commerce. But the list is too 
long and those which I have mentioned 
are in the main the important items 
when considered in bulk only. 

If it were not for the movement of 
prodigious quantities of bulky, low- 
grade raw materials, there would not 
be afloat today one third of the ships 
which at present ply the oceans. On 
the other hand, it might with equal 
truth be stated that, if it were not for 
the extremely cheap transportation af- 
forded by the modern cargo vessel, it 
would be economically impossible to 
move such quantities of low-grade ma- 
terials over long distances simply to 
place them where fuel and labor were 
cheapest. Without this cheap trans- 
portation our present standards of 
living, depending as they do on the 
advanced mechanical development of 
today, would be unattained because of 
the exorbitant ‘prices which the as- 
sembly of the necessary raw materials 
would entail. 
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Low Ocran Freiaut RATES 


Prior to that mechanical develop- 
ment of the world which we call the 
“Industrial Revolution,” ships were 
constructed of wood and were propelled 
by wind, The inherent strength of 
wood is so limited as to restrict the 
possible size of wooden vessels to a 
length not exceeding three hundred 
feet. In order to attain even this 
exceptional size, so much timber must 
be employed in a wooden ship as 
seriously to reduce its lifting capacity, 
because of the weight of the hull and its 
cubical capacity because of the thick- 
ness of its sides. Hence even the 
largest of the old sailing creft could 
carry but a small amount of cargo, 
measured by modern standards. Since 
sailing vessels carried large crews and 
made comparatively slow passages, the 
freight rate per ton was such as ef- 
fectually to prohibit the interchange of 
commodities other than those whose 
value was considerable in relation to 
their bulk. 

The development of the iron industry 
made possible the constructions of ships 
the limits of whose size are only those 
imposed by geographical considera- 
tions. From the steady improvement 
of the steam engine there has evolved 
marine installation both compact and 
eccnomical. ‘These two developments 
not only permit larger and faster ships 
than were those of fifty years ago, but 
make possible the carrying of a greater 
amount of cargo per ton of ship than 
was attainable with the earlier types. 
The result is that today ocean freight 
rates are from one fifth to one tenth 
what they were in the days of wood and 
sail, and the modern tramp can carry at 
a profit a ton of freight one mile for a 
rate that approximates one twentieth 
of a cent. 

In considering shipping in connection 
with international commerce it must 
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never be forgotten that ships are for 
that commerce, merely agents, of 
relatively insignificant value when 
compared to the value of goods moved. 
Shipping is like the tire of an automo- 
bile; only noticeable when something 
goes wrong with it. Under ordinary, 
unfettered conditions shipping will al- 
ways keep pace with the demands upon 
it and inferior service or unreasonable 
rates will only be possible when the 
natural law of supply and demand is 
artificially interfered with. 

In the World War shipping and 
shipyards were commandeered and 
directed in the furtherance of the war, 
rather than permitted to keep pace 
with economic demands, with the result 
that for neutral cargoes enormous rates 
were obtained, but this was an ex- 
ceptional case only possible in the 
extraordinary circumstances. An or- 
dinary cargo ship can be completed in 
eighteen months and any increased 
demand for tonnage will almost al- 
ways be met in that time. The rush to 
take advantage of such demand bv 
building new ships creates a surplus of 
tonnage, and this surplus produces a 
disproportionate fall in rates. No 
period of high rates can, therefore, last 


long if building facilities are available, ;; 


while every such period is usually 
followed by a long stretch of extremely 
depressed freights, due to overbuilding. 

Most of the raw materials and many 
of the foodstuffs which I have touched 
upon are moved in what are called 
tramp steamers. That is to say, in 
ships which are hired by the shipper to 
perform a specified service for his ac- 
count. Prior to the war, two thirds of 
the world’s commerce was of the tramp 
type. In the operation of this char- 
acter of shipping, the rate charged 
depends upon the prospect of the 


round voyage. The shipowner wishes. 
to bring this vessel home again with a+ 


profit upon the entire trip. Tf a ship- 
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per wishes to charter a vessel, the rate 
will depend, not so much upon the 
service performed as upon the destina- 
tion of the vessel, for upon that hinges 
the owner’s prospect of obtaining a 
payable homeward cargo. 

As an example, one of the main trade 
routes is that between Great Britain 
and the Argentine and a common 
voyage is coal out and grain back. 
Grain is a seasonal movement. At 
harvest time, in spite of large storage 
capacity, freights rise and many ships 
are attracted to the Plate. The British 
exporter of coal, knowing this, holds 
out for and obtains a cheaper freight 
rate on his coal when the grain rate is 
high than he does durmg the off sea- 
sons. In other words, the sum of the 
coal rate and the grain rate 1s practi- 
cally a constant, so that the rate for the 
round voyage is about the same nor- 
mally at any time of the year. 

Because of their seasonal nature, the 
movements of cereals, of sugar and of 
fruits largely govern the tramp shipping 


.of the world. In order not to compete 


against these commodities which must 
be moved, shippers of other articles, 
such as coal, nitrate and lumber, watch 
the market carefully and take up 


-~ charters when shipping is not required 


for the other commodities. 

Some of the raw materials require, 
however, special carriage. Petroleum, 
of course, needs a specially constructed 
tank steamer; fresh meat must be 
moved in ships with insulated com- 
partments and artificially lowered tem- 
peratures; fruit carriers require special 
ventilated holds and a good turn of 
speed. In such cases the carriers are 
always built to fit the trade and in 
many cases are owned by the shipper 
in order to imsure himself adequate 
transportation. 

This acquisition of the means of 


+transportation is merely another logical 


step in that process of vertical integra- 
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tion which leads the large consumers of 
raw materials to buy or control for 
themselves their source of such ma- 
terial. We have, therefore, the ex- 
amples of all tank steamers being 
owned by oil companies; of ships 
specially constructed for carrying ba- 
nanas being owned by the fruit com- 
panies; of ore carriers owned by the 
steel companies; of the sulphur com- 
panies owning their own special ships 
and some of the coal companies their 
own colliers. 


Merrovant FLEETS As INSURANCE 


One of the great potential causes of 
internatiqnal friction is the fear of ex- 
clusion ffom the source of essential raw 
materials. If all nations could be 
adequately guaranteed equal and equi- 
table access to the world’s raw ma- 
terials—which frequently are found in 
weak and politically undeveloped coun- 
tries—this fear of foreign development 
and concessions would cease to exist. 
Similarly, if it were possible adequately 
to guarantee to a great importer that 
he would always be able to obtain the 
necessary transportation at a reason- 
able rate, he would not feel it incum- 
bent upon him to acquire a private fleet 
of vessels for his exclusive use, but 
would charter on the market instead. 
Since this is impossible he feels he must 
secure his costly shore plant and large 
capital investment against interrup- 
tion and shutdown by the compara- 
tively slight additional expense of 
acquiring his own system of transporta- 
tion. 

This is practically the case with na- 
tions. Were it possible to guarantee 
against interruption, it might be feasi- 
ble to permit specialization in sea- 
carrying and the monopoly of trans- 
portation by that nation which can do 
it best and cheapest. As long as such 
interruption and its resultant com- 
mercial demoralization cannot be 
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and that the additional cost is a'very - 
low premium for insurance considering 
the value of the industry which it | 
protects. 


guaranteed against, each nation whose 
prosperity is industrial, believes, and 
wisely, that a reasonable merchant 
fleet of its own is of economic necessity 


The Effect of Cable and Radio Control on News 


and Commerce 


By Anmar W. L. Roparrs 
United States Navy 


Y subject is the use of radio in the 
promotion of 
dealing with this subject I shall do so as 
a naval officer who, in the ordinary 
experience of his profession and the 
exercise of his duties in patés of the 
world far from the United States and 
‘from each other, has been obliged to 
search for American commercial news 
and transmit it by radio stations under 
his own management for the advance- 
ment of American commerce against. 
the competition of foreign news agen- 
cies, foreign means of communication 
and foreign business rivalries. 

As an example I may mention a case 
about the middle of 1919. The posi- 
tion of China in the Treaty of Versailles 
was being handled by the great powers. 
Each was anxious to stand well in the 
eyes of the Chinese people without 
sacrifice of its own interests. The 
great news agencies had pooled their 
interests to a considerable extent. 
Great Britain got its point of view into 


China by its cable system from Europe. - 


Japan got its point of view presented 
very readily, but the United States, al- 
though owning a cable via Guam, had 
difficulties in operating, owing to sub- 
marine earthquakes, and yet the cable 
company objected to American news 
going by naval radio as unfair competi- 
tion. This cable is British controlled. 
When I succeeded in having a little 
news sent that way, the people who 
sent it gave American gossip of base- 


commerce. In’ 


ball, etc., instead of world news for 
China. 

This paper will therefore discuss 
radio service and radio news both asa 
commercial article itself and as a com- 
mercial agency, and as a political agency 
at the disposal of the Government for 
the maintenance and advancement of 
our own national prosperity in the face 
of the rivalries of other nations and 
their national commercial activities. 

In time of peace, however, the com- 
munication service has many ramifica- 
tions and is called upon to do con- 
siderable outside work which, while not ` 
defensive, is a proper function of the 
Navy. The Navy aims to cultivate 
friendly and sympathetic relations with 
other nations. By extending a liberal 
use of our communication system to 
the press and business where it does not 
interfere with commercial companies, 
the peoples are brought into closer 
contact and understanding of each 
other. When interruption occurs in 
commercial lines, telegraph, cable or 
radio, the Navy is often in a position to 
care for the traffic until such break has 
been repaired. Another important ac- 
tivity of the Navy is to assist mariners. 


Tue RELATION oF THE Navy TO 
Rapro 


Other means of communication, 
whether by speech, by writing or by 
telegraph and telephone, are more or~ 
Jess private, but radio, broadcasting 
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whatever is to be transmitted, unless in 
cipher, is received by all who can listen. 
For the guidance of shipping at sea it is 
thus the only means of transmission of 
news through which they may, remain 
in constant communication. “At sea 
radio sends directional compass signals 
for ships in fogs. It transmits orders 
to change routes or destination to ships 
beyond other means of communication. 
Not one of the American ships carrying 
American troops to Europe was lost by 
German submarines. The German 
submarines sending radio messages to 
Berlin revealed their whereabouts, and 
our shore stations told our ‘ships what 
areas to avoid. Cables cannot do this, 
thus radio is essential for navigational 
purposes in peace and war to the mer- 
chant fleet and to combatant navies. 
For everybody on shore it is an 
auxiliary only to other means of 
communication. 

In time of war radio is particularly 
essential to all the operations of war on 
the sea whether neutral or belligerent 
operations are involved. Like suc- 
cessful conduct of other business, the 
successful conduct of war depends on 
correct information promptly de- 
livered. There is no greater handicap 
_ to success than lack of information 
‘through either delay or misinformation. 
As a well-known German military 
writer said many years ago, “From 
knowledge to action is always a great 
leap, but from ignorance to action the 
leap is a far greater one.” As an 
instance, in our Civil War General 
Hooker moved his greatly superior 
army to the battlefield of Chancellors- 
ville in comparative ignorance. Gen- 
eral Lee moved his opposing forces 
with knowledge of the enemy and won 
the campaign although the risk was 
great and his leap correspondingly so. 

For the reason above assigned, when 
tradio first became practicable, the 
navies of the world perceived how es- 

17 
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sential it was to their operations and 
they have led in its development. The 
laws of the United States place the 
control of overseas governmental radio 
stations in the hands of the Navy. If 
the Navy ever loses this control of 
radio stations to the Civil Departments 
of the Government, it will be hard to 
get it back in war. Besides, the navi- 
gational needs of the Navy are identical 
with those of other shipping. The 
Navy through its esprit de corps is 
therefore best able to force naval radio 
to be efficient both for itself and for the 
commercial world. 


THE, NAVY THE HANDMAID OF 
. COMMERCE 


From the beginning of history the 
navies of the world have been the hand- 
maids of sea-borne commerce. In 
ancient times, owing to the great dif- 
ficulties and cost of transportation by 
land, water transportation, whether by 
river or by sea, was much cheaper in 
spite of heavy navigational losses. 
Maritime insurance rates against all 
risks together with freight rates were 
not as high as corresponding rates on 
shore. 

Navies have always been the protec- 
tion of commerce against violence and 
reciprocally navies have been obliged 
to rely on commerce for maintenance in 
return for the protection. It is a 
popular error to believe that fleets fight 
each other with victory in view as an 
objective. Naval victory is the best 
means of facilitating subsequent deal- 
ing with one’s own and with hostile 
commerce. In wars, whether between 
individuals or between nations, one 
may strike at the life of his opponent 
either by shedding blood ‘or depriving 
him of the means of support—of liveli- 
hood. The object of navies, then, is 
not so much as the public believes for 
the defense of the littoral against the 
enemy's designs thereon as it is to as- 
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sure the freedom of commerce in one’s 
own behalf and deny it to the enemy. 
The proposition of denying the freedom 
of the sea to a national enemy includes 
the corollary of defending one’s coast 
and adjacent waters against a sea 
attack. For the enemy’s attack by a 
sea route is only efficient when the 
enemy line of communication, that is, 
his line of supply from his home coun- 
try across seas behind him is main- 
tained intact. If this line is per- 
manently broken the whole attack 
ultimately fails. Even the victories of 
Hannibal did not bring him the crown- 
ing success of conquest, for Rome never 
yielded to him a satisfactory line of 
communication with Carthagé. The 
United States Navy exists by the will 
of the people to maintain and increase 
the prosperity, comforts and standards 
of living of all the citizens through its 
aid and support to United States 
foreign- and sea-borne commerce. The 
American merchant and combatant 
fleets are complements to each other as 
contributory to the general welfare 
contemplated in the Constitution. 


Tue REASON FOR Great NATIONS 


I must explain the relation of the 
foregoing remarks to the subject of 
radio and commerce. With its vast 
territory and its varied products both 
of the mine and of agriculture, the 
United States is perhaps as near to 
having a closed and complete cycle of 
industry including raw production, 
transportation, manufacture and final 
consumption in one area as any other 
country in the world. We could, if 
such should become the national policy, 
make the cycle of industry almost 
complete within the continental limits 
of the United States with absolute need 
for very few materials of foreign origin. 
However, for the greater prosperity and 
comfort of the people we have no desire 
to do so, and our cycle of industry be- 
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tween raw products and final con- 
sumption is based on something above 
90 per cent of the total commerce of the 
United States consumed within the 
United States of the products of the 
United "States and an export and im- 
port business of raw materials of less 
than 10 per cent. All our industries, 
then, production, transportation and 
manufacture, are based on a foreign 
commerce of something less than 10 
per cent of the total business of the 
country. But to preserve the pros- 
perity of the country in peace and a 
relative prosperity In war we must 
continue to be able to dispose of a 
scanty 10 per cent of our total com- 
merce through foreign markets. Just 
as 10 per cent is little more than a 
proper margin of safety between due 
profit and loss in any private business, 
so in the national business a failure to 
continue our 10 per cent scant of ex- 
ports and imports of raw materials will 
turn prosperity into want. 

It is not out of place here to examine 
a little as to the changes which the ad- 
vance of the last century in navigation 
and transportation have made in the 
national outlook of all countries upon 
that commerce which the navies of the 
world exist to defend and promote (for 
their own national support). In early 
times, before the introduction of steam 
machinery the economic margin of 
safety of the world above the bare cost 
of living was slight. The cost of 
transportation plus insurance, both by 
sea where it was cheaper, and by land 
where it was dearer, was great. Even 
today with good roads, horse-drawn 
freight cannot possibly extend itself 
more than three or four days’ haul. In 
past times, with bad roads, travel, 
commerce and the exchange of ideas 
were very limited; social, economic 
and political units were therefore small. 
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and manufacture were small geographi- 
cally. Only the most expensive and 
least bulky and weighty articles lent 
themselves profitably to distant trans- 
portation, and therefore since business 
was small the nations formed by com- 
munity of business interests were small. 
The law and the practice of nations, 
finding the business of the country on a 
small scale, left its conduct to individ- 
ual merchants interested on their own 
behalf. National business was not on 
a sufficiently large scale to require ad- 
justment otherwise than through the 
free intercourse and rivalry of individ- 
uals, Although it was not infrequent 
for sovereigns to rule over several 
territories not closely connected in an 
economic sense, yet the bond was 
personal and not a national one. 

But with the improved methods of 
production, transportation and manu- 
facture of the last century and a half, 
the specialization of industries has been 
greatly extended territorially and the 
closed or nearly closed cycled’ of in- 
dustry, of commerce and of thought, 
have become very much larger and 
thus have developed great nations. 
Through the consolidation of industries 
has developed the idea and practice of 
public utilities which substitutes the 
business rivalries of great corporations 
for the business rivalries of individual 
merchants two centuries ago. Thus 
nations themselves are forced into the 
position of great economic units. The 
world has not yet accommodated itself 
to the actual situation, as public 
opinion must always lag behind in the 
formative stage. Because opinion has 
not yet accommodated itself to the new 
conditions which confront the world, 
governments are not all equally ready 
to support great business and trade in 
contest with national competitors. 
Sound national policy requires that 
beach government must now do no less 
for its own national business than 
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other governments do for their own. 
As a director of one of our greatest 
corporatiors said to me over three 
years ago, “We have all the money we 
could desice for foreign investment, 
but without the backing of the ad- 
ministration we cannot compete with 
foreign capital supported by its 
(British) Government.” The British 
Government participates in some 
foreign investments, e.g., the Suez 
Canal and the Anglo-Persian Oil 
Company. . 

We must beware of a solution of such 
matters by an international pooling of 
national interests. -It seems at first 
sight a,very attractive proposition. 
But thé question of who controls the 
pool and the access thereto is at the 
bottom of the matter. If any nation is 
deprived of her equal opportunity the 
consequences may be most disastrous 
to the whole nation. This is particu- 
larly so with basic raw products. In 
the present stage of the world no great 
nation can permit herself to be threat- 
ened by the loss of any great market of 
raw materials essential to her scheme of 
industry in peace and war. 


THe Prass AS AN INSTRUMENT OF 
COMMERCE 


As the fastest means for the trans- 
mission of information, radio is avail- 
able to the world as a means of accurate 
information promptly delivered. The 
press is a public utility for the distribu- 
tion of infcrmation. If we examine the 
changes which modern methods of 
transportation have made effective 
both as to freight and to news regarded 
as an article of commerce, we must 
consider also the changes in the literacy 
of nations which is responsible at 
present for democratic government and 
the extension of its power. The con- 
trol of the public and of public opinion 
has in all times been vested in the most 
intelligent people who talk well and 
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freely and thus cause their views to be 
the guide of the public. 

In most ancient times the public was 
controlled by priesthoods using reli- 
gious and mystical methods to control 
ignorant public opinion, but people 
whe controlled opinion were the most 
brilliant minds and best educated of 
the day and thereby they governed. 
Later, making a considerable step for- 
ward in time, we find in the Middle 
Ages that the priesthood controlling 
the means of communication through 
their literacy became the chief execu- 
tive officers of sovereigns in their civil 
capacity of government, and in many 
cases, under the feudal system, mem- 
bers of the episcopate also eXercised 
military authority in their own persons. 

Somewhat later, as the separation of 
the canon and the civil law became 
more and more complete, the lawyers 
as a separate class of highly educated 
men not belonging to the clergy took a 
greater and greater share in the govern- 
ment. In this country in the early 
colonial days in New England the 
clergy seemed to rule. Later, with 
increased literacy the lawyers obtained 
the upper hand in the political govern- 
ment of the country both in the legisla- 
ture and on the executive side. 

It is due to general illiteracy that 
this country, the United States, until 
about 1830 was improperly called a 
democracy. Jt was rather a landed 
aristocracy with the franchise based on 
property qualifications. The leaders, 
as belonging to a literate class, had 
developed public opinion of their own 
class very largely through personal 
intercourse, by travel and by letter. 
Public opinion of the multitude, owing 
to its preoccupation with earning a 
living and its illiteracy, was formed in 
its immediate neighborhood by its own 
landlords. 

But with the extension of the fran- 
chise, which took place about the 
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same time under Jackson’s administra- 
tion in this country and Earl Grey’s 
in England, letter writing and personal 
intercourse being no longer sufficient, 
the formation of the public opinion of 
the new democracy passed more and 
more to the press. The press, there- 
fore, may be regarded from one point of 
view as a public utility for placing be- 
fore the people the information which 
it needs for the intelligent exercise of 
its powers of self-government. More- 
over it is an instrument of commerce. 
The reports of foreign exchanges 
giving the market rates on the products 
of the world and on the finances of the 
world and on transportation and on 
news of political developments are all a 
part of commerce or conduce to the 
wise management of commerce. Any 
distortion or delay in press news is, 
then, a check to the prosperity of a 
nation and the individual citizens 
thereof as well. In short, the daily 
press and other periodicals less fre- 
quent have become the means of 
publicity by which collective action of 
the nation is chiefly exercised on sub- 
jects which are of national interest. 


News As COMMERCE 


We must now consider the press in 
all its various forms as a profitable 
investment for the owner. The daily 
press is the most important of these 
because it places the first news and so 
gives the first direction to public 
opinion. In different countries owing 
to the different ratios of literates and il- 
literates, the value of the press varies as 
a method of forming and directing 
public opinion. 

Let us consider the daily press m this 
country and other highly literate 
countries first. The great newspapers 
depend on their circulation which must 
be great, and they must sell for a small 
price. They rely for their income on - 
their advertisements. The copies sold 
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depend very largely on the amount and 
variety of news which they are able to 
provide. Local news of little real im- 
portance is an important element in the 
composition of the best seller. Foreign 
news of importance is also very desir- 
able, but does not sell the paper unless 
it is arresting in its quality. Its trans- 
mission by cable and by radio is very 
expensive. Radio and cable news, 
therefore, can be sent only to countries 
with dense populations and high degree 
of literacy. The timely transmission 
of foreign news to poor and illiterate 
nations is a more difficult problem for 
the business manager of any paper so 
situated to solve. Yet somehow it will 
get to such countries and papers sooner 
or later. Ifthe United States wants to 
get its own news to other countries, it 
must send it betimes and the United 
States agencies must send it, and must 
select suitable news for that purpose, 
otherwise it will not get, agains: the 
competition of foreign agencies and in- 
terests, that priority which makes 
information news. 

During the troubles in the Near East 
our methods of communication with 
the Admiral at Constantinople was 
from Annapolis to Paris (radio), leased 
land line to Coblenz, Germany, thence 
to Vienna, from Vienna by radio to one 
of our ships in the Mediterranean, re- 
layed by radio to Constantinople 
where we have a receiving station at the 
Embassy and also a station ship. The 
return message went the same way 
except that the message at Constanti- 
nople originated on our station ship and 
was on this side received at Bar Harbor 
and then telegraphed by land line to 
the Navy Department. During the 
last two months messages have been 
copied direct from Annapolis by the 
station ship at Constantinople; whether 
this can be done during the bad static 

tseason remains to be seen. 

Local American news-gossip should 


not be permitted to go abroad except to 
American language papers. ‘The cable 
tolls are too high, and local crimes and 
trifles sent abroad give a wrong im- 
pression of the United States. Be- 
sides, such matters are in plenty 
abroad as well as in this country. 

As has been mentioned, news to be 
valuable to the buyer must be correct. 
But the buyer of press news is not the 
most important patron of the paper. 
Individually the great advertiser is 
more important financially. That is 
to say, the policy of the paper as a 
dividend payer is largely controlled by 
the advertising which seeks its columns, 
and the mature of the news circulated 
will be affected by the character of the 
advertising which is available. 

In the substitution of the press as a 
guide to a voting democracy for letter 
writing to guide and consolidate the 
opinion of a ruling aristocracy, we must 
bear in mind that we have shifted 
formation of opinion from the inde- 
pendent interchange of thought be- 
tween well-educated people, equal and 
independent in their means of forming 
a conclusion, to a press more or less 
monopolistic in its nature, providing 
comments from a few monopolistic 
sources (news agencies) and governed 
by interests of which the public knows 
nothing. 

The United States differs perhaps 
somewhat from other modern forms cf 
government, in that its democratic 
control seems somewhat further ad- 
vanced because other nations with 
democratic forms of government per- 
haps make an upper class rather more 
prominent in government and in en- 
joyment of the fruits of national 
prosperity. I say this with due defer- 
ence to the representatives of other 
powers who perhaps do not agree with 
me. ‘Che particular form of democ- 
racy of the United States, on the other 
hand, is based on increasing the 
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prosperity through the intelligence of 
the great mass of individual citizens. 
Tte whole people of the United States 
needs information as to foreign matters. 


RELIABLE News ESSENTIAL TO 
DEMOCRACY 


All our institutions of government 
are based on the idea that publicity will 
correct all evils. But the publicity 
must not be tainted in transmission, 
and that is the new problem with which 
peoples and governments must deal. 
The problem arises from the increase of 
literacy going side by side with the 
increase in franchise. In the small 
divisions of government such as a 
town meeting in rural politics or a ward 
meeting in cities, the subjects are small 
affairs and the individual voters are 
personally cognizant of them; the 
individual voters know what they want 
and know what they are getting, and 
they are easily accessible for discussion 
and argument. Thus free discussion 
has been safeguarded and the Govern- 
ment in this country has been very 
loath to interfere or control by any 
means the press of the country. It was 
in colonial times that the views of our 
nation were established on publicity by 
the overthrow of the Stuart dynasty by 
the Parliament. The press was then 
an instrument of the people to over- 
throw tyranny. 

But now, owing to the control of 
government by the democracy, the 
tendency today is towards the use of 
the press by educated people to control 
the democracy and public opinion and 
exert the powers of government in the 
interest of anonymous parties. 

The world has learnt a great deal 
about this matter since the beginning of 
the World War and we term this forma- 
tion of public opinion by anonymous 
parties “propaganda.” 

Propaganda is right when we know 
whose voice is speaking and what he 
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stands for; it is wrong when we do not 
know whose the voice is or what the 
ulterior interest behind the voice. 
Putting aside for the present the 
control of the press in purely domestic 
concerns as outside the sphere of gov- 
ernment, the same ideas which have 
led to the establishment of the Inter- 
state Commerce Commission in the 
interest of the people at large, seem to 
call for some help to the national press 
in regard to international affairs as 
desirable for the same reasons. The 
public cannot protect itself against false 
or misleading information or lack of 
information. It needs help. The im- 
mediate question before us now is how 
such aid may be exerted, bearing in 
mind that the policy of the United 
States is to make use of foreign com- 
merce for the greater prosperity of the 
individual citizens of the republic. 
How can the citizen be guided wisely in 
his conduct of foreign affairs? 

The government control of the press 
in any degree has always been open to 
the suspicion that it was desired for the 
needs of the administration and of the 
people temporarily holding administra- 
tive power rather than exerting it for 
the good of the nation at large. How- 
ever, this is a difficulty which confronts 
all of us m every relation of life. 
Namely, are the moral principles of the 
agent sufficiently high, and his remu- 
neration sufficient for him to be true 
and loyal to the interest of his principal, 
or will he prefer his own advantage? 

This question gets at the ethics of the 
profession of the press and also at the 
ethics of political administration. It is 
extremely desirable that both should be 
of the highest. As we find things at 
present, the news of the world for the 
greatest advantage of the world must 
be transmitted truly and with the ut- 
most promptitude. Selfish interests, 
both individual and national, 
lay or color news as an instrument of 
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commerce and of publicity. The na- 
tional interests, that is to say, the 
interests and prosperity of the individ- 
ual voters of the United States taken 
collectively, require that radio or cable 
or both should be vested under the 
supervision of those in whom the people 
of the United States have confidence. 
In the present stage of world develop- 
ment national outlooks as to eacli other 
are based on business and commercial 
rivalries. We must no more disarm 
our national news systems than our 
war systems. Both are necessary to 
protect the nation. We do not have 
full control, or even our share of control, 
in the cable communications of the 
world which were established years 
ago. For instance, the United States 
laid an American cable across the 
Pacific. The corporation was Ameri- 
can, yet in practical operation the 
control is understood to be British. 
There are British directors, British 
operators, and it is said to be more 
expeditious for a New Yorker to send 
his message to a London agent and let 
the latter send it back as an original 
London message via our Pacific coast, 
so to cross to Asia. 


Tre NECESSITY FoR UNTAINTED 
NEWs 


The stations in the Canal Zone are 
under our control. An agreement with 
Panama places the control of all radio 
in the Canal Zone or in the Republic of 
Panama under tbe United States. 
Correspondence during the last year 
shows that Panama would like to break 
away from this treaty and either set up 
stations of its own or let commercial 
concessions get a hold. Broadcasting 
and radiotelephony have accentuated 
this, and commercial companies desir- 
ous of selling their equipment have no 
doubt been behind some of these activi- 
In order to gratify their desires 
and to loosen up a little on our regula- 
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tions, we have authorized our stations 
in the Zone to broadcast entertainment 
programs. 

Radio is now coming to the front as a 
new and rapid way of transmission of 
political and commercial intelligence. 
The national interests of the United 
States, in rivalry with those of other 
nations, demand that we shall grasp 
and hold our independent means of 
communication through radio. For 
the present moment only we have such 
a national advantage in the potential 
development of radio, but other powers 
are seeking to deprive us of that ad- 
vantage. As we have no advantage in 
cables ye must by no means sacrifice 
our radio, but by every means continue 
to hold what we now so fortunately 
possess. We are now seeking to hold 
radio communication with China for 
the mutual advantage of both countries. 
But both foreign interests in general 
and American cables foreign controlled 
do not much care for such an agree- 
ment. It costs much money to put 
messages for the American press across 
the Pacific and yet it is very desirable. 
Can it be done without government 
help? 

The control of the transportation of 
news—of publicity—as to international 
affairs and economics is therefore a 
most important interest of the foreign 
offices of governments. Every na- 
tion’s national government must defend 
it from the assault of news colored by 
interests not in accord with those of the 
home country. Equally, a nation not 
to be essentially a vassal in commerce 
to other powers, must-have at its dis- 
posal its own means of promptly 
thrusting abroad such news as it wishes 
to circulate. Just what is proper to 
circulate on its own behalf and to 
refuse to circulate on behalf of other 
powers I do not intend here to say, 
but it is a part of business independence 
to be able to do both. This is one of 
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the great new problems arising out of 
the late war. It calls for great fiducial 
reliability of operators and managers to 
the interests of the United States peo- 
ple as well as to the owners of the 
business. 

Our Government and our people 
must not multiply our international 
cables and our international radio, un- 
less the control remains American in its 
direction, and in its management—not 
merely in its apparent financial owner- 
ship. 

I do not mean to urge that the Gov- 
ernment itself should undertake to be 
the sole purveyor of news. That 
would result in overthrow of. govern- 
ment by the people. But the Govern- 
ment in the interest of its people must 
see to it that the channels of news are 
free, that they are not manipulated nor 
manipulable either by foreign powers 
or by special industries, particularly 
the news-gathering agencies for the 
benefit of favored parties. 

The Naval Communication Service 
is never a competitor with commercial 
companies. In the Pacific, the Navy 
is permitted, under the laws, to handle 
press dispatches to practically any 
locality at any rate, provided only that 
one end of the transaction is connected 
with American interests to the extent 
at least of reaching a newspaper pub- 
lished in the United States, or a news- 
paper published by its citizens. This 
authority, both press and commercial, 
expires June $0, 1925. 

Practically all mews service in the 
Pacific is handled by the Naval Com- 
munication Service, the commercial 
rates being prohibitive for any satis- 
factory service. The Associated Press 
sends on an average daily about 1,000 
words from San Francisco to Honolulu 
and about 800 words to Manila. This 
service is most satisfactory to the press, 
and I have heard many complimentary 
expressions from them about it. The 
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commercial companies have as much as 
they can do without handling press 
messages. The Navy press rate to 
Honolulu is three cents a word and six 
cents a word to Manila. The com- 
mercial radio rate from San Francisco 
to Japan is 72 cents a word; for press, 
27 cents a word (subject to delay) and 
$2.16 a word for “urgent.” The 
cable rates between similar points are 
96 cents, 82 cents and $2.88 respec- 
tively. As privately owned radio sta- 
tions are not permitted to operate in 
the Philippine Islands, the United - 
States Navy must be depended upon 
for all radio communication with the 
Islands. 

Still another use for radio may be 
mentioned. Governments of nations, 
through their foreign offices, exist for 
and undertake to promote the pros- 
perity of their nationals through their 
support of foreign business. It is suf- 
ficient to glance almost at random at 
three or four of the many treaties to see 
how largely they are filled by matters 
relating to commerce, to tariffs, to 
permanent or temporary immigration, 
to citizenship, to repatriation of nat- 
uralized citizens and kindred subjects. 

My subject also embraces discussion . 
of raw products as necessary to the “ 
support of armies and navies, more 
particularly navies, when they are 
exerting their war powers. Among 
these, seasonal and imported labor as 
an instrument of commerce conducive 
to the national prosperity plays a very 
important part in the policy of a na- 
tion. Our commerce and supply of 
raw products in war munitions may 
turn on our ability to secure foreign 
labor. In this country, owing to its 
great climatic variety, seasonal labor 
may be to a large extent arranged for 
within the limits of the United States, 
but shortage of labor can be relieved , 
only by importation which has been the 
policy of the nation since colonial days 
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800 years ago, when we began the 
importation of negro slaves. The im- 
portation of alien labor may be some- 
times a most important war measure 
releasing nationals for service at the 
front. 

This country has always wanted 
cheap unskilled labor and has ad- 
vertised payment to immigrants in the 
form of citizenship and hope of promo- 
tion in class from unskilled to skilled 
labor, from shirt labor class to coat 
labor class; or, as it is more popularly 
put, from labor class to manager class. 
Our country must therefore be able to 
give its own picture of itself to all pos- 
sible immigrants,—and to tell them 
what it wants of them before they 
decide to come. 

As a result of the war we have seen a 
great change in our national position 
owing to the shortage of labor. Our 
unskilled labor has always been short 
in this country because we have always 
held before our people the opportunity 
of rising inthe community. Politically 
we have always preached equality but 
we have never practiced it. We have 
always urged people to rise in the world 
and told every boy to look forward to 
being President of the United States. 
When everyone is urged to rise to the 
highest stations the natural result is a 
certain discontent in remaining in the 
lower levels of manual employment. 
Heretofore we have evaded this dif- 
ficulty by employing illiterate labor, 
which, since the cessation of the slave 
trade in 1808, has been imported white 
labor. To these illiterates we have 
held out naturalization and the privi- 
lege for their children to rise to the 
highest positions. Today the class of 
immigrants and their origin depends 
largely on what is known of the United 
States. The country and the Govern- 
ment should by no means fail to supple- 
ment other means of informaticn by a 
proper use of the press and press news 
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telling of the country’s policies and 
ideals and practical accomplishments. 

The public has announced as its own 
creed that we have vast unoccupied 
areas which we hold as trustees for the 
world. We now have something like 
5 per cent of the population of the 
world and something more or less ap- 
proaching 20 per cent of the areas of the 
world yet available for occupation and 
exploitation. Buta recent policy urged 
by organized labor in its own behalf 
and adopted by the nation has been to 
restrict Immigration and tc declare 
that this unoccupied and unceveloped 
area of the United States is for the 
present «citizens of the United States, 
and for their descendants and that no 
others reed apply. We have in con- 
sequence our 3 per cent law controlling 
immigration while the capitalists, seek- 
ing by a different route for the pros- 
perity of the nation through that of 
their stockholders, many of whom are 
laborers belonging to the unions, wish 
dividends from cheap labor. 

Organized labor also seems to lean to 
high tariffs, thus reducing the inflow of 
commodities which other nations wish 
to supply in return for our raw prod- 
ucts. But commerce is essential to us. 
If we keep out under the immigration 
laws and under tariff laws both goods 
and persons who are trying to come in- 
to the United States we shall find our- 
selves under great pressure from abroad. 
The labor unions as well as many others 
in the country regard the military 
forces of the country as a burden which 
is to be borne not only by labor but by 
all the interests of the country, includ- 
ing both capital and labor, and they 
call for the reduction of the armaments 
of the country. 

On the other hand, the policy pur- 
sued by labor in refusing ingress of 
goods and persons against the pressure 
of other countries to find an export 
market and to send their people abroad 
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where they can earn a better livelihood, 
has a tendency to force other nations 
into opposition—opposition of policies 
lead to war. If we are to maintain our 
policies against rivalries and the eco- 
nomic situation of other nations we 
can do so only by armaments adequate 
to preserve ourselves from the develop- 
ment of economic resistance into mili- 


tary attack. 
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Sometimes diplomats can exchange 
the truth privately and directly with 
satisfaction to both sides, but sooner or 
later the public must be informed of the 
main lines of policy, and governments 
as responsible agents cannot afford to 
insult or even to seem to disrespect 
each other openly. Such offenses lead 
to war. ‘The truth must become public 
anonymously. The press is a chief 
means of so thrusting the information 
without taking the responsibility of 
offending foreign governments. But 
the press ‘is not the only means of 
propaganda. For instance, during the 
Civil War Lincoln relied in large meas- 
ure upon Henry Ward Beecher for 
influencing British opinion in favor of 
the North. 

At home and within thè national 
territory, and as to internal affairs, 
governments may speak more freely, 
but even so anonymity more or less 
veiled is often desirable. Some other 
nations are much more expert than we 
are in manipulating both home opinion 
and foreign opinion, but our Govern- 
ment must henceforward practice itself 
not im improper manipulation but in 
placing its own views frankly and 
properly before both home and foreign 
publics in order to fight fire with fire 
as is done today in our western prairies 
and forests. The safeguard against 
abuse of news as commerce is an ad- 
ministration and a press management 
above suspicion of self-seeking. It 
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calls for national service in national 
administration and press management 
alike from men of the very highest type 
of character, like the Chevalier Bayard 
“without fear and above reproach.” 
But Bayard was one man, and in the 
future, more even than in the past, the 
whole civil service and the national 
press as a public utility must strive to 
lift themselves as one man to that high 
standard to make democracy more and 
more of a success. The dividend as 
the sole standard of efficiency is be- 
coming less and less permissible as time 
passes. 

As such an ideal is approached more 
nearly, the radio and cable service of 
the country under national control will 
become more and more essential to 
enable the Government to aid the press 
of this and other countries to get 
American news as Americans see il, 
without undue cost. Just as cheap 
postage, and mail transportation for 
long distances at financial loss by the 
Government was accepted as a great 
political and patriotic gain, so now 
radio and cable control (not necessarily 
operation by our Government) is in- 
ternationally necessary for the na- 
tional prosperity of the United States 
in its inevitable economic conflicts with 
rival business interests of friendly 
states. 

On this point we must further rec- 
ollect that governments the world 
over are ultimately ruled by public 
opinion. That public opinion must be 
correctly informed. It appears to be 
the government’s business to see that 
ultimately public opinion is accurately 
informed. The government having 
the interests of the whole people must 
see to it that the nation is not harmed 
through ignorance and misinformation. 
The people are occupied chiefly with 
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~~" 


their daily concerns and their own, 


business for themselves and as between 
man and man. To the national gov- 
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» ernment of their country they commit 
as their guardian the protection of their 
national interests. It is the business 
of government, then, to be more far- 
seeing and wiser than the people are 
from whom they derive their powers. 
They cannot regard themselves there- 
fore as a mere mouthpiece. They 
must exercise their powers without too 
frequent appeals to the people and the 
people must trust them. This within 
limits. 

It is an interesting historical fact that 
great matters of international policy 
in this country cannot be adopted 
' except by consent of the people. As 
two examples most distant in time, we 
may take the Jay Treaty with England 
in 1794 in Washington’s second ad- 
ministration. The President and his 
whole administration were subjects of 
obloquy for making it. The Senate did 
not dare to pass it. It was thoroughly 
debated in the Senate but stalled along 
until a general election had taken place 
at which the public was able to review 
the arguments before the Senate. The 
new Senate passed the Treaty. Simi- 
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larly the Treaty of Versailles. It was 
debated for many days in the Senate in 
every phase and it also failed of pas- 
sage by the Congress during which it 
was negotiated. After its full review 
the next election decided on its rejec- 
tion and so far as the United States 
Government is concerned the Treaty of 
Versailles is not in existence—another 
treaty takes its place. 

The summary and conclusion of this 
paper, thereZore, is that it is essential 
to the prosperity of the nation to hold 
and develop the control of radio and 
thereby of international news in the 
interest of national policies and na- 
tional interests. The pooling of the 
transmission of news like undue pooling 
of commerce in other directions is 
superficially promising, but is not to 
the ultimate advantage of the United 
States to join an international pool 
for news and for its means of trans- 
mission unless she manages the pool 
for the nation at large and not ex- 
clusively or even chiefly to the ad- 
vantage of taose engaged in the busine 
of news. 


Air as a Raw Material 


By Warrer S. Rogers 


Adviser to the American Delegation to the Peace Conference in Paris, 1919 


ONSIDERING air as an element, 

or rather as a mechanical mixture 

of elements and chemical compounds, 
I doubt whether there is much to` be 
said about it as raw material, beyond 
a passing reference to the fact that 
more and more we are making use of 
the elements and chemical compounds 
that occur in the air. For example, 
we are taking nitrogen from the air 
for military purposes and also for 
¿agricultural purposes. Yet it is doubt- 
ful whether man will ever be able to 
take out of the air sufficient quantities 


of any of the elements and compounds 
to affect its composition, or in any way 
to influence international political re- 
lations. Asa matter of fact, of course, 
nature has been rather generous in 
providing us with air, although some cf 
us are rather niggardly in our use of it. 

Air in mction as a source of mechani- 
cal energy raises another set of prob- 
lems. ‘There are a good many people 
who think that more and more we are 
going to be able to utilize the energy 
created by the movements of the air. 
Whether this will ever be carried to the 
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point where air currents will be af- 
fected is for the present a matter of 
pure speculation, or in any event a 
technical problem which we can leave 
to the American Academy of Sciences 
and to kindred organizations. 

There are two or three points which 
I had in mind, however—specific 
points—when I asked the Chairman 
of the Round Table about air as raw 
material. The first relates to aircraft. 
Another round table has been discuss- 
ing aircraft at some considerable 
length. The point I want here to 
raise I will put rather concretely. 
Suppose we set up a company for the 
operation of airplane services for 
freight and passengers between, say, 
Boston and New York, and that we 
find from experience that going in one 
direction it 1s advantageous to take a 
definite route and to fly under normal 
conditions at approximately a definite 
height, and that gomg in the opposite 
direction it is advantageous to take a 
little different route and to fly at a 
little different height, and that in due 
time these services are developed until 
there are regular arrivals and regular 
departures. In a sense we shall then 
have definite air channels which we are 
utilizing regularly for our particular 
services. The question arises whether, 
having built up such air services, we 
might not have acquired a property 
right in the use of such channels. To 
put the problem differently, suppose 
a competitor comes along and under- 
takes to parallel our routes or to cross 
them at certain places, and this com- 
petitor works out his schedules and 
methods of operation in such ways 
that they interfere with our operations, 
or at least render our operations much 
more hazardous: under such circum- 
stances can we persuade the courts to 
enjoin the newcomer from interfering 
with our services, or from rendering 
our service more hazardous? 
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If we can succeed in doing so, we by 


indirection shall have established a 


property right in particular air chan- 
nels, a property right which we can 
capitalize and which we can otherwise 
commercially exploit. Now this may 
seem rather absurd, but I am not at all 
sure that it appears to us any more 
absurd than the idea of private owner- 
ship of land at one time appeared, or 
that it appears any more absurd to us 
than our present conception of stocks, 
bonds and debentures would have ap- 
peared if presented as ‘a future possi- 
bility to a man living seventy-five or 
a hundred years ago. What I am try- 
ing to do is to call your attention to the 
possible creation of an entirely new set 
of property rights. And the same 
possibility arises in connection with 
aircraft communication between two 
countries. 

This suggests a further international 
aircraft problem: namely, the operation 
of aircraft between two countries in- 
volving the passage over an inter- 
mediate country. What is, or should 
be, the relation of such an intermediate 
country to aircraft passing above its 
territories? Can it or should it compel 
such aircraft to land for customs or 


other purposes? In this connection | 


you may recall that the suggestion has 
been made that the air above a certain 
height, to be determined by inter- 
national agreement, should be con- 
sidered as an international airway that 
any one may use, giving the air above 
the prescribed height a status not es- 
sentially dissimilar to that obtaining 
as to the high seas. In Europe par- 
ticularly, problems in relation to flight 
over an intermediate country are 
serious and of considerable commercial 
and political importance. As you 
may know, an international aeronautic 


convention has been drafted and as 


number of countries have adhered to 
it. This country participated in the 


ł 
e 


é 


Are as A Raw MATERIAL 


negotiations, and the American dele- 
gates, in the usual American way, 
signed with a long list of reservations. 
The State Department thus far has not 
submitted the convention to the Sen- 
ate for ratification. 

The use of aircraft leads naturally 
enough to a discussion of radio, for, 
among other reasons, aircraft operation 
involves the use of radio. Obviously, 
radio is the only means by which a 
plane in flight can communicate with 
land. Not quite so obvious, but pos- 
sibly just as important, is the fact that 
radio can be operated in such a way as 
to serve for aircraft the same purposes 
as the lighthouse serves for shipping. 
In order to discuss radio here and still 
keep somewhere near our text, we 
shall have to define the word “air” 
broadly enough to include space. Cer- 
tain problems arise in regard to radio 
similar to those that arise in regard to 
aircraft. Suppose we set up a radio 
company and establish radio com- 
munications between here and New 
York, and in that communication we 
employ certain wave lengths. Have 
we by a process of pretmption, as an 
incident to priority of use, acquired a 
property right in those particular wave 
lengths? In other words, if a com- 
peting company comes in and under- 
takes to attempt services employing 


‘the same wave lengths, and such serv- 


ices interfere with our services, can 
we assert a property right which public 
utility commissions and courts will 
sustain? 

There has been a great deal of dis- 
cussion on this particular point. The 
off-hand answer is “no.” But there 
is a possibility that the practical an- 
swer—in the absence of legislation 
providing to the contrary—is that we 
can establish a property right in wave 


alengths. If we develop our company 


so that we are conducting comprehen- 
sive services, using practically all of the 
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available wave lengths, and then a new 
company comes along, we can per- 
suasively argue to the effect that we 
have millions of dollars invested, that 
we render established and necessary 
services, and that in the public interest 
no outsider should be allowed to dis- 
rupt such services. If public utility 
commissions and the courts sustain 
our position, we have acquired forall 
practical purposes property rights in 
wave lengths. 

The question, of course, also arises 
in international radio in regard to 
ownership of wave lengths employed 
in international radio communications, 
The problem that confronts the United 
States particularly in that connection 
relates to the wave lengths that are 
suitable for trans-oceanic communica- 
tion, and the number of wave lengths 
available for such communication is 
relatively Emited. In truth there is a 
scramble going on between private 
companies and between governments 
for obtaining, or rather for making use 
of, as many wave lengths as possible, 
so that when this problem reaches the 
state of serious international considera- 
tion, companies and governments can 
assert that they have already estab- 
lished basic rights that must be recog- 
nized. For example, several years 
ago the Eritish Government worked 
out an imperial wireless chain. The 
underlying idea was the establishment 
throughout the scattered British Em- 
pire of radio stations so located that all 
parts of the Empire would be given 
radio intercommunication. There were 
several reasons for the development 
of this scheme; one was the feel- 
ing that by means of low-rate com- 
munication the various parts of the 
British Empire should be lnked to- 
gether, and particularly that the self- 
governing Dominions should be in 
close intercommunication with them- 
selves and with the mother country. 
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Furthermore, there was a military 
objective. As you probably know, 
naval operations are now largely de- 
pendent on radio, and the fleet which 
has the best radio services, the best 
general electrical communication serv- 
ices, has an enormous advantage over 
its less fortunate adversaries. The 
comprehensive imperial wireless sys- 
tem, when worked out, will greatly 
augment the effectiveness of the British 
Navy. Without developing the point, 
and merely leaving it with you, I call 
your attention to the fact that, when 
the nations come to control armaments, 
they will have to deal with radio, be- 
cause if two countries have fleets of 
the same size, the country which has 
the support of comprehensive world- 
wide radio services can get a great deal 
more out of its fleet than can the other 
country less advantageously served. 

Just as here in the United States we 
have not worked out legislation to 
determine the ownership of wave 
lengths, so internationally there is no 
agreement among the powers as to 
ownership of wave lengths employed in 
international communication. A con- 
ference was held in Washington in the 
fall of 1920 to deal with international’ 
electrical communications generally. 
One of the serious problems confronting 
the conference was the question who 
owns the right to use space for commu- 
nication purposes. The delegates from 
the five powers that participated in the 
conference worked on the theory that 
the governments together held the 
ultimate right, and that consequently 
the governments should allocate the 
various wave lengths for particular 
purposes and, as between themselves, 
for their services. 

The leading private radio interests 
throughout the world opposed this 
conception. There is no question that 
certain private radio companies be- 
lieve that by something analogous to 


Tun ANNALS OF THE AMERICAN ACADEMY 


what we call “Squatters’ Rights” 
they can secure an actual out-and-out 
ownership of the right to use wave 
lengths, and they do not want to get 
the right to use wave lengths through 
a license from any government or as 
a result of any international agree- 
ment. They want to hold completely 
the right to the use of wave lengths 
which they employ in their services. 
In a certain sense the development of 
radio has opened up a new domain 
comparable to the discovery of a 
hitherto unknown continent. No one 
can foresee with certitude the possible 
development of the transmission of 
energy through space. Really great 
stakes are being gambled for. And 
private interests are trying to obtain 
control of wave lengths and establish 
private property claims to them pre- 
cisely as though a new continent were 
opened up to them and they were se- 
curing great tracts of land in outright 
ownership. 

There is considerable international 
rivalry in regard to the development 
of radio, as I hinted a moment ago. 
The radio companies of various great 
powers are seeking to obtain use of as 
many wave lengths as possible, and 
the individual governments are seeking 
to obtain control of wave lengths for 
their own purposes and for the use of 


their nationals. It is quite possible © 


that serious international difficulties 
will arise out of these efforts to obtain 
exclusive use of wave lengths. 

Both aviation and radio raise the 
fundamental question whether it is 
possible by the use of intelligence and 
foresight for the powers of the world 
to come to some definite understanding 
regarding these great instrumentalities, 
or whether these instrumentalities are 
going to be allowed to develop with the 
possibility that serious international 


difficulties and complications will arise , 


out of efforts to obtain preferential 
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positions in regard to them. Now I 
take it that this open conference has 
been taking a forward look as to what 
should be done regarding raw materials, 
so as to prevent international conflicts 
regarding them, so in conclusion I call 
your attention to the desirability of 
international agreements with reference 
to aviation and radio—agreements 
that will prevent international con- 
troversies, further the use of these 
instrumentalities, and ensure fair deal- 
‘ing between the various peoples of the 
world. 

Admiral Rodgers: How can radio 
be better utilized so as to give news of 
public interest without such exclusive 
reliance on the public press? 

Mr. Rogers: The best approach to 
that problem with which I am familiar 
is to be found in the deliberations of 
the British Imperial Press Conferences. 
These conferences, participated in by 
the proprietors of the leading papers 
of the British Empire, have worked out 
a proposal looking toward the estab- 
lishment throughout the British Em- 
pire of a press rate of a penny a word 
between any two points within the 
British Empire. The cost of trans- 
mitting press messages is one of the 
fundamental factors involved in the 
dissemination of news throughout the 
world. With the establishment 
throughout the world of nominal press 
rates, an enormous volume of current 
information and news would flow in 
every direction. Of course that would 
be doing in the electrical communica- 
tion field nothing more than what has 
already been done in the postal field. 
However, just as in the postal field, 
such nominal rate services are only 
obtainable through public ownership 
and operation. As a matter of fact, 
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this is the only country in the world 
not largely owning and operating its 
telegraph system, not definitely en- 
gaged in one form or another in the 
conduct of international communice- 
tion services. Incidentally, the at- 
titude of the United States in this 
matter makes almost impossible a 
broad development of international 
electrical communications on a basis 
of service. 

A rewriting of the definition as to 
what conszitutes press matter would 
also meke a considerable difference. 
As you know, press messages are 
carried at much lower rates than 
ordinary messages. If the existing 
agreements regarding press rates were 
extended so that current information 
might be exchanged at equally low 
rates between universities and such 
organizations, much more current in- 
formation would flow around the world. 

There are a number of schemes for 
getting international information 
about the world. One of my pet 
schemes, if I may be permitted to refer 
to it, is provision for the exchange of 
current information between the great 
universities of the world. I have 
never been able to sell the idea to a 
college president; yet there is no reason 
why the members of the faculties of the 
great universities of the world cannot 
systematically exchange current in- 
formation. It would be a simple 
matter for each of the great universities 
of the world to arrange each week for 
some one of its staff to prepare a letter 
to be mimeographed and mailed to all 
the other universities of the world. 
The men preparing such material, of 
course, would have a background that 
cannot be expected to be possessed by 
the hard-working journalist. 


The Population of Some Modern States 


By ArcurpaLtp Cary CooLDGE 
Harvard University 


HE seven largest states in the 
world in 1878 in the order of their 
areas were: 





Russia 

British Empire 
China ..... 
United States. 





°3,100,000 
1,800,000 
900,000 - 


*Rough figures, many of them mere estimates, 
based with some modifications on the Statesman’ s 
“ear-Book for 1878 and 1928. 





The same states in 1923: 

AREA 
POPULATION | IN SQUARE 

Mines 
British Empire. ..| 450,000,000 | 18,850,000 
Russia 150,600,000 8,000,000 
France 100,000,000 5,800,000 
China. . 320,000,000 4,800,000 
United States 120,000,000 8,750,000 
Brazil. 80,000,000 8,300,000 
Turkey 280,000 


14,500,000 


Many of the above figures are, of 
course, open to question. For instance, 
the Anglo-Egyptian Sudan (1,000,000 
square miles), which is included under 
the British Empire, is claimed by 
Egypt. The authority of China over 
Mongolia (1,400,000 square miles) is 
today less actual than that of Soviet 
Russia. It will be seen that there have 
been great changes in the last fifty years. 
They have been brought about partly 
by conquest, partly by the natural 
increase of the population. The two 


most striking instances of the latter are 
the United States and Brazil, which 
have increased at about an equal rate. 

The area of China is about the same 
now as it was then (not including vas- 
sal states). The estimates of popula- 
tion have always varied widely, but | 
there are reasons for thinking that it 
has grown in the last generation. 

The size of Russia differs but little. 
That is to say that the conquests of the 
19th century in Asia have about bal- 
anced the losses in Europe in the 20th. 
But though the area lost was much 
more densely populated than that con- 
quered, there has been a great increase 
of population from natural causes. 

In the British Empire, in spite of the 
great increase in the numbers of in- 
habitants, notably in India, the gain 
in territory has been proportionately 
much larger, owing to the annexation of 
huge, thinly populated regions in Africa. 

The most striking case of decline is 
that of Turkey, but here it should be 
kept in mind that more than half of 
this territory (of which the estimate - 
might have been made much larger by 
adding recent acquisitions in the Su- 
dan) was in Africa and not in reality 
under Turkish rule. 

The next largest dominions in the 
world today are: 


ARBA 
POPULATION | IN SQUARE 
Mies 
Argentine 9,000,000 | 1,150,000 
Portugal 14,000,000 975,000 
Belgium 16,000,000 970,000 
Mexico 14,000,000 770,000 © 
Holland 56,000,000 745,000 
Peru. 10,000,000 720,000 
Italy 43,000,000 705,000 





Factors LIMITING THE EXPANSION OF THE Human RACE 


Japan, though one of the most pow- 
‘erful states in the world, has an area 
of only about 260,000 square mules, 
with a population of 77,000,000. 

It 1s to be noted that the above areas 
include immense tracts which can never 
support any very considerable popu- 
lation. For instance, in the case of the 
British Empire, the deserts in North- 
ern and Southern Africa, the interior 
of Australia, the northern part of 
Canada; in that of Russia, the northern 
part of Russian Siberia; in that of 
France, the Sahara; in that of China, 
most of Mongolia, Tibet, eastern 
Turkestan; in that of the United States, 
Alaska and the more arid regions of 
the United States. 

_ In comparing figures of population, 
the question of quality as well as num- 
ber has to be considered. The negroes 
of the interior of Africa cannot be re- 
garded as being equal in economic 
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value to the same number of citizens of 
Germany or cf Canada. On the cther 
hand, we cannot be sure that the so- 
called inferior races are not merely 
backward ones who will some day 
equal any others. In such matters it 
is impossible to draw hard and fast 
lines. 

We note at the present day a strong 
desire on the part of almost all states 
to be as economically self-sufficing 
as possible. This feeling has been 
strengthened by the experiences of the 
war, but it is evident that such an idea 
is only attainable by the very largest 
political units, if by them. On the other 
hand, we find a growing feeling through- 
out the ‘world that certain of the 
fundamenial raw materials should be 
equally accessible to all, no matter 
under what political jurisdiction they - 
come. These two tendencies are in 
obvious conflict. 


Factors Limiting the Expansion of the Human Race’ 


By Rosert J. McFauu 
Massachusetts Agricultural College 


YR. McFALL spoke briefly on 
agriculture as compared with 
other factors which limit the expansion 
of the human race. He was careful 
not to belittle the importance of agri- 
culture, which in 1918 and in 1919 
supplied 164 per cent and 22.8 per 
cent respectively of the total net in- 
-= come of the United States, and in 

Great Britain before the war supplied 
19.8 per cent of the total net produc- 
tivity of the country. None the less, 
he wondered whether there might not 
be factors which would limit human 
expansion more narrowly than the 
agricultural factor. If a ship is fas- 
tened to the dock by several cables, 
the shortest cable determines its maxi- 
j | Synopsis prepared by the Secretary of the 
Conference and corrected by Dr. McFall. 
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mum distance from the doek. Is there, 
so to speak, a shorter cable than the 
food supply? 

Perhaps the timber supply is more 
limited and its exhaustion will reduce 
us to great stress. Timber, however, 
is not a vital necessity. 

Power is an absolute necessity. It 
is produced chiefly from irreplaceable 
natural resources such as coal, while 
agriculture depends upon the per- 
ennial productivity of nature. Power 
may easily impose narrower limits 
than agriculture upon human expan- 
sion. 

The distribution of food is a limiting 
factor and apparently constitutes a 
greater limitation than the production 
of food. It might be true as a matter 
of long run theory that agriculture is 
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an industry of diminishing returns, but 
during the last century agriculture on 
the whole showed itself an industry of 
diminishing costs. Three million acres 
of land went out of cultivation in Eng- 
land which had been profitable before 
agriculture was extended to new land 
in other countries. It is by no means 
clear that this development is at an end. 
The tropics at present supply only a 
small amount of food, but they may 
prove to be great sources as the Prairies 
did. They are no further removed 
from the possibilities of food produc- 
tion today than the American West 
wes a hundred years ago. Food 
prices have in general kept pace down- 
ward with the prices of other articles 
throughout the past century. Food 
prices now include a greater proportion 
which represents cost of transportation 
and other distributive factors. There- 
fore, distribution is not only playing 
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a greater part than formerly in the total 
cost but is tending to overshadow the * 
costs of original production. A com- 
parison of prices of food in Massachu- 
setts and in leading centers outside of 
New England recently completed by 
the speaker shows that retail prices 
were 16 per cent to 17 per cent 
higher, whereas wholesale prices were 
only 1 per cent to 2 per cent higher. 
This also shows the comparative im- 
portance of the cost of distribution in 
this thickly populated region. In 
conclusion, the speaker stated that, 
while the Federal and State Depart- 
ments of Agriculture were conducting 
marketing research work, other agen- 
cies must also undertake the study of 
the: improvement of the distribution 
of foodstuffs in the mterests of the con- 
sumers because the agricultural agen- 
cies were committed to the interests of 
the agricultural classes. 


Economic Pressure as a Cause of the Revolt of the 
Asiatic Peoples Against Occidental Exploitation 


By CHaries C. BatcHELDER 
Recently Trade Commissioner of the Department of Commerce in India 


T the end of the last century, it 
seemed as if the whole world 
would soon be partitioned among the 
white races, and as if the yellow, brown, 
and black peoples would hereafter play 
only a subordinate part in the economic 
and political development of the human 
race, 

Now, however, the most striking 
fact in Asia is the determined resistance 
which the native populations are offer- 
ing, not only to the political control of 
the white races, but to the commercial 
and economic exploitation of the re- 
sources of their countries by Occiden- 
tals, which has in some cases been 
going on for centuries, apparently 
without attracting any attention. In 


India and in the Philippines there is a | 
well-organized independence move- 
ment, and in India and also in China 
there is a growing sentiment in favor of 
expelling all foreigners. This feeling 
manifested itself in China in the Boxer 
Rebellion, so called, which was origi- 
nally designed to overthrow the Man- 
chu Dynasty, but was cleverly diverted 
by the Dowager Empress into an 
antiforeign movement, which vented 
the hatred of the Chinese for the 
“Foreign Devils” on missionaries and 
businessmen: alike. It is somewhat 
surprising to learn that some of the 
leaders of such movements in all Orien- 
tal countries are men who have been” 
educated in America and in Europe. 


Revout or Asratic PEOPLES AGAINST EXPLOITATION 


Many causes are given for this move- 
ment by different writers, and it is un- 
doubtedly true that many factors are 
contributing to produce it. But there 
is a tendency to overlook the economic 
elements, some of which are of the same 
order as those which have caused the 
migrations of peoples in the last three 
thousand years, and which still tend to 
produce the same results. 

Tt is interesting to note that the 
masses are dimly conscious of the situa- 
tion which their educated scholars fail 
to perceive. The former, however, do 
not have to investigate and reason, for 
the facts are forced upon them in every 
hour of their lives. 

The Chinese have a proverb, “For 
every three mouths, there are only two 
rice bowls,” which means that most of 
the people never have enough to eat. 
Some persons who know Chinese 
thoroughly and are constantly mingling 
with the people say that 80 per cent of 
the talk of the Chinese is about food 
and prices. 

In India they say, “Every 20 years 
there must be either a famine, a pesti- 
lence or war. Of these war is best, for 
some profit while others lose, while all 
lose in the other two.” The shrivelled 
bodies and protruding ribs of the half- 
naked Hindus are evidence that they 
also are underfed. 

In other words, the much discussed 
“Law of Malthus’” is demonstrating 
its validity in Asia, where the popula- 
tion is increasing so much faster than 
the means of subsistence that the 
majority of 600,000,000 live in misery. 


CAUSES OF DISCONTENT 

There are several causes for the 
precarious economic situation, all act- 
ing in the same direction. 

1. Climatic Changes 

It seems probable that certain cli- 
matic changes are taking place in Asia 
which tend to lessen the food supply. 
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Some students are convinced that the 
rainfall in Asia, especially in Central 
Asia, is decreasing, or at least that less 
water is available for the crops during 
the growing season. The deserted 
cities of Turkestan along the caravan 
routes are in regions in which the rain- 
fall is not sufficient to supply the former 
population of these cities. It would 
today be impossible to repeat Alex- 
ander’s feat and to take elephants from 
Persia through the Makran Desert. 
Evidence to this effect abounds from 
Palestine to Mongolia, and it seems 
probable that the drying up of their 
pastures forced the Tartars, Huns, 
Turks anf other races to begin those 
migrations which brought them in 
such forcible contact with the crviliza- 
tions of E-rope, India and China, 
This progressive desiccation tends to 
decrease the food supply, drawn from 
soils exhausted by overcultivation for 
centuries, without proper fertilizers, 
and impoverished by the constant 
washing away of the surface earth and 
the remova: of the humus. Unscien- 
tifie irrigation also often brings in- 
jurious salts to the surface. 


2. Increase in Population 


At the same time the population has 
been increasing rapidly, especially of 
recent years when wars have been less 
frequent, and modern medicine and 
sanitation have lessened the death 
rate. The prevalence in China of an- 
cestor worship is a constant urge to 
every man to have as many sons as 
possible to provide for his happiness 
after death. and that of his fathers, by 
ceremonial worship. A similar desire 
for male children exists in India, where 
the institution of the joint family re- 
moves the prudential checks, and a 
man is not deterred from procreating 
many children by the necessity of sup- 
porting them, as it is the family as a 
whole which pays the bills. 
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There are no reliable statistics about 
the population of China. The figures 
which we have today are merely esti- 
mates, and those relating to the past 
can only be guesses. Some authors 
believe that the Chinese people num- 
bered only 50,000,000 in the prosperous 
teign of K’ang Hsi (1662) instead of the 
present 480,000,000. Wars, famine 
and pestilence have for centuries con- 
tributed to keep down their numbers. 
It has been estimated that 20,000,000 
lost their lives in the T’aiping rebellion, 
which ended in 1864, and that 9,000,- 
000 more died of starvation during the 
famine of 1875, besides the myriads 
who perished in the Mohammedan re- 
bellion of 1878 and in other famines. 
Nevertheless, the increase has been so 
rapid that in 1911 the regions affected 
were as densely peopled as before, 
though the total population of China 
is probably less than it would have 
been without these disasters. 

The Chinese annals give evidence 
that the economic condition of the 
masses was better in 1700 than at 
present. 

We have little more accurate in- 
formation regarding ancient India, but 
we have reason to believe that the 
population was much less, possibly 
about 50,000,000 in the reign of Akbar 
about 1600, when the country was said 
to have been most prosperous. Of 
recent years, however, we have real 
statistics, for the figures were: 


1912 dee chee ssh 206,162,360 
TBBL aaea A 253,896,330 
akat. i ees etek ees 287 314,671 
e Eh EE eat kies 294,361,056 
AGT Soke Yaseen aes $15,156,396 
IDE) i ote ccesei eed 319,075,182 


or an increase of 112,919,772, about 
54 per cent, in 50 years. 

However much difference of opinion 
there may be about the numbers of the 
population in the past, or about the 
economic condition of the masses a few 
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centuries ago, the evidence seems con- 
clusive that the population of both 
India and China has been increasing 
rapidly in the last half century, and 
that but relatively little addition has 
been made to the acreage under culti- 
vation or to the product per acre. We 
must not overlook, however, the suc- 
cessful irrigation of large tracts by the 
British in India, or the expansion of 
the Chinese into Turkestan, Mongolia 
and Manchuria. 

We may, therefore, legitimately con- 
clude that the population is increasing 
so much more rapidly than the means 
of subsistence that the margin availa- 
ble for the improvement of the condi- 
tion of the masses is no greater than 
formerly, and very probably that they 
have less food than 300 years ago. 


8. Stability Shattered by Machine 
Production 


Occidental civilization, however, can 
hardly be justly blamed for the in- 
creasing misery of large numbers of 
Asiatics due to natural causes like 
these, but there are others in which the 
impact of industrialism has evidently 
affected adversely the domestic econ- 
omy of the Orient. 


Asiatic society had in the course of “~. 


ages reached a balance, which was 
essentially stable though constantly 
readjusting itself. Especially in India 
and China, the village was almost 
self-sustaining, producing within its 
borders almost all the articles it needed, 
and importing only a few essential 
articles, such as metals and exporting 
very little; for the cost of transporta- 
tion, without good roads or adequate 
horses and carts, was so great that it 
prevented alike the importation to the 
village of most manufactured articles, 
and the exportation of foodstuffs and 
raw materials. 


In India, not only did each district“ 


grow all its own food, and materials 


= 
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for clothing and shelter, but the ar- 
tisans, such as potters and black- 
smiths, did not sell their wares, but 
furnished the villagers what they 
needed, were called “village servants,” 
and received in return a share of the 
crops, as a sort of tithe. 

A somewhat similar system prevails 
in China to this day, as a friend of 
mine in Peking found to his cost. He 
had rented a farm in the country for the 
purpose of experimenting with im- 
proved varieties of cotton, but his 
laborers persistently failed to plant the 
seed, and it was only after some time 
that he learned that the village elders 
had decided that his land was to be 
planted in wheat for the needs of the 
village and, in spite of all his efforts, 
it was. 

While this system limited greatly 
the variety of commodities in use, and 
was often economically wasteful, it had 
one great merit. Every man had his 
assured place in society, was assured 
of his living, could bring up his children 
without anxiety, and in many cases the 
artisan or farmer could take a genuine 
pleasure in his work. Some students 
of social conditions say that uncer- 
tainty of employment, inherent in our 
- -present factory system, is one of the 
main causes of industrial unrest. At 
any rate this stable organization of 
society entirely suited the Asiatic and 
in the minds of very many its advan- 
tages outweigh its disadvantages. 

Almost suddenly, the disturbing 
factor of Occidental machine produc- 
tion shattered this comfortable, though 
stagnant social organization. ‘The fac- 
tory operatives in Europe and America 
produced more manufactured articles 
than could be sold at home, and so 
enterprising merchants pushed their 
sale abroad, and improvements in 
transportation, by sea and railroad, 

eapened costs so greatly that the 
Asiatic handworkers lost the protection 
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that had been leorded by the lack of 
roads, and were exposed to the full 
force of the competition of power- 
driven machinef¥: "a 

The most striking example of the 
change is the reversal of the textile 
trade between England and India. In 
the early days of the East India 
Company, hąndwoven cotton goods 
were importer from India into Eng- 
land, and were so much better in 
quality and so much cheaper that 
restrictive measures were adopted to 
protect the ritish cotton industry. 
Since the middle of the last century, 
however, British cloths have been 
made so ehe?Ply as to destroy prac- 
tically all of\ the handspinning and 
much of the ;handweaving of India. 
The metal indwstry suffered a like fate. 
The silk weave?s fared no better, and 
countless artis#08 all over the Orient 
found that they were losing their 


customers. 


We all know 
calamities which can overtake business 


ions today is to be 







men or even ng 
undersold, for it m 
ruptcy, unless rem 


swiftly. Now the 


He does not have to w 
trouble is, for foreign 
every bazaar and in the baskets of 
every peddler. It is only nitural that 
he should hate the foreigner X4 all his 
works with the fierce hatred a 
unionists for “scabs” and e 
breakers.” We have great difficulty” 
in understanding the situation, for in 
our more versatile and fluid civiliza- 
tion a man who loses his job can 
usually adapt himself to another kind 
of work, and so make a living. In 
Asia, however, the social structure is 
at once more rigid and more crowded. 
As in a panic-stricken crowd, the man 
who falls cannot struggle to his feet 
and so is trodden toa pulp. In India a 


\ 
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leather worker out ofa job must re- 
main a leather worker, and cannot be- 
come & weaver OF & Carbenter, for caste 
rules do not permit, ang they are more 


severe and more rigidly applied than 
those of any trade unio). 


4, Rise in the Cost of Living 


Our Occidental industrial Organiza- 
tion is based largely upon the impor- 
tation of raw material, from other 
lands, which are made into a great 
variety of manufactured &rticles, which 
in turn are sold at a prot to pay for 
the imported food needeq to feed the 
factory operatives. Hehee markets 
are of the first importane eas manu- 
factured goods must be bid regardless 
of the effect upon the Asiatic artisan, 
and the industrial nations compete 
sharply with each other, hn fend: 
ency to a steady reduci: 

On the other hand, 
terials are produced in 
cotton, wool, silk, jute, 


on in prices. 







ble oils, leather, 
lac, tanning and dyeing materials, 
i many other articles. 
The foreign demafd for these tends to 
raise their price to the handworker, 
and thus. to Fhance the cost of his 
output. ne 

Wheat, Se, beans, sugar, starches, 
vegetable Gils eggs, tea, coffee, spices, 
czca0, ANG other food products are ex- 
ported t¢ the Occident, and the feeling 
among the population that this raises 
‘pricés for them is so strong that govern- 
ments have been influenced to impose 
export embargoes. 

The constant rise in the cost of living, 
due of course to causes that are world 
wide, is believed by the Asiatics to be 
caused by the exploitation of their 
resources by the foreigner. This has 
shown itself in China, not only in the 
Boxer movement, but in popular up- 
risings against concessions to foreigners 
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of the right to construct railways and 
to operate mines and other enterprises. 
It is only natural that the Chinese 
peasants, who see their coal and iron 
mines being worked by foreigners, 
who are in contro! of some of their rail- 
roads, of their post office, and of their 
customs and salt revenues, and who are 
busily engaged in shipping away Chi- 
nese products of many kinds, should 
be easily led by agitators to believe that 
their legendary prosperity would re- 
turn if only the foreigners were elimi- 
nated. This is one of the causes of the 
boycotts, which have affected not only 
the Japanese, largely for political 
reasons, but also the British and 
Americans. 

The hatred of all foreigners from a 
combination of political and economic 
motives is said to be growing in China, 
and to be the cause of the attacks upon 
their lives and property, which are 
causing so much uneasiness. 

In India, the situation is even more 
serious. Agitators, many educated in 
Europe, have been travelling about, 
inciting the population against the 
British, alleging, among other things, 
that the latter are draining India of 
its wealth, pointing to the excess of 


exports over imports, and to the pay-* 


ments of the cost of the army and civil 
service, of pensions, and to the large 
profits of the foreign merchants. 

The remedies proposed by Ghandhi, 
a modern Peter the Hermit, are most 
illuminating. He would meet the in- 
creasing economic stress not by in- 
creasing production, but by diminish- 
ing consumption. He preaches a re- 
turn to the primitive simplicity of the 
agricultural and pastoral conditions of 
8,000 years ago, with a complete 
boycott not only of foreign goods of all 
kinds, but of all Western civilization, 
such as railroads, banks, post office 
telephone, telegraph, and, in short, afi 
the material achievements of the 


~- 
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~- centuries. He insists that his follow- 
ers shall be clothed only in “Swadeshi” 
products (made in India), and that 
they should be spun on the spinning 
wheel, and woven on the handloom. 
All of our comforts and luxuries should 
be banished, and life restricted to bare 
necessities. 

These teachings are not merely due 
to ignorance of economic laws, for he 
has an excellent education, but are in 
accord with the fundamental tenets of 
the various Indian philosophies, which 
teach that all material possessions, and 
all clinging to life and its pleasures are 
dangerous to the welfare of the soul, 
and that salvation consists in giving 
up the world and in devotion to 
spiritual meditation. Nothing could 
be more fundamentally hostile to all 
that the Occident stands for, with its 
efforts to improve material conditions, 
and to inerease the comforts and 
pleasures of life. 


Tue Prories’ REVOLT 


The economic situation of the Asiatic 
masses is not a mere subject for aca- 
demic discussion, but is of immediate, 
pressing importance. It has led, within 

»the last few years, to serious disorder, 
and may possibly lead to wars in the 
future. 

The substitution of a monetary for 
a domestic organization of industry is 
destroying the established order of 
things, and has brought about wide- 
spread misery. The diminishing pro- 
duction is no longer sufficient for the 
increasing population. The Asiatic 
can just exist today; the annual income 
of the Indian individual can hardly 
exceed $30 a year, and few estimate 
that of the Chinese at over 850. Many 
live from hand to mouth, and never 
have enough saved to buy food for 48 
hours, and others live on the verge of 
actual starvation. 

This condition has existed for some 
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time, but the Great War has introduced 
a new factor. Both Indians and Chi- 
nese have been docile in the past, they 
did not feel that they could cope with 
the foreigner, they have had too many 
severe lessons. Now, however, docility 
is a thing of the past, Indians shoulder 
Europeans into the gutter in Calcutta, 
and the lives and property of foreigners 
in China is no longer respected. In- 
dians and Chinese have seen Europeans 
at close range, the old reverence has 
gone. 

The dominart fact in Asia today is 
that Indians and Chinese will no longer 
starve quielly. ‘Their efforts to improve 
their condition may set the world 
aflame. 


PRACTICAL REMEDIES 


Let us briefly consider the remedies. 
The striking fact is that the production 
today of the Indians and Chinese per 
man is so small that they could noi live 
in comfort if every man received as 
wages the whole of his product, with 
no deduction for the use of capital or 
for taxes. 


1. Scientific Agriculture 


Agriculture is perhaps in the most 
precarious situstion, and much can be 
done by the introduction of improved 
seeds, manures, fertilizers, and scien- 
tific rotation of crops. Better tools, 
implements and machinery must re- 
place the primitive wooden contriv- 
ances in use. Power derived from 
coal, mineral ail, and water must re- 
place human muscle, which is almost 
universally in use, assisted by small 
bullocks. 

For all this capital is needed, and this 
is lacking. “The destruction of the 
poor is their poverty.” Codperative 
societies in India are assisting greatly, 
but the existing rate of progress must 
be increased if serious trouble is to be 
avoided, and the whole economic and 
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social organization must be altered 
profoundly in order to remove the 
obstacles which they interpose. 

In China, the agricultural situation 
is most puzzling. Chinese farming is 
practically gardening, with human 
labor used to the limit, and it is difficult 
to see how production can be increased 
very greatly, even with the use of 
fertilizers, machinery and power pumps 
for irrigation. A certain amount of 
relief would be afforded by migration 
to Manchuria, if safety of life and 
property were assured, and to the 
borderlands of Mongolia and Turkes- 
tan, if it were not for the scanty rain- 
fall. ° 

In India there are large areas which 
could be put under cultivation by the 
use of tractors to plough the heavy 
soils, filled with roots and jungle which 
the native ploughs cannot conquer. 
Other districts are gradually being 
brought under irrigation, and much 
can be expected from seed selection, 
the use of fertilizers and of improved 
implements. 

If the governments of both countries 
were to concentrate upon agricultural 
improvement under the administration 
of thoroughly competent men, with 
adequate funds, much could be done to 
improve the economic conditions of the 
agricultural population, but the relief 
would only be temporary, and the 
increase of population would soon 
absorb the margin. 

The Government of Japan has long 
understood the situation thoroughly, 
and has been exerting itself in every 
way to stimulate the increase of pro- 
duction per cho, as well as the acreage 
under cultivation. It has met with 
surprising success, for the acreage for 
1922 was 4% per cent over the five-year 
average for 1910-14 and 18 per cent 
over that for 1885-89, while the yield 
per cho was 14 per cent over 1910-14 
and 41 per cent over 1885-89. The 
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sum of these two factors was an in- - 
crease in 1922 over 1910-14 of 184 
per cent and of 66 per cent over 1885-89. 
Meanwhile the population in 1922 had 
increased 12 per cent over 1910-14 
and 50 per cent over 1885-89, and the 
consumption per head was 8% per cent 
larger than in 1910-14 and 25 per cent 
greater than in 1885-89. 

This shows that the population was 
probably greatly underfed, and it is 
quite evident that the conditions of 
the poorer classes have greatly im- 
proved, and that they are spending a 
large share of their larger wages in 
food. 

One surprising result of these calcu- 
lations made by Mr. R. B. Pendergast, 
who from a study of economic condi- 
tions has been predicting eight months 
in advance what rice prices will be in 
Japan, and to whom we are indebted 
for these figures, is that, if the average 
Japanese only ate as much rice today 
as he did in 1910-14, the production of 
rice in Japan would be sufficient to 
feed the population without the large 
imports of foreign rice which have 
been steadily increasing. In other 
words, Japan can feed itself in case of 
war by reducing the ration of rice. . 

As a matter of fact, not only does ~~ 
Japan import rice from California, 
Saigon, Bangkok and Rangoon, but the 
Japanese raise quantities of barley, 
and import wheat, which is forming an 
increasing element in their diet. It is 
interesting to note that in Japan alone 
in the Orient, contact with the Occident 
has improved instead of injuring the 
condition of the masses. 


2. Manufacturing Goods Now 
Im 


Another remedy is also being tried. 
Both India and China have begun to 
imitate the industrialization of the 
Occident, and have invested large 
amounts of capital in erecting factories, 
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to produce with low-paid labor some 
of the goods which have been imported 
in the past. The increase of cotton 
mills in India and China has been 
making inroads upon the industries of 
Manchester, and causing unemploy- 
ment. Japan has progressed very 
rapidly along the path of industrializa- 
tion, and its products have been sup- 
planting those of other countries. 

The results have not been wholly 
satisfactory, though in some instances 
profits have been large. The condition 
of the operatives is often less comforta- 
ble than that of the agricultural 
laborers, and the slums around the 
mills are among the worst in the world. 
Strikes and labor difficulties of all 
kinds are frequent, and all the indus- 
trial problems of other lands are 
rapidly assuming importance. 

Some investigators expect a restora- 
tion of national systems of economy in 
these countries, with the goods formerly 
produced by the handworker being 
manufactured in the factories of Bom- 
bay and Shanghai, and a decrease in 
the export of raw materials and food- 
stuffs, as well as of the import of 
manufactured goods, with serious ef- 
; fects upon the industries of the coun- 
tries which now exchange products 
with China and India. There is an 
insistent demand in the latter for a 
protective tariff on the American 
model. 

Both the remedies of increased agri- 
cultural production and the manufac- 
ture of goods now imported would be 
only temporary, if the rate of increase 
in the population is not abated. A 
diminished birth rate seems essential 
to the well-being of the continent, and 
this could be brought about only by a 
complete change in the point of view 
of hundreds of millions. 

We have been accustomed to believe 
* that the masses in Asia are so utterly 
engaged in the fierce struggle for mere 
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existence that they are not likely to 
make any concerted efforts to improve 
their economic condition. This was 
largely true in the past, but not today, 
for the startling fact is that all classes 
in Asia are thinking, even the outcastes 
of India, and in many cases they are 
even taking the reins into their own 
hands; — for instance, the “untoucha- 
bles” of the Madras Presidency have 
recently secured a majority in the 
legislature, which has in the past 
always been under the control of the 
Brahmins. 

Indian workers, not only in the 
cotton mills, but in many other lines 
are conspantly striking, very often with 
success, to improve their economic 
condition. 

One Indian writer states: 

The Swadeshi Movement and the report 
of the Fiscal Commission show that opinion - 
in India is being driven by economic 
stringency to seek some solution of present- 
day difficulties, Comity is left behind when 
the rulers fail to organize resources. 


This movement at one time threat- 
ened British control of the country, 
and some of the leaders had definite 
programs of agricultural and industrial 
advance. The Government has al- 
ready passed labor legislation. contain- 
ing many provisions for the improve- 
ment of the status of the laborers along 
the lines laid down by the Washington 
Conference, and is carrying out many 
measures for the assistance of the 
cultivators. Bolshevist agitators have 
been preaching their doctrines, and the 
soldiers and laborers who heve served 
abroad during the war are centers of 
unrest. The ferment of revolt against 
existing misery is spreading and no 
one can say what the results will be. 

A similar situation exists in China, 
where successful strikes are even more 
frequent than in India, and the various 
boycotts of Japanese goods have pro- 
duced serious consequences. Such 
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popular movements have several times 
been beyond the power of the central 
government to control. The situation 
there is complicated by the general 
political chaos and the bankruptcy of 
Government finances. Bolshevism is 
also being preached, especially in the 
industrial centers. 

In Japan, the Government has been 
intelligent enough to follow the ex- 
ample of Great Britain, and to indus- 
trialize the country, thus affording at 
least temporary relief for the economic 
pressure. 


AMERICAN METHODS IN THE 
PHILIPPINES 


It may be interesting to study what 
has been accomplished by the Ameri- 
can Government im the Philippines in 
one instance, where the problems were 
simple, and free from the complica- 
tions which accompany those on a 
larger scale. 

Population among the “Headhunt- 
ers” of Luzon was kept down by head- 
hunting and disease. The Government 
stopped the former for a time, and 
vaccination, sanitation, hospitals and 
doctors diminished the death rate so 
that population increased very rapidly. 
The amount of land in the valleys be- 
tween the mountains of northern 
Luzon suitable for irrigated rice was 
limited, so that the food supply became 
insufficient. 

The Government met the difficulty 
by introducing the use of fertilizers, 
rotation of crops, the use of leguminous 
plants to be ploughed under, seed 
selection, deeper ploughing and better 
methods. As the diet of the people was 
too greatly farinaceous, with few fats, 
oils, or proteins, new food plants were 
introduced from various countries. 
Among them were sweet potatoes, 
benanas, beans, beets, cacao, camotes, 
cabbages, carrots, cassava, cowpeas, 
coconuts, cucumbers, eggplants, en- 
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dives, ginger, gourds, lemons, limes, 
lettuce, mangoes, maize, millet, melons, 
mongoes, mustard, onions, oranges, 
papayas, peas, peanuts, pechay, pep- 
pers, pineapples, pilinuts, potatoes, 
pomeloes, radishes, sorghum, squashes, 
sugar cane, tomatoes, turnips, ubi and 
yams. The keeping of cattle, goats, 
sheep, pigs and chickens was en- 
couraged. 

About a dozen of these food plants 
proved very successful, especially pea- 
nuts, beans and peas, and some of the 
garden vegetables. , 

Some money crops were also neces- 
sary to enable the people to buy 
blankets, tools and other necessaries, 
and so they were taught how to plant 
mulberries, raise silkworms, Arabica 
and Robusta coffee, cotton, kapok, 
quinine, camphor and tobacco. 

The result of this was that the food 
supply became adequate, as many of 
the new plants could be raised on the 
unirrigated hillsides, and the sale of the 
coffee brought in a certain amount of 
cash from the lowlands. Handloom 
weaving, lacemaking, carpentry, bas- 
ket making, and other industries 
taught in the schools, also added to 
their incomes. 

While these experiments were only 
on a small scale, they were carried on 
along scientific lines under expert ad- 
vice, and merit study by those who arc 
engaged in solving economic problems 
in the tropics. Unfortunately they 
were discontinued when American 
administration was terminated, and 
practical autonomy introduced. 


Toe Narn ror TmeLY Remepirs 


We may safely assume that the 
economic pressure upon the masses of 
India, China and Japan is rapidly 
growing unendurable, and that ex- 


plosions of some kind are inevitable, if - 


+ 


effective remedies are not applied. Ás 4 


the misery of the Russian peasants 


è 
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caused the overthrow of the Romanoffs 
and the advent of Bolshevism, so the 
wretchedness of the Oriental cultivator 
is likely to cause revolt against the 
rule of the European races in the coun- 
tries now dominated by them, and 
against their economic exploitation of 
China and other independent lands. 

Absolutely new forces are at work in 
the Orient, unknown in the past eight 
thousand years. National and class 
consciousness are growing apace; the 
war cry is “Asia for the Asiatics!” 
If the rulers do not apply remedies the 
masses will try to throw off the burdens 
which are crushing them, unintelli- 
gently, blindly, disastrously, perhaps, 
but violently enough to shake the old 
order to its foundations, if not to wreck 
it beyond repair. 

Opinions differ as to the imminence 
of this catastrophe, and as to the pos- 
sibilities for averting it, but most care- 
ful students are agreed that something 
should be done quickly, though the 
vastness of the scale makes efficient 
action difficult, in view of the financial 
embarrassments of most Asiatic coun- 
tries, for all social remedies require 
large sums of money from governments, 


,and increases of taxation are at present 


almost impossible. 

Asiatic opinion is growing to believe 
that all the remedies which have been 
outlined are merely temporary, and 
that there is only one effective remedy, 
namely migration, on a stupendous 
scale.1 

Off the coast of China lie the Philip- 
pine Islands, only partly cultivated by 
its 11,000,000 inhabitants. European 
experts from Java have estimated that 
the Philippines could support in com- 
fort 55,000,000 Chinese by agriculture 
alone. i 

The East Indies from Sumatra to 
New Guinea are practically uninhab- 


1 But compare Mr. Culbertson’s statement on 
page 117. 
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ited, with the exception of Java, and 
could maintain a large population, if 
the tropical jungles could be con- 
quered. 

The continent of Australia has only 
a small population, mostly concen- 
trated along the coast of the south- 
eastern portions, and the northern sec- 
tions are not suited for white men to 
work out of doors. 

Africa is undeveloped, the negroes 
are not inclined to labor in the factories 
and in the fields, and white men can- 
not stand the climate except in limited 


areas. 

The basin of the Amazon and other 
large regtons of South America also 
lack the labor necessary to turn the 
tropical forests into Sida dis- 
tricts. 

The Japanese, iie: the people of 
France and of the United States, are 
not contented away from home, and 
have shown no tendency to emigrate 
to Korea or Formosa. The Chinese 
have been very successful in Malaysia 
and many other places, and seem able 
to stand almost any climate or living 
conditions. The Indians have pro- 
vided much of the labor of the Malay 
states, and have penetrated to South 
Africa and Kenya, as well as to several 
districts in South America and the 
West Indies, and to many other places. 

The question is whether the increas- 
ing millions of Asia will be permitted 
to migrate to these unoccupied areas, 
to develop them and provide comfort 
for themselves and their families. Will 
it be possible to confine them forever 
to their present inadequate boundaries? 
Will the white races, which now control 
all these areas, allow the Asiatics to 
populate some sections, while retaining 
others for their own occupancy? Fur- 
ther, will the white races be able to 
feed their expanding millions by agri- 
culture in the temperate zones, or will 
they be forced to draw their supplies 
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of starches, sugars and oils from the 
lands which are now covered by tropi- 
cal forests? It is quite evident that the 
white races cannot provide the labor 
necessary to conquer tropical vegeta- 
tion and diseases. 

At present the white races seem 
disposed to maintain the existing ar- 
rangement. They may be able to do so 
indefinitely, but we may be sure that 
the Asiatic races will make an effort to 
have their views given at least sym- 
pathetic consideration. Today these 
problems are still within the domain of 
the statesman and the economist; to- 
morrow they may be beyond our con- 
trol. r "o 

The situation, is however, not hope- 
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less, for there are some signs of a slow- , 
ing down of the increase of population 
in the Orient, and if this continues and 
is combined with efficient improve- 
ment of agricultural and industrial 
methods, the necessity for migration 
may be indefinitely deferred. 

Of one thing we may be sure, namely, 
that the Asiatic races have not suff- 
cient training to solve their problems 
“unassisted by the capital and the tech- 
nical skill of the Occident. If this is 
not provided, we may see the Orient 
struggling to burst the bonds imposed 
by the Occident. 

Asia will not succumb without a vig- . 
orous effort to secure and hold the un- 
hampered control of its own destinies. 


Raw Materials and Foodstuffs in the War Plans and 


Operations of the 


Army 


By CoLoneL WuLrum P. Wooren 
United States Army 


N his book on the Political Economy 
of War, Professor Pigou makes the 
statement that the real fundamental 
causes of war are, in their last analysis, 
two in number: the desire for domina- 
tion and the desire for gain. Like all 
generalizations this cne doubtless has 
its exceptions, but there can be no 
doubt that in the vast majority of 
cases it will be found that at least one 
of the opponents, and frequently both, 
have been impelled by one or the other 
„of these motives. Usually both mo- 
tives are present, but the desire for 
gain is probably the more impelling. 
This desire for gain may manifest it- 
self as a mere lust for loot among prim- 
itive peoples, a deterraination to open 
new regions to trade, or a purpose to 
seize and to hold fertile lands and rich 
forests and mines, the sources of food 
stuffs and raw materials. 
This last named purpose has been a 


prolific cause of war since the dawn of 
history and doubtless even before that 
dawn. It is Just as prolific today as it 
ever was. The same motive that drove 
the Israelites to the conquest of, 
Canaan drove the German Empire into ~ 
the World War. They were both seek- 
ing a “place in the sun,” lands where 
they might find in the one case, food 
for themselves, in the other, raw ma- 
terials for their industries. 

But we are concerned this afternoon 
not so much with the basic causes of 
war as we are with the effect of food- 
stuffs and raw materials on the planning 
and conduct of war. 

The part which these factors played 


, among the ancients, though relatively 


small, was by no means negligible. 
The supply of arms and equipment 
constituted no particular proble 


_ There was no ammunition to be ex- 


pended and consequently none to be 
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supplied. Clothing wore out and re- 
quired renewal, but in prolonged cam- 
paigns armies were usually small in 
relation to the size of the state and 
their demands for supplies constituted 
no particular drain upon the resources 
of the state. With food the case was 
somewhat different. The soldier must 
get his daily ration. With their inade- 
quate transportation and primitive 
road systems this ration could not be 
brought from afar. The army must 
necessarily live on the country either 
by seizing supplies from the enemy, by 
receiving contributions from its allies, 
or by purchasing from neutrals. The 
movements of an army were therefore 
largely controlled by the existence of 
foodstuffs in the area in which a cam- 
paign must be conducted. In reading 
Caesar’s Commentaries as school chil- 
dren we were not, as a rule, particularly 
interested in his narrative, but we must 
necessarily have noticed his references 
to the res frumentaria and the not in- 
frequent occasions when his plan of 
battle or his conduct of battle was 
hampered by the absence of a part of 
his forces collecting grain. 


Tue Prace oF Foopsturrs Aanb Raw 
' MATERIALS In MODERN Wars 



















But it is in modern times that the 
oblem of foodstuffs and raw mate- 
à has become of such intense im- 
in planning and conducting 
mdustrial revolution which 
ing about a century and 
n accompanied by 
lines of human 
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the cevelcpment of automobile trans- 
portation for both passengers and 
goods has resulted in a rapidity of 
movement and a volume of traffic over 
these roads such as was hitherto un- 
dreamed of. Just as these roads give 
the smaller communities physical ac- 
cess to each other so the application of 
gteam to sea travel and to railroads has 
produced a tremendous flow of men 
and materials between the nations. 
Binding tae whole together is the prac- 
tically instantaneous means of com- 
munication afforded by the telephone, 
the telegraph, the cable and the radio. 

With these wonderful facilities for 
trade if is entirely natural that we 
should se2 a tremendous specialization 
in the industrial growth of the different 
nations, each people developing along 
the ‘ines which its natural environment 
most favored and depending upon others 
for those things which it could produce 
only with difficulty. From the point of 
view of the economic development of 
the world this specialization is most de- 
sirable. It enables the energies of 
every people to be exerted along the 
line3 in which they will be most effec- 
tive. Waste effort is thus largely 
avoided and if universal peace and 
reasonableness could be assured the 
system would be most admirable. 
But no one is yet able to insure univer- 
sal peace and reasonableness, and the 
problems confronting a nation which 
is forced into war are of greatly in- 
creased complexity. 

In the stage to which it is at present 
developed the art of war makes use 
directly or indirectly of practically 
every agency and every material which 
is employed in industry. Coal and iron 
are the bases of modern industry. 
They are also the bases of modern war. 
About cne ton of steel is required for 
ance and transport components 
in the initial equipment of a 
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consumption of steel for military pur- 
poses by the Western European bel- 
ligerents in the World War was from 


: two to two and a half tons for each 


soldier in the field. Steel, of course, 
means coal andiron. Hence the inher- 
ent ability of a nation to sustain a 
prolonged war may almost be gauged 
by its coal and iron production. But 
not quite. These are the most funda- 
mental of the raw materials, but there 
are many other essential ones besides. 
To enumerate them all would be to 
read the entire list of industrial raw 
materials. All these have their part 
to play in ordinary peace-time industry. 
But when a nation enters into a war 
which requires the mobilization of all 
its resources, the demand for these 
materials is vastly increased at the same 
time that the labor available for pro- 
curing them is diminished. The war 
industries must be fed, but the peace 
industries must not be starved. The 
supply must be secured from some- 
where. 

Of course if the country habitually 
produces an exportable surplus of any 
material no problem in regard to that 
material exists. The area which pro- 
duces it must be protected. Chile need 
not worry over a supply of nitrogen nor 
the United States over steel, but Chile 
must guard her nitrate beds and the 
United States must protect its Minne- 
sota mines. 


Maxine Up DEFICIENCIES 


But if deficiencies in the domestic 
supply normally exist they are greatly 
accentuated by the increased demand in 
war. How can these deficiencies be 
made up? ‘There are several ways. 


1. By Rigid Economy 


In the first place a rigid economy in 
the non-military uses of the defici 
material may be voluntarily, 
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none of us will forget the food econo- 
mies practiced in this country during 
the World War, while among the na- 
tions associated with us certain food 
articles such as bread and sugar were 
actually rationed. You know also that 
the distribution of steel and other im- 
portant raw materials was so strictly 
supervised that the industries of this 
country as well as of our associates 
were in reality on limited rations. A 
rigidly practiced economy can always 
ameliorate the situation and, where the 
deficiency is small, may afford a com- 
plete solution of the problem, for 
normally the consumption of every- 
thing 1 is greater than necessity strictly 
requires. This is particularly true in 
America. But, in general, economy 
can be practised only within sharply 
defined limits and must be supple- 
mented by other measures. 


2. By Increasing Domestic Production 


In the second place domestic produc- 
tion may be stimulated. This may be 
accomplished by direct appeal to the 
people or by the much more effective 
appeal of higher prices. ‘The farmer 
will increase his acreage under cultiva- 
tion or will cultivate more intensively. 
Even the city resident will resort to the 
spectacular “war garden.” Mine pr 
duction can usually be increased. 
ducing mines can be worked 
intensively, abandoned 
reopened, and new on 
The tremendous prod 
lead, zine and othe 
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supplied. Clothing wore out and re- 
quired renewal, but in prolonged cam- 
paigns armies were usually small in 
relation to the size of the state and 
their demands for supplies constituted 
no particular drain upon the resources 
of the state. With food the case was 
somewhat different. The soldier must 
get his daily ration. With their inade- 
quate transportation and primitive 
road systems this ration could not be 
brought from afar. The army must 
necessarily live on the country either 
by seizing supplies from the enemy, by 
receiving contributions from its allies, 
or by purchasing from neutrals. The 
movements of an army were therefore 
largely controlled by the existence of 
foodstuffs in the area in which a cam- 
paign must be conducted. In reading 
Caesar’s Commentaries as school chil- 
dren we were not, as a rule, particularly 
interested in his narrative, but we must 
necessarily have noticed his references 
to the res frumentaria and the not in- 
frequent occasions when his plan of 
battle or his conduct of battle was 
hampered by the absence of a part of 
his forces collecting grain. 
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the development of automobile trans- 
portation for both passengers and 
goods has resulted in a rapidity of 
movement and a volume of traffic over 
thes2 roads such as was hitherto un- 
dreamed of. Just as these roads give 
the smaller communities physical ac- 
cess to each other so the application of 
steam to sea travel and to railroads has 
produced a tremendous flow of men 
and materials between the nations. 
Binding the whole together is the prac- 
tical7 instantaneous means of com- 
munication afforded by the telephone, 
the telegraph, the cable and the radio. 

With these wonderful facilities for 
trade if is entirely natural that we 
shou_d see a tremendous specialization 
in the industrial growth of the different 
nations, each people developing along 
the lines which its natural environment 
most favored and depending upon others 
for those things which it could produce 
only with difficulty. From the point of 
view of the economic development of 
the world this specialization is most de- 
sirable. It enables the energies of 
every people to be exerted along the 
lines in which they will be most effec- 
tive. Waste effort is thus largely 
avoided and if universal peace and 
reasonableness could be assured the 
system would be most admirable. 
But no one is yet able to insure univer- 
sal peace and reasonableness, and the 
problems confronting a nation which 
is forced into war are of greatly in- 
creased complexity. 

In the stage to which it is at present 
developed the art of war makes use 
direct7 or indirectly of practically 
every agency and every material which 
is employed in industry. Coal and iron 
are the bases of modern industry. 
They are also the bases of modern war. 
About one ton of steel is required for 
ance and transport components 
in the initial equipment of a 
nidier. The annnal natianal 
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consumption of steel for military pur- 
poses by the Western European bel- 
lizerents in the World War was from 


: two to two and a half tons for each 


soldier in the field. Steel, of course, 
means coal andiron. Hence the inher- 
ent ability of a nation to sustain a 
prolonged war may almost be gauged 
by its coal and iron production. But 
not quite. These are the most funda- 
mental of the raw materials, but there 
are many other essential ones besides. 
To enumerate them all would be to 
read the entire list of industrial raw 
materials. All these have their part 
to play in ordinary peace-time industry. 
But when a nation enters into a war 
which requires the mobilization of all 
its resources, the demand for these 
materials is vastly increased at the same 
time that the labor available for pro- 
curing them is diminished. The war 
industries must be fed, but the peace 
industries must not be starved. The 
supply must be secured from some- 
where. 

Of course if the country habitually 
produces an exportable surplus of any 
material no problem in regard to that 
material exists. The area which pro- 
duces it must be protected. Chile need 
not worry over a supply of nitrogen nor 
the United States over steel, but Chile 
must guard her nitrate beds and the 
United States must protect its Minne- 
sota mines. 


Maxine Up DEFICIENCIES 
But if deficiencies in the domestic 
supply normally exist they are greatly 
accentuated by the increased demand in 


war. How can these deficiencies be . 


madeup? ‘There are several ways. 
1. By Rigid Economy 


In the first place a rigid economy i 
the non-military uses of the 
material may be voluntarily 
ar orhitramly enforced. 
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none of us will forget the food econo- 
mies practiced in this country during 
the World War, while among the na- 
tions associated with us certain food 
articles such as bread and sugar were 
actually rationed. You know also that 
the distribution of steel and other im- 
portant raw materials was so strictly 
supervised that the industries of this 
country as well as of our associates 
were in reality on limited rations. A 
rigidly practiced economy can always 
ameliorate the situation and, where the 
deficiency is small, may afford a com- 
plete solution of the problem, for 
normally the consumption of every- . 
thing is greater than necessity strictly 
requires. This is particularly true in 
America. But, in general, economy 
can be practised only within sharply 
defined limits and must be supple- 
mented by: other measures. 


2. By Increasing Domestic Production 


In the second place domestic produc- 
tion may be stimulated. This may be 
accomplished by direct appeal to the 
people or by the much more effective 
appeal of higher prices. The farmer 
will increase his acreage under cultiva- , 
tion or will cultivate more intensively. 
Even the city resident will resort to the 
spectacular “war garden.” Mine p 
duction can usually be increased. 
ducing mines can be worked 
intensively, abandoned 
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supplied. Clothing wore out and re- 
quired renewal, but in prolonged cam- 
paigns armies were usually small in 
relation to the size of the state and 
their demands for supplies constituted 
no particular drain upon the resources 
of the state. With food the case was 
somewhat different. The soldier must 
get his daily ration. With their inade- 
quate transportation and primitive 
road systems this ration could not be 
brought from afar. The army must 
necessarily live on the country either 
by seizing supplies from the enemy, by 
receiving contributions from its allies, 
or by purchasing from neutrals. The 
movements of an army were therefore 
largely controlled by the existence of 
foodstuffs in the area in which a cam- 
paign must be conducted. In reading 
Caesar’s Commentaries as school chil- 
dren we were not, as a rule, particularly 
interested in his narrative, but we must 
necessarily have noticed his references 
to the res frumentaria and the not in- 
frequent occasions when his plan of 
battle or his conduct of battle was 
hampered by the absence of a part of 
his forces collecting grain. 
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the cevelopment of automobile trans- 
portstion for both passengers and 
goods has resulted im a rapidity of 
movement and a volume of traffic over 
these roads such as was hitherto un- 
dreamed of. Just as these roads give 
the smaller communities physical ac- 
cess to each other so the application of 
steam to sea travel and to railroads has 
produced a tremendous flow of men 
and materials between the nations. 
Binding the whole together is the prac- 
tically instantaneous means of com- 
munication afforded by the telephone, 
the telegraph, the cable and the radio. 

With these wonderful facilities for 
trade if is entirely natural that we 
should see a tremendous specialization 
in the industrial growth of the different 
naticns, each people developing along 
the ines which its natural environment 
most favored and depending upon others 
for taose things which it could produce 
only with difficulty. From the point of 
view of the economic development of 
the world this specialization is most de- 
sirakle. It enables the energies of 
every people to be exerted along the 
lines in which they will be most effec- 
tive. Waste effort is thus largely 
avoided and if universal peace and 
reasonableness could be assured the 
system would be most admirable. 
But no one is yet able to insure univer- 
sal peace and reasonableness, and the 
problems confronting a nation which 
is fcrced into war are of greatly in- 
creased complexity. 

In the stage to which it is at present 
developed the art of war makes use 
directly or indirectly of practically 
every agency and every material which 
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consumption of steel for military pur- 
poses by the Western European bel- 
ligerents in the World War was from 


: two to two and a half tons for each 


soldier in the field. Steel, of course, 
means coal andiron. Hence the inher- 
ent ability of a nation to sustain a 
prolonged war may almost be gauged 
by its coal and iron production. But 
not quite. These are the most funda- 
mental of the raw materials, but there 
are many other essential ones besides. 
To enumerate them all would be to 
read the entire list of industrial raw 
materials. All these have their part 
to play in ordinary peace-time industry. 
But when a nation enters into a war 
which requires the mobilization of all 
its resources, the demand for these 
materials is vastly increased at the same 
time that the labor available for pro- 
curing them is diminished. The war 
industries must be fed, but the peace 
industries must not be starved. The 
supply must be secured from some- 
where. 

Of course if the country habitually 
produces an exportable surplus of any 
material no problem in regard to that 
material exists. The area which pro- 
duces it must be protected. Chile need 
not worry over a supply of nitrogen nor 
the United States over steel, but Chile 
must guard her nitrate beds and the 
United States must protect its Minne- 
sota mines. 


Maxine Ur DEFICIENCIES 
But if deficiencies in the domestic 


supply normally exist they are greatly 
accentuated by the increased demand in 


war. How can these deficiencies be . 


at 
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none of us will forget the food econo- 
mies practiced in this country during 
the World War, while among the na- 
tions associated with us certain food 
articles such as bread and sugar were 
actually rationed. You know also that 
the distribution of steel and other im- 
portant raw materials was so strictly 
supervised that the industries of this 
country as well as of our associates 
were in reality on limited rations. A 
rigidly practiced economy can always 
ameliorate the situation and, where the 
deficiency is small, may afford a com- 
plete solution of the problem, for 
normally the consumption of every- 
thing is greater than necessity strictly 
requires. This is particularly true in 
America. But, in general, economy 
can be practised only within sharply 
defined limits and must be supple- 
mented by other measures. 


2. By Increasing Domestic Production 


In the second place domestic produc- 
tion may be stimulated. This may be 
accomplished by direct appeal to the 
people or by the much more effective 
appeal of higher prices. The farmer 
will increase his acreage under cultiva- | 
tion or will cultivate more intensively. . 
Even the city resident will resort to the 
spectacular “war garden.” Mine p 
duction can usually be increased. 
ducing mines can be worked 
intensively, abandoned 
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some years must elapse before a suff- 
cient increase can be effected. By that 
time the war may be over. It must be 
remembered, too, that this increased 
domestic production is required at a 
time when the available man power of 
the country is bemg heavily drawn 
upon by the army and navy. It can 
only be secured by increased effort and 
longer hours of work, and by bringing 
into the ranks of the workers men and 
women who have until then been either 
unemployed or employed im non- 
essential pursuits. 

The difficulties and delays which 
_ must necessarily be encountered in 
stimulation of domestic production 
may prove fatal unless this stimulation 
is effected in time of peace. Therefore, 
if there is any probability that a coun- 
try in time of war will have to depend 
upon its internal resources for the pro- 
duction of any material essential to the 
prosecution of that war, the peace- 
time production of this material must 
be brought to a point which will insure 
an adequate supply when war comes. 
Let me take an example. Fixed nitro- 
gen is, of course, a basic raw material in 
the manufacture of explosives. The 
only deposits of this material of any 
’ consequence are found in Chile. Ger- 
many, foreseeing that in case of war 
her trade with Chile might be inter- 
rupted, proceeded some years ago to 
establish and develop plants for the 
fixation of atmospheric nitrogen. She 
thus rendered herself independent on 
this score. Had she not done so in 
advance she would have lost the war 
much sooner than she did, for our own 
experience showed that the building up 
of plants for nitrogen fixation cannot be 
accomplished over night. 

Prospective military needs thus often 
force a wise government to maintain 
by tariff, bounties, or other artificial 
Means, the domestic production of 
certain raw materials which ordinary 
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commercial considerations would not 
justify. l 
3. By Imports 

In zhe third place importation from 
foreign sources may be increased. But 
there sre several questions to be exam- 
ined in this connection. Have the 
foreiga sources the physical capacity to 
meet the increased demand? Are we 
sure taat the countries from which the 
supplizs are to be imported will be our 
allies ar neutral? If the trade routes 
by which the supplies are to come lie 
through other states are we sure that 
those 3tates will permit the flow? If 
the imports are by sea can the Navy 
guararteé that our trade will be unin- 
terrupzed? These, questions must all 
be answered in the affirmative if we are 
to couat upon imports for our supply. 
But assuming that we can get them, 
how can we pay for these imports? 
Can we export gold or surplus products, 
or must we obtain foreign credits; and 
will our foreign credit, under the stress 
of a prolonged and expensive war, be 
good enough to enable us to bring in 
all the imports which we shall require? 
There 1s strong reason to believe that if 
the United States had not entered the 
World War the foreign credit of the 
Allies might not have been sufficient to 
enable them to continue to secure the 
supplies necessary to carry on the war 
to a successful conclusion. Imports 
must sometimes in the case of certain 
supplies be a country’s chief depend- 
ence, even in war, but there is always a 
possibility of danger in them and they 
should be depended upon as little as 
possible. 

4. By Substitutes 


In the fourth place substitutes may 
be found for some of the raw materials 
most dithcult to obtain. Usually these 
substitutes do not prove in every 
respect satisfactory. Corn meal in- 
stead of wheat flour, fish instead of 
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flesh, saccharin instead of sugar, infu- 
sions of various leaves, roots or grains 
instead of tea or coffee, are all familiar 
examples of food substitution. Alumi- 
num may in many cases replace copper. 
Steel may be used where brass would 
serve the purpose better. The steel 
cartridge cases which the Germans 
began to use for their 77’s near the close 
of the war are but one instance of a 
multitude of substitutions to which 
they had been compelled to resort. I 
need not mention others. Every stub- 
bornly contested war furnishes scores 
of examples. 


5. By Reserves s 


After a thorough canvass of the 
available resources has been made and 
due weight has been given to the prob- 
able effect of economies, augmented 
production, imports and substitutions, 
there remains one other course open to 
bring about a balance between supplies 
and needs; that is the establishment of 
a reserve. Of course all nations carry 
reserves either of raw materials or of 
finished products, or of both. Every 
army, even the restricted German 
Army, has a certain number of guns 
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ing and maintaining it, are very im- 
portant items and their expensescarcely — 
seems Justified in piping times of peace 
when there is no cloud on the horizon. 
But the situation must be watched and 
at the first sign of impending storm the 
reserve must receive attention and must 
be built up gradually or rapidly, .as 
occasion may demand, until it is 
sufficient to tide over the first few 
months at least. A nation must not 
imitate the shiftless farmer whose barn 
roof could not be fixed when it was 
raining and did not need fixing when the 
sun was shining. The determination 
of the size of reserve to be maintained | 
is not an easy one. Neither demand 
nor supply can be accurately foretold. 
But careful study and good judgment 
can usually produce a reasonably satis- 
factory solution. 

A very interesting deduction as to a 
nation’s effort to build up a war reserve 
of raw materials may be drawn from a 
study of the following table compiled 
from Smith’s Strategy of Minerals, 
which shows the importations of cer- 
tain articles into Germany during the 
fiscal year ending June 80, 1914, in 
comparison with their importation dur- 


and a certain amount of ammunition ing the four years preceding. 
ANNUAL Imports, Per CENT 
ARTICLE 1910-13 Tarrorts, 1914 Tisonnuen 
Nickel from U. S. tons .. 820 4,949 500 
Manganese, tons...... 445,885 816,057 80 
Sulphur from U. S., tons. 8,846 20,220 425 
Brass from U. S., value . #501,359 $1,105,000 120 


with which to begin operations. But 
. the ideally adequate reserve is one 
which would fill the gap between pro- 
duction and consumption throughout 
any war in which the nation might be- 
come engaged. Naturally such a com- 
plete reserve is never held. The first 
cost of establishing it, the cost of stor- 


Other articles could also be listed, 
but these suffice to show very strikingly 
the effort being made to build up a 
reserve of essential war materials just 
before the outbreak of the World War. 
The increase in these importations can- 
not be ascribed to the normal growth of 
German trade, for the quantity of total 
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imports showed no such rise. Every- 
one can draw his own conclusions as to 
what this indicates with reference to 
Germany’s foreknowledge of the com- 
ing war and consequent responsibility 
for it. My purpose in presenting them 
is simply to give a concrete illustration 
of the building up of a war reserve of 
raw materials in advance of a declara- 
tion of war. 


Toe DESTRUCTION OF SUPPLIES 


So much for war planning, now for 
the conduct of war. Of course the 
primary mission of an army is the de- 
struction of the enemy’s armed forces. 
This must generally be accomplished 
by attacking and routing and dispersing 
his troops in the field. But this defeat 
of his armies may often be made easier 
by cutting off their sources of food and 
munitions. The existence of important. 
sources which are susceptible of attack 
is often the basic reason for very im- 
portant military operations. Sher- 
man’s march to the sea furnishes a 
striking and brilliantly successful ex- 
ample of such an operation in our Civil 
War. By cutting off from Lee’s army 
the stream of supplies from the south- 
ern part of the Confederacy he un- 
doubtedly hastened the surrender. The 
prolonged German occupation of Bel- 
gium and northern and northeastern 
France, though not primarily designed 
for this purpose, effectually denied the 
allies the important foodstuffs and coal 
and iron products of those regions and 
thus intensified to a very marked de- 
gree their problems of supply. It made 
it absolutely necessary for them to find 
the ships and the men to bring into the 
scale the vast North American tonnage 
from across the Atlantic. 

If enemy sources cannot be seized 
and held they may sometimes be seized 
and devastated. Devastation is not 
necessarily reprehensible. It only be- 
comes so when carried to lengths be- 
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yond those which the military situation 
requires. Only when extended to ob- 
jects which cannot conceivably have 
any military value to the enemy 
does devastation cease to be a proper 
military measure and become a crime. 


Tae RELATIVE STRENGTH OF THE 
NATIONS 


It mey not be amiss to touch very 
sketchily upon a few points of military 
strength or weakness arising from the 
distribution of foodstuffs and raw ma- 
terials among the leading nations of the 
world. 

The United States is in this respect 
the mast favored nation of the earth. 
We produce all the essential foodstuffs 
and car. exist without any importations 
of them, though we would suffer incon- 
venience from a shortage of sugar and 
tropical fruits and an entire lack of tea 
and coffee. We have coal, iron, petro- 
leum and copper in abundance. Some 
of the minor metals important in steel 
making, such as manganese, we now 
import in part, but could probably 
produc? in sufficient quantity if neces- 
sary. Nickel we must import from 
Canada ard nitrates from Chile. Cot- 
ton we have, of course, but part of our 
wool and all of our silk, flax, and other 
fibers must be imported. Our farm 
areas are not subject to attack, nor are 
any of our other primary sources of 
domestic supply, with the single excep- 
tion of a part of our iron. If Canada, 
with whom we have lived at peace for 
more thar a century, were to join the 
ranks of our enemies, we should have 
to look to the protection of our north- 
ern iron mines. With Canada as a 
neutral or an ally they are safe. 

Great Britain is self-sufficient in coal 
and iron, but has great deficiencies in 
everything else. She can draw upon 
her self-governing Dominions and her 
colonies for many of these, butmust 
look to foreign countries for others, 
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Her problem is mainly a naval one 
which I shall not attempt to discuss. 

France produces a very large propor- 
tion of her food supply, but must make 
some importations. She has a sufficien- 
cy of iron, but her coal is inadequate in 
amount and not generally suitable for 
coking. The union under the German 
flag of Lorraine iron and Ruhr coal, 
which was one of the greatest factors 
in the industrial development of Ger- 
many and the most important eco- 
nomic source of her military strength, 
was dissolved as a result of the World 
War. I have no desire either to express 
or to imply any opinion as to the even- 
tual result of France’s occupation of 
the Ruhr, but if in the course of time it 
should finally work out that Lorraine 
iron and Ruhr coal are again united, 
and this time under the tricolor of 
France, her hand would be immensely 
strengthened against any future Ger- 
man aggression, and she would take 
Germany’s place as a very serious rival 
to the steel trade of Great Britain. The 
weak point in France’s armor is the 
proximity of her iron supply to her 
frontier. France lacks rubber, copper, 
petroleum, and most of the other raw 
materials. She must depend upon an 
open sea and foreign trade for their 
supply. 

Italy is deficient in food supply and 
in practically all important raw ma- 
terials. Her problem is principally a 
naval one. 

Japan is normally slightly deficient 
in food supply, but can make it suffice. 
Her coal reserves are not large, but her 
supply is adequate. She is a producer 
of copper. She is deficient in most 
other essential raw materials, notably 
iron ore. Steel is the very foundation 
stone of modern military power, and of 
steel Japan has never produced in any 
year more than about 600,000 tons. 
Less than one third of the ore for this 
was mined in Japan and Korea. The 
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rest came principally from China. 
This fact alone sufficiently demon- 
strates Japan’s absolute need of insur- 
ing for herself an uninterrupted flow of 
raw materials from China. Her own 
total reserve of iron ore is less than is 
produced each year in our Lake Su- 
perior district. Of Japan’s importa- 
tions of steel and iron the United 
States supplies 60 per cent. She pro- 
duces something over 300,000 tons of 
petroleum per annum from which only 
50,000 tons of oil for her navy can be 
obtained. This would last her navy 
under war conditions about one month. 
Three fourths of her imports of petro- 
leum come from the United States. 
Hence her need for the northern half 
of Sakhalin, where extensive oil fields 
are found to exist. All her rubber, 
wool and cotton must be imported. Of 
these she secures from China only 
cotton, and not more than 5 per cent 
of her requirements at that. One half 
of her cotton comes from the United 
States, the rest from British India. | 

The material basis of Germany’s pre- 
war military strength lay in her produc- 
tion of coal and iron. As a result of the 
war she has lost most of her iron and 
much of her coal. Her coal supply, if 
we may include the Ruhr, is still suf®- 
cient. Her iron ore must be largely 
imported. She is deficient in most 
other military raw materials and in 
food supply. 

As regards Russia and China, the 
absence of national unity of purpose, 
the lack of good communications, and 
the backward state of industrial devel- 
opment render a present discussion of 
the military significance of their raw 
materials of academic interest only. It 
is sufficient to say that these countries 
have natural resources of great im- 
portance, and may at some time in the 
future become military powers who 
must be very seriously considered. 

The South and Central American 
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states are self-sustaining as to food and 
produce many important materials. 
Jron ore is largely lacking except in 
Brazil, and coal is of rare occurrence. 
In none of them does there exist the 
conjunction of the two which makes 
possible that high industrial develop- 
ment which must form the economic 
foundation of strength in war. 

I have purposely avoided details and 
refrained from giving many figures. I 
have tried to outline, in a very sketchy 


275 


way, one of the important problems 
which must be solved by a nation con- 
fronted with prospective war. I am 
not trying to persuade anyone that this 
is the only problem, nor even that it is 
the main one. Battles are, after all, 
not fought by materials, but by men. 
Things may aid men, or lack of things 
may hamper them, but the issue of 
war is primarily determined by the 
courage, Cevotion, tenacity and genius 


of men. 
t 


Raw Materials and Foodstuffs in the War Plans and ` 
Operations of the Navy 


By CAPTAIN Frank H. SCHOFIELD ; 
United States Navy 


T is rather dull business to have to 
listen in time of peace to the re- 
quirements and the problems of war. 
We all hope that there may be no war 
again, but we also hope sometimes in a 
rather vague and dreamy way that, 
should it come, those army and navy 
people will make it short and snappy, 
and that we shall vindicate effectively 
and conclusively our own particular 
brand of justice and idealism. J think 
“that brand is the best in the world, but 
if all the world agreed with you and 
me there would be no more war, nor 
rumors of war. I hope that armies and 
navies are going to have one grand and 
glorious vacation, but sometimes I 
have my doubts. Statesmen and 
rulers, be they autocratic or demo- 
cratic, seem ever determined that 
military and naval forces shall not be 
too idle. 

I shall not attempt to deal in detail 
with sources, or kinds, or quantities of 
raw materials, but, instead, shall try 
to point out to you some of the prob- 
lems which they present to navies in 
time of peace as well as in time of war. 

First, what is a war plan? 


There i3 an idea somewhat current 
that a war plan tells the commander in 
the field or the admiral at sea what to 
do under all conditions; that it is 
something like the plan of a house— 
complete ir. all its details from cellar to 
garret. C4 course this is not the case. 
A war plar. embraces in detail all the 
preliminary measures for war up to 
first conteect with the enemy. After 
that it outl:nes the general aim and the 
subsidiary aims, but of necessity leaves 
to the man on the spot the decision as 
to how to accomplish these aims. 
When two wills are in conflict, our own 
and the eremy’s, our will cannot be 
carried out uninfluenced by the ene- 
my’s will. 

For instaace, no war plan could have 
foreseen ani provided for the first two 
great naval actions in the war between 
Great Britain and Germany, one off 
Coronel, Chile, and one off the Falk- 
land Islands. Yet these actions were 
necessary tarts of the general aim of 
protecting <ea-borne commerce on the 
one hand and of attacking it on the 
other hand. 


Then, too, war plans do not begin 
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with the war. They carry on during 
all the days of peace as well. 

In those governments where military 
affairs are necessarily always well to 
the front in the public mind and in the 
mind of the government, scarcely a 
week passes when decisions are not 
taken that bear directly on national 
military or economic strategy. Our 
geographic isolation and our wealth of 
natural resources are principally re- 
sponsible for the freedom we feel in 
these respects. If political considera- 
tions should lead us to break down this 
kind of isolation, then we may expect 
to experience in no small degree the 
concern and the fears that lark always 
in the capitals of Europe and from 
them radiate to the peoples of Europe. 
We shall then be obliged to consider 
more carefully than we consider now 
each move that influences the strategy 
of our world position and shall be 
obliged to guard with special care the 
freedom of naval action that is neces- 
sitated by the assumption of more 
distant and intricate world responsi- 
bilities. 

From the very nature of war plans, 
their lack of detail, their instability 
even in some of their major features, 
it is not possible to provide definitely 
for those raw materials and for those 
commodities in general that must come 
to us by way of the sea. Provision for 
these must be sought in general peace- 
time preparation. 


Nava. vs. Mourary Nerps 


The problems presented to navies 
by question of supply of raw materials 
from external sources are not greatly 
different from similar questions of 
supply of commodities in general. 
These problems are problems of sea 
transportation. Of course navies have 
to consider specifically their particular 
needs for particular raw materials, but 
these needs, except for fuel, bulk so 
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much smaller than military and na- 
tional needs that there need be but — 
little time given to their specific con- 
sideration. There is this difference, 
however, between naval needs for 
material and the broader military and 
national needs for material. Navies 
must have their essential supplies 
available where needed before war 
comes, else they will be unable. 
promptly to operate to open up the 
road across the sea to those sources of 
materials and commodities essential 
to the national effort in war. If the 
navy cannot begin to operate immedi- 
ately upon the outbreak of war—if its 
fuel is inaccessible, for instance—or 
if it has exhausted its supply, it will 
give no support to the national effort 
to bring in essential raw materials. 
The sea will belong to the enemy. 
This is the reason why the naval 
officer constantly presses towards the 
goal of a fleet always manned and 
always ready, for it alone, so far as 
America is concerned, is the barrier 
behind which the nation may prepare 
to put forth its effort. 

The case of oil fuel—petroleum— 
is a case in point. The supply is 
limited. Some say to 20 years, others 
50 years, but all agree that as between 
oil and coal, coal will last much longer. 
The warship that burns oil is vastly 
superior as a fighting ship to the ship 
that burns coal. It can steam at 
highest speed for days, while coal soon 
clogs the boilers of the coal-burning 
ship at highest speeds and slows it 
down after a few hours. The oil 
burner can take fuel at sea from an- 
other ship. It can be built so as to be 
almost unsinkable by torpedoes. It 
can use smoke screens to the confusion 
of the enemy. It requires a smaller 
crew. It can steam farther. All 
these and other advantages make a 
reserve supply of oil of the highest 
naval importance. The oil-burning 
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navy that fights a coal-burning navy 
has an easy task. Ours is an oil- 
burning navy. We must keep it so or 
build a new navy. 

Some years ago some valuable oil 
land out West was set aside as a 
United States naval oil reserve. It 
was said to be enough to keep the Navy 
going a century. But as is always the 
case in nearly every government the 
pressure of organized private interests 
was too strong. The Navy lost con- 
trol of the reserve. Today it is in 
other hands and will be exhausted con- 
currently with other national oil re- 
sources. Last year several hundred 
square miles of land in northern Alaska 
were set aside as a naval oil reserve. 
If there is any oil there we shall be 
glad. But we live in fear that some 
zealous but misguided naval officer 
will go up there and discover oil before 


the Navy has to begin using it. 
PROTECTING SHA-BOBNE COMMERCE 


How does the navy guard the sea- 
borne commerce of its country? How 
are essential raw materials to be 
guarded on their way to us from over- 
seas? 

What steps during times of peace 
will help? What during war? 

I shall try to indicate the answer to 
the second question first. 

In the winter of 1915 I was cruising 
down the west coast of Africa looking 
for a corrugated iron roof to show 
through the coconut trees and tell me 
that I was near the port of my destina- 
tion, when I sighted a long line of 
native dugout canoes stretching from 
a thatched village on the beach far out 
to sea. In each canoe there were two 
natives and two rifles. Nearby were 
other canoes rolling lazily about carry- 
ing other natives who were peacefully 
engaged in fishing. 

The tribe was at war with two other 
neighboring tribes, one to the north 
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and one to the south. The jungle be- 
tween those tribes was practically 
impenetzable—no fighting was possible 
in the jungle. The tribe to the south 
depended largely on fish for food. 
The tribe to the north needed rice from 
the south. Neither of these tribes 
were very good at canoe building or at 
handling canoes, So when one of 
them went for fish or the other for rice 
by sea, as they were compelled to do, 
the seagoing tribe, the one with the 
long line of canoes stretching seaward, 
attacked their enemies, and some days 
afterward those venturesome food- 
seeking canoes would drift on their 
own sheres bearing the headless trunks 
of their late occupants. So when I 
came to that line of canoes it was 
lolling lazily in the sun and security 
reigned in the village on shore while 
the men got ready to deliver by sea the 
coup de grace to their enemies. 

It struck me then that there before 
me was spread out the fundamentals 
of nava. warfare. To use the sea for 
one’s self. To deny its use to one’s 
enemies. To guard one’s own shores, 
and finally, if no other means will 
serve, to attack by way of the sea. 
I know of no clearer, no sounder illus- 
tration of the relation of naval action 
in time of war to the supply of raw 
material that must come by way of the 
sea. No books, no generals, no ad- 
mirals had taught that native tribe its 
strategy, but the stern struggle for 
existence had led them to the sound 
application of strategic principles 
adapted to their special environment. 

So in time of war the theater of 
which may be all the seas and where 
the sources of food and raw materials 
may be the four corners of the globe, 
the effort must be to close all those 
seas to enemy use and to keep them 
open for our own use. There is just 
one final, one conclusive way of ac- 
complishing this mission, and that is 


. ments would be. 
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by the destruction of enemy-fighting 
ships wherever they may be. All 
other methods are palliative, not con- 
clusive. In this fact lies the reason 
for the constant insistence by naval 
officers on fighting ability as the 
primary consideration in every type of 
ship, and the further insistence on 
at least equality in numbers. Like 
most other Americans we are willing 
to back ourselves if we have a 50-50 
chance. 

Of course it is impossible to guard all 
routes, to escort all vessels carrying 
supplies, so we have to estimate values, 
determine essentials and guard them. 
First of all these essentials is thre actual 
line of supply of the forces at sea. 
That must not be interrupted or naval 
effort will be discontinuous, halting, 
ineffective. 


PROTECTING THP LINE OF SUPPLY 


I do not want to burden you with 
statistics, but I do want to leave with 
you some realization of the fuel prob- 
lem of a navy at war far from its source 
of supply. Merely as a picture let us 
take the fleet that was left to us after 
the Treaty for limitation of naval 
armaments and put it, together with an 
appropriate military force, in the 
western Pacifc in defense of, say, a 
totally independent Philippine Re- 
public and see what our fuel require- 
How many fuel 
ships would be required to keep our 
Navy active out there? If every oil 
tanker were of the uniform size of 
10,000 dead weight tons—a fair-sized 
vessel—we would require not far from 
500 such vessels for the transportation 
of oil fuel alone. We would require 
nearly 100 vessels of similar size for the 
transportation of coal. Added to this 
enormous fleet there would be hundreds 
of vessels carrying food, clothing, 
munitions, troops. 

This illustrates the magnitude of the 
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problems that distant action by naval 
and military forces entails. But the 
above mentions only the dramatis 
personae of the story. The action of 
the story may be triumph or tragedy 
depending on the degree of our clear 
thinking and sound action in peace as 
well as in war. ‘Those cargo ships no 
matter where they operate—no matter 
in which ocean the difficulty may be— 
must travel over great distances ex- 
posed to attack. It matters nothing 
to the distant fleet whether a fuel ship 
be sunk as it is leaving port, or just as 
it is about to complete its outward 
voyage, the fuel is lost, naval action 
correspondingly hampered. So the 
question of guarding those 
throughout their voyage is one of con- 
stant concern. You saw a very mild 
example of it during the World War 
when we had only the submarines to 
fear. 

At the beginning of the World War 
there were at large ten rather unim- 
portant German vessels of war in 
position to do damage to the com- 
modity streams flowing in ships toward 
the Allies. It took over a hundred 
allied ships, many thousands of miles 
of cruising, and months of the most 
persistent naval effort, to clear the 
seas of those ships. Think of the 
problem when war is between two 
powers both of which may send its 
vessels to sea with comparative free- 
dom when whole navies instead of a 
few furtive cruisers will operate against 
shipping. 

J am not going to tell you how we 
propose to solve these problems of 
defense, but I betray no secret when 
J say that the constant effort in build- 
ing up and training any navy is directed 
towards an ability to cope with this 
and similar problems through the 
medium of battle. Protection on the 
spot will be impossible except in very 
congested areas, so that pursuit will 
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depend upon the measures taken in 
time of peace, the fuel accumulated in 
areas of operation, and, mark this 
carefully, the international agreements 
made. 


Peace Time MEASURES 


What measures taken in peace will 
assist the flow of raw materials from 
overseas in time of war? 

I would put cordial foreign relations, 
not public only, but private as well, 
in the front rank of these measures. 
Neutrals in war are bound to be in- 
fiuenced by feelings, so we come to 
know neutrals as benevolent, strict 
and hostile (if that term may be used 
of neutrals). Our peace aim from a 
purely material standpoint should 
therefore be to lay the firm .bases of 


friendship everywhere. This looks 
sordid, but it is not. It is reality 
stripped of camouflage. It is the same 


as if we should dissect the graceful— 
and even convincing—generalities we 
listen to regarding America’s non- 
coöperation and find the heart of the 
matter to be, as it is, a unanimous 
foreign demand that America cancel 
the debts of the Allies, float a German 
loan sufficient to pay the reparations, 
‘then whistle for payment during the 
next century while American manual 
labor sweats for Europe, and Euro- 
peans tell us in solemn phrases how 
often and how fully we fail in our 
manifest duty. 

But the reason for cordial foreign 
relations is basically something quite 
different. There is but one safe road 
to travel and that one road is a happy 
road to travel, the friendly road. 
Fortunately it suits our material as 
well as our spiritual interests to travel it. 

Next to cordial world-wide foreign 
relations I would put among the 
measures to be taken in time of peace, 
thaterial security,—the ships, the 
bases, the men, who are fitted for the 
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tasks that may lie before them. These 
questions of ships, and bases, and men, 
are the cnes we Army and ~Naval 
officers bother you about so much and 
to which ve fear you listen with some 
impatience. Frequently you place 
your sentiment, your emotion, against 
our professional judgment and feel 
a thrill of accomplishment. But when 
you come to deal with facts we notice 
you never send a group of pacifists to 
protect missionaries, but guns and 
bayonets ‘mstead. Jf Haiti runs amuck 
—off go the Navy and the Marines— 
if Europe is perishing—off goes the 
Army. ‘Tre nation has assigned to us 
of the Army and Navy the duty of 
being responsible all our lives for your 
well-being and your protection. We 
are denied, therefore, the pleasure of 
relaxing zo sentiments satisfied, and 
are condemned instead to think and to 
struggle with realities, present and 
future. We find our rich rewards in 
the satisfaction of loyal service. 

And next among the measures to 
assist the flow of raw materials from 
overseas <n time of war I would put 
successful international negotiations. 
All of you have heard that the Navy is 
the nation’s first line of defense. It 
is not so. Diplomacy, statesmanship 
is the first line. The Navy moves up 
to the firirg line only when diplomacy 
fails and falls back, not before. Some- 
times, as in 1908, it parades, for diplo- 
macy, and always it is visible in the 
background, but during all the days of 
peace, diplomacy itself is on the firing 
line. So watch carefully the battles 
it fights. When war is over, diplomacy 
again moves into the firmg line and 
wins new victories, or, sometimes, 
loses the victories won by blood. 

Just on2 instance of the influence of 
diplomacy on the flow of raw materials 
in time of war,—the submarine ques- 
tion at the Washington Conference. 

Great Eritain wanted submarines 
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abolished—a laudable purpose that 
was consonant with her desire to 
ameliorate the unavoidable exposure 
of her sea lines of supply. Her 
interests would be served by the 
abolition of submarines. The less 
powerful maritime nations would not 
agree because they believed their 
interests would suffer by the abolition 
of submarines. So we kept the sub- 
marines but agreed to a treaty that 
seemed to limit their action, that ex- 
empted the merchant ship from their 
field of action. The point of the law 
was emphasized when Mr. Root placed 
halters around the necks of naval 
officers. It looked as if Great Britain 
had succeeded very largely in her aim 
of making submarines impotent against 
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commerce. But French statesmen 
step forward to pull the teeth of the 
treaty by offering reservations per- 
mitting submarines to attack any 
vessels in the same manner as they 
might be treated by other vessels of 
war, and there the matter stands. 
This is diplomacy fighting for war ad- 
vantage in time of peace. 

These are only high spots of the 
general problem of foodstuffs and raw 
materials as related to war plans, that 
in war may call navies to far and un- 
expected fields of action. Think care- 
fully before you tie the Navy hand and 
foot and throw it into its home ports _ 
while your interests as well as those of 
humanity, stretch across many seas 
into many lands. 
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Report of the Board of Directors of the American Academy 
of Political and Social Science for the Year Ending 
December 31, 1923 


I. REVIEW OF THE ACADEMY’S 
ACTIVITIES 


[T is the source of very great gratification 

to the members of your Board to be able 
to report notable progress during the year 
1923 in the activities of the Academy. The 
vision of the founders of the Academy in 
organizing an institution entirely free from 
partisan affiliations for the consideration of 
our great national problems has placed the 
Academy in a position to perform with each 
year increasing national service. An ever 
widening group of our citizens is looking to 
the Academy for enlightenment, and even 
for guidance. With each year the influence 
of the Academy’s publications is strength- 
ened. 

During the present year the Academy 
has held a series of national conferences, 
which have attracted widespread attention, 
and it is the hope of your Board that in the 
course of time all the Academy sessions will 
be in the nature of national conferences, 
bringing together the leading authorities 
from all sections of the country, and pre- 
senting the subjects under discussion from 
widely different viewpoints. 

Your Board desires again to avail itself of 
the opportunity to express its deep appre- 
ciation of the devoted and unselfish service 
of the Editorial Council under the able 
leadership of its chairman—Dr. Clyde L. 
King. In the editing of special volumes, 
the council has secured the coöperation of 
experts from different sections of the coun- 
try, and the Board desires to avail itself of 
this opportunity to express its appreciation 
to those who have undertaken the responsi- 
bility for the editing of these volumes. 

As a tribute to the memory of Dr. Simon 
N. Patten, who was not only one of the 
founders of the Academy, but also con- 
tributed so much to the development of the 
Academy’s work, your Board decided to 
establish a special memorial fund of at 
least $20,000—the mcome of which is to be 
used for special investigations, especially 


those in which Dr. Patten was particularly 
interested. The total of cash pledges up to 
the present time amounts to $2,924.00. It is 
the hope of your Board that the full 
amount cf $20,000 will be completed within 
a reasonable time. 

The question of a permanent endowment 
fund has continued to receive the attention 
of your Board. We are anxious that this 
fund should represent the contributions of 
the members of the Academy, and we are, 
therefore, urging upon the members the 
desirability of making contributions, no 
matter how small, in order that this endow- 
ment fund shall represent the united effort 
of the Academy membership rather than 
the contribution of a few individuals. 

It is increasingly evident that what the 
Academy needs is the opportunity to ap- 
point a group of special research assistants 
or Fellows, who will devote all their time to 
the investigation of the economic and social 
problems to which the Academy is dedi- 
cated. 


H. PUBLICATIONS 


During the year 1928 the Academy pub- 
lished the following special volumes: 

Public Welfare in the United States 
(January). 

The Direct Primary (March). 

Social and Economic Conditions in the 
Dominion of Canada (May). 

America’s Relation to the European Sit- 
uation (July). 

Prohibition and Its Enforcement (Sep- 
tember). 

Psychology im business (November). 


Ul. MEETINGS 


During the year that has just come to a 
close the Academy held the following 
sessions: 

January £0, The Naval Policy of the 
United States. 4 
February 84, The County Jail and, the 
Treatment of the Criminal. 
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March 17, Internationalism—A Hope for 
the Future. 

May 11 and 12, The Twenty-Seventh 
Annual Meeting—A merica’s Relation to the 
European Situation. 

November 16 and 17, The Price of Coal— 
Anthracite and Bituminous. 

November 80 and December 1, Sessions in 
Commemoration of the Hundredth Anni- 
versary of the Monroe Doctrine. 


IV. MEMBERSHIP 


During the year 1923 the Academy re- 
ceived 1,269 new members and 140 new 
subscriptions, or a total of 1,469. The 
Academy lost 77 members by death; 675 by 
resignation; and 198 delinquent members 
and 97 subscriptions were dropped. The 
present membership of the Academy is 
7,312 members and 1,482 subscriptions, 
making a total of 8,744. 


V. FINANCIAL CONDITION 


The receipts and expenditures of the 
Academy for the fiscal year just ended are 
clearly set forth in the treasurer's report. 
The accounts were submitted to Messrs. 
E. P. Moxey Company for audit, and copy 
of their statement is appended herewith. In 
order to lighten the expenses incident to the 
Annual Meeting a fund of $2,254 was raised. 
The Board desires to take this opportunity 
‘to express its gratitude to the contributors 
to this fund. 


VI. CONCLUSION 


Your Board is still giving careful atten- 
tion to the matter of establishing Academy 
centers in the different sections of the coun- 
try. We are conscious of the fact, however, 
that to undertake this larger work, it will be 
necessary greatly to increase the Academy’s 
staff, and also to provide for a salaried 
director. The Academy now enjoys the 
services of a group of men who give their 
time and energy to the work without any 
compensation other than the satisfaction 
that comes from performing a service to the 

ation. If, however, Academy centers are 
to be established in different sections of the 
country, an administrative organization will 
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be necessary, far more elaborate than that 
which exists at present. Your Board would 
greatly appreciate the expression of opinion 
of the members of the Academy on this 
important step. 

In conclusion, we desire to emphasize the 
importance of the more active participation 
of our members in the work of the Academy. 
With a membership distributed throughout 
every state of the Union, the Academy 
through the active interests of its members 
will be in a position greatly to strengthen its 
national influence. 


Epwaep P. Moxuy & Co. 
Real Estate Trust Building, Philadelphia 


: January 17, 1924. 
CHARLES J. Ruoaps, Esq., TREASURER, 
American Academy of Political and Social 
Science, Philadelphia, Pa. 


Dear Sir: 


We herewith report that we have audited 
the books and accounts of the American 
Academy of Political and Soctal Science for 
its fiscal year ended December 81, 1928. 

We have prepared and submit herewith 
Statement of Receipts and Disbursements 
during the above indicated period, together 
with Statement of Assets as at December 
31, 1928. 

The Receipts from all sources were veri- 
fied by a comparison of the entries for same 
appearing in the Treasurer’s Cash Book 
with the record of Bank Deposits and were 
found to be in accord therewith. 

The Disbursements, as shown by the 

Cash Book, were supported by the proper 
vouchers in the form of cancelled paid 
checks or receipts for moneys expended. 
These were examined by us and confirmed 
the correctness of the payments made. 
V The Investment Securities listed in the 
Statement of Assets were examined by us 
and were found to be correct and in accord 
with the books. 

As the result of our audit and examina- 
tion we certify that the statements submit- 
ted herewith are true and correct. 


Yours Respectfully, 
(Signed) Epwarp P. Moxey & Co., 
Certified Public Accountants. 
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AMERICAN ACADEMY OF POLITICAL AND SOCIAL SCIENCE 


STATEMENT oF RECHIPTS AND DISBURSEMENTS FOR FISCAL YEAR 
ENDED DECEMBER $1, 1928 


Cash Balance January 1, 1928. .. .... 


Members’ Dues ... 

Special Donations. 

Subscriptions... . 

Sales of Publications 

Securities Sold or Matured. 

Interest on Investments and Bank Deposit. 
Endowment Account. . ee 

Patten Memorial Fond. hurano tom ik oe 
Gain on Sale or oe of Securities 
Sundries .......... n 


Disbursements 


Office Expense ... .. 

Philadelphia Meetings 

Publicity Expense..... 

Publication of The Annals” 

Membership Records 

Sale of The Annals . 

Securities Purchased . 
Discounts and Collections... . .... ....... 


Cash Balance December $1, 1923 


Investments (Book Value). aeaa se ee eee 


Cash: 
In Academy Office. 


*-¢@# @ 8 = g; a.C 


In Treasurer’s Hands, Girard Trust Company.. 


$34,897 04 


2,254 00 
6,710.10 


. $121,818.50 . 


$400 .00 


8,035 . 62 


$8,474 . 99 


61,562.53 


$70,037.52 


61,601.90 


$8,435 .62 


8,435 .62 


$129,749 12 


Nomen 


Book Department 


THompson, Warrer, Po.D. Federal Cen- 
tralization. Pp. 899. Price, $82.75. 
New York: Harcourt, Brace & Company, 
1928. 


The increase of national authority is at- 
tracting more attention than at any time 
since the Civil War. The important powers 
which have recently been taken over by 
the Federal Government have strengthened 
the popular interest in this subject. Dr. 
Thompson’s work is therefore most timely. 
The author divides his subject into four 
parts: 

1. Constitutional aspects. 

2. A description of national social legis- 
lation. 

8. An outline of national economic laws. 

4. The problems and difficulties arising 
from national centralization. 

In Part I, the chief attention is given to 
the Federal commerce and tax powers, the 
postal clause and treaties. Here the author 
shows clearly and accurately the gradual 
growth of Federal authority resulting from 
the broadening of these clauses of the 
Constitution. 

In Part I, the author describes the legis- 
lation against lotteries, vice, impure food 
and drugs, child labor and the attempts to 

' promote education and public health and to 
suppress the sale of intoxicants. 

_ In Part IIT attention is given to railway 
and shipping regulation, the anti-trust laws, 
the act requiring publicity and regulating 
trade competition, also the Federal regula- 
tion of labor problems. 

In Part LV, following the preceding sur- 
vey and description of the facts of concen- 
tration, the author presents some of his 
conclusions as to the substantial difficulties 
which are bound up with our growing 
nationalization. 

Dr. Thompson frankly discards all quib- 
bles over the constitutionality of this or 
that exercise of Federal power and asks: 
Is further centralization advisable? He 
fjnds that this question is facing every large 


national government whether it is federally 


organized like our own, or not. In America 
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he holds that it is better to avoid Federal 
regulation by indirect and devious routes 
such as the use of the tax power. Our 
Federal Government has not adopted a 
comprehensive, constructive program of 
legislation on commercial subjects nor has 
it drawn up any systematic plan of admin- 
istrative authorities to enforce the national 
regulation except in matters dealing with 
the railways and business combinations. 
Here the two great national commissions 
have been organized on a scientific basis. 
We should have both a legislative and an 
administrative policy, in keeping with the 
breadth and magnitude of national 
problems. 

The author considers the problem of 
national unity and points out that the pres- 
ence of some 14,000,000 people of foreign 
birth, in addition to the colored population 
of the South, delay the attainment of this 
unity. There are also distinct sectional and 
local differences leading the people of each 
district to regard national questions from 
distinct and separate viewpoints. The 
author points out that various writers have 
dwelt on the great advantage of diversity of 
regulation by state rules on many problems. 
The possibility that experiments may be 
made in each state and watched by the 
others, offers a benefit which should not 
lightly be discarded for centralization. 
Such state experiments as the minimum 
wage for women, the regulation of employ- 
ment bureaus, mothers’ pensions, the sup- 
pression of the social evil, a probation of 
adult first offenders, the juvenile court, 
municipal ownership of utilities, factory 
sanitation, etc., would be highly dangerous 
were they made by the central Government 
for the naticn asa whole. Political progress 
built on local experiments is far more apt 
to be sound and to avoid costly failures of 
wide scope than it would be were our regu- 
lative and governmental powers further 
centralized. 

The transfer of authority to the national 
Government encourages congressional log- 
rolling. The Wisconsin congressman who 
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is interested in filled cheese, but cares noth- 
ing for cotton, may support the cotton 
legislation of the Georgia member in return 
for the latter’s vote on filled cheese. 

The personnel problem also threatens to 
be a serious one in the author’s view. It 
has two sides, its effect on the government 
and upon the people. A distant, remote 
administrative commission ig always in 
danger of becoming bureaucratic in its 
methods. Burdened with many duties it 
must systematize its work according to 
fixed, rigid standards and it thus loses the 
personal touch and becomes a routine body. 
Again, the people themselves suffer a de- 
pressing influence from remote government. 
In the state they can control common- 
wealth affairs. They can and do write to 
administrators and lawmakers. But this is 
not possible with a centralized control at 
Weshington. There are inconvenient de- 
lays and mechanical solutions of problems. 
Red tape is prevalent in all large national 
governments where centralization is prac- 
ticed. 

Again, on the score of democracy the 
author indicts centralization. ‘The people 
cannot possibly be interested in govern- 
rnent unless the individuality and autonomy 
cf local affairs are retained. Leaders must 
have local contact with the people. Direct 
Popular interest is vital to the soul of de- 
mocracy. A democracy with a disinterested 
demos is less fortunate than a despotism 
with a benevolent despot. 

And where government supervision of 
industry is undertaken in any form central- 
ization 1s even more unsatisfactory. Here 
the author cites the experience of England 
and France and points to the efforts now 
being made in those countries to decen- 
tralize. 

Summing up, the author finds that some 
subjects like transportation lend themselves 
naturally to national regulation while others 
like morals should be left to the states. In 
spite of the general declamations against 
“federal usurpation,” the author finds that 
Congress has not thus far overstepped 
reasonable bounds to any serious extent. 
He does criticize the lack of any line of 
demarkation between the state and national 
functions. There should be some serious 
svstematic attempt to work out such a line. 
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It should be based on intelligent division of 
labor rather than the jealous division of 
power. On the whole the author endorses 


the view of one of the early Fathers, James 
Wilson. 


Whatever object of government is confined in 
its operation and effect within the bounds of a 
particular state, should be considered as belong- 
ing to the government of that state; whatever 
object of government extends in its operation or 
effecta beyond the bounds of a particular state, 
should be considered as belonging to the Govern- 
ment of the United States. 


This part of the book is less convincing 
since it is hard to find important matters 


. which affect only a single state. 


Finally, the author holds it essential that 
Congress in expanding its activity in social 
and economic regulation shall confine itself 
strictly to those matters which do not 
require close regional touch. 

Dr. Thompson has performed a real 
service in sketching the recent progress of 
Federal legislation on important commer- 
cial and financial matters and in outlining 
clearly the constitutional basis for these 
powers. His book is clear and interesting 
at every point. Some will disagree em- 
phatically with Dr. Thompson’s conclusions 
and will even assert that the weaknesses of 
centralization as depicted in his concluding 
chapters are not incurable nor even are they 
necessary sequences of nationalization. 
This is notably true of his views on national 
personnel and national regulative areas. 
very large successful corporation in the 
country faces, and sooner or later solves, 
exactly these problems. It is easy to be- 
lieve that our national Government will do 
the same. Dr. Thompson having given us 
such an excellent survey of the general 
field and some of its problems, it may be 
hoped that he and others will now make a 
more intensive study of some of these prob- 
lems in the same scientific spirit and with 
the same clarity and thoroughness that dis- 
tinguish the present book. 

James T. Youna. 


Sanpuss, T. A. Problems in Industrial Ac- 
counting. Pp. 648. Price, 85.00. Chi- 
cago: A. W. Shaw Company. 


4 
The first 65 pages of this large volume 


present one of the best surveys of the func- 


~ 
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tions and principles of industrial costs that 
has ever come to my attention. There is 
sufficient information in these pages to 
justify a separate publication for those who 
are solely interested in having cost princi- 
ples in a compact form. 

The bulk of the book consists of problems 
widely selected and well classified according 
to the different elements of cost. Also con- 
siderable space is given to the analysis of 
cost systems coming from the more repre- 
sentative industries. A large selection of 
forms and material gleaned from different 
industries adds very materially to the at- 
tractiveness of the book. 

CHARLES REITELL. 


GESELL, ARNOLD. The Pre-School Child. 
Pp. xv, 264. Cambridge: Houghton 
Mifflin Company. 

Each succeeding stage in the evolution of 
the modern movement for social better- 
ment has carried the emphasis nearer to the 
inception of life. It was inevitable that a 
scientific approach to the problems of adult 
life should direct attention, sooner or later, 
to the welfare of children. Now. by virtue 
of the same logic, the pre-school age of 
childhood ceases to be a mere “No Man’s 
Land,” and comes to be regarded as a fertile 
field in the area of social endeavor. First 
there appeared scattered but frequent refer- 
ences to the “‘neglected gap,” then came 
an occasional article, and finally an entire 
volume on the subject. 

Being a “‘first’’ book means that it cannot 
be, nor does it aim to be, a final and authori- 
tative summary of the subject. It is 
rather a suggestive book, calling attention 
to the biological, medical, psychological and 
administrative importance of the problem, 
together with a statement of the available 
resources for dealing with it, the tendencies 
thus far evidencing themselves, and the 
larger aspects which the movement presents. 
Two of the chapters, one on “ Handicapped 
School Children,” and the other on ‘‘The 
Significance of the Pre-Schocl Period,” 
appeared in the November, 1921, and 
January, 1928, volumes of The Annals. 
The remaining chapters deal with such 
topics as ““ Nurseries and Nursery Schools,” 


‘The Kindergarten,” “The Pre-School 


Child and the Home,” 
20 


“Pre-Parental 
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Education,” “The Social Control of Pre- 
School Hygiene,” ete. 

The author, who is director of the Yale 
Psycho-Clinic and Professor of Child 
Hygiene at Yale University, has presented 
a careful and interesting study of a virgin 
field. The book is well written and includes 
a brief but carefully selected and ugeful 
bibliography on the subject. 

James H. S. Bossarp. 


Woop, Eprru Ermer, M.A., Pa.D. Hous- 
ing Progress in Western Europe. Pp. 210. 
Price, $3.00. New York: E. P. Dutton 
and Company. 

The task of compression in a book of this 
kind is a difficult one. The attempt has 
been made by the author to survey housing 
progress if Great Britain, France, Belgium, 
Italy and Holland from the beginning of 
interest in the subject to the late summer of 
1928. Much must be left out. We may 
say, however, that the author has done her 
work of selection well. Although the ac- 
complishments of private individuals and 
associations are not neglected, most of the 
materia! deals with housing projects carried 
out either with government aid or directly 
under government auspices. In the au- 
thor’s view 
the right to a home is everywhere conceded, not 
only by reformers, but by practical politicians. 
The providing of homes for the lower economic 
strata has been taken over as a publte 

Private speculative builders still serve 
the class which can afford to pay them a 
profit, but the provision of working-class 
homes seems in process of becoming in all 
countries a public function. In housing 
standards and actual accomplishments Eu- 
rope is a generation ahead of us. The 
author’s point of view is shown by her re- 
mark that 


we have more automobiles, itis true. But which 
will it profit a nation more in the long run—to 
have 100 per cent of its people living in good 
wholesome homes, or to have 50 per cent rushing 
up and down in Fords? 


Of the countries surveyed, Great Britain 
and Holland are definitely committed to the 
policy of municipal housing. The other 
three countries are relying more on private 
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Initiative and codperative non-dividend 
societies or on government loans to such 
organizations. Holland has conducted her 
policy with a minimum of national super- 
visory machinery and at less cost than any 
of the others. The housing standard, al- 
though theoretically the same everywhere, 
is distinctly higher in practice in Great 
Britain. In actual building Great Britain 
would seem to be more successful than any 
of the other countries. There, 240,000 
dwellings are said to have been built during 
the years 1919-1922 inclusive, or one for 
every thirty-four families. This accom- 
plishment must be considered in connection 
with an estimated shortage of from 500,000 
to one million homes. (The latter figure 
was demanded by Labor.) Holland during 
the same years built one house Yor every 
thirteen families. Except for the work in 
the devastated areas in France, Italy and 
Belgium, these latter countries have made 
much less headway in realizing their plans. 

Architecturally and from the standpoint 
of durability the British houses seem most 
satisfactory; and there, also, the garden 
suburb idea has been carried out with better 
results than in Holland and Belgium where 
the barrenness of the Iand prevents its 
ready use, or in France and Italy where the 
high apartment house is stillin favor. It is 
interesting to note in the author’s discus- 
sion of British housing schemes, her favor- 
able opinion of the work of the Building 
Guilds, organized under the influence of the 
school of thought headed by A. J. Penty, 
S. G. Hobson and G. D. H. Cole. Statistics 
are lacking of a nature to show accurately 
the cost to the taxpayer of the various gov- 
ernment housing schemes, but the author 
seems inclined to subordinate this to the 
social betterment to be attributed to better 
housing. On this point, however, she feels 
that within a comparatively short time 
readjustments in wages and building costs 
will make it possible for wholesale construc- 
tion of houses to take place on an “‘econom- 
ic-at-cost basis.” 

To one familiar only with the literature 
of the subject the author would seem a little 
too optimistic with regard to the future and 
a bit too sanguine about results to date. 
For example, her commendation of the 
British housing schemes does not check 
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with the opinions of some on the ground 
who are equally sympathetic towards 
government housing.t We should like also 
to hear more definitely whether the housing 
schemes discussed have ended as they often 
do in turning out the lower classes and in 
creating new slum areas. The necessity of 
compressing much material into little space 
detracts not a little from the readableness 
of the book. This very fact, however, adds 
greatly to its value as a clear statement in 
compact form of results to date. 

An appendix gives an analysis of existing 
Spanish housing legislation and a summary 
of housing progress in Switzerland. There 
is also a five-page bibliography and an 
adequate index. 


Lane W. LANCASTER. 


Enock, ArtHOR Guy. The Problem of 
Armaments, Pp. 196. Price, $1.50. 
New York: The Macmillan Company, 
1928. 

Mr. Enock divides his discussion into 
three parts: (1) armaments and their 
causes; (2) the extent of the problem; (3) 
arguments, opinions and steps toward solu- 
tion. The statements presented are for the 
most part of the usual sort, and at times 
the analysis is far from satisfactory. South 
American countries (mentioned on page $1) 
hardly support the view that disarmament 
is really feasible; warlike expenditures can- 
not be ascertained so readily as he assumes 
(p. $4), nor is it correct to contend without 
qualification that “the cause of war is 
armaments” (p. 162). Discussions of war 
and peace are important, but more careful 
analysis is needed. 


Ravacr, M. E. The Malady of Europe. 
Pp. 250. Price, $2.00. New York: The 
Macmillan Company, 1928. 

This volume is one of the most readable 
that has come to the reviewer’s attention. 
Mr. Ravage knows how to write clearly 
and forcefully. Also, he is disillusioned to 
the point of cynicism. He is discouraged 
over the future, and with reluctance pre- 
sents at the end a “‘diffident program” 
which he quite evidently does not expect to 
see adopted. 


i See C. F. G. Masterman’s England After 
War, pp. 183-194. 


+ 
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With much that he says we cannot dis- 
agree. Our war spirit did become hysteri- 
cal; not all responsibility for the war rests 
upon Germany, -even though Berlin may 
have “struck the fatal match in 1914”; 
there was too much victory in 1918 rather 
than too little; the Russian Government is 
by no means as black as it has been painted; 
President Wilson did make mistakes and 
serious ones. 

Nevertheless, one need not condemn all 
Americans five years after the war by saying 
(p. 18): “At one end, a handful of petrified 
militarists, at the other, a fringe of fossilized 
internationalists, and between the two the 
nation—the hundred millions of compla- 
cent, self-justified crusaders who have forgot 
the ardent quests of their late youth and 
glory in the burnt-out craters of their ideal- 
ism.” Everywhere in the volume is exag- 
geration of statement. If it were only true 
that black is always black and white always 
white, the problem would be easier. Un- 
fortunately the world is filled with multi- 
tudinous shades of gray. In the attitude 
of each country there is much to blame, but 
also much to praise—even in Europe. 

Still Mr. Ravages volume is tremen- 
dously worth while. Sober, accurately 
balanced analyses will not catch our atten- 
tion. And in the meantime it is almost, if 
not quite, true, as he tells us, that there are 
“no encouraging signs anywhere. The 
outlook is as black as can be.” The volume 
should be read widely in the hope that it 
will aid in jolting us from our complacency. 

Ernest Minor PATTERSON. 


MEMORANDUM on Pusuic Frvancn Lnacun 
or Nations. Geneva, Switzerland, July, 
1923. Pp. 202. 

Those interested in the purpose to which 
the taxpayers’ money is now being spent in 
different countries will find the Memoran- 
dum on Public Finance, 1922, issued by the 
League of Nations under date of July, 1928, 
of outstanding value. 

Supplemental to this should also go the 
Report on Budget Expenditure on Nattonal 
Defence 19183 and 1920-1922, issued under 
date of September, 1922, and the Statistical 
Enquiry into National Armaments—Part I, 
*Peace-Time Military, Naval and Air 
Forces (1928),” and Part I, “Budget 
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Expenditure on National Defence 1921- 
1923.” 

The authorized agent for the Publications 
of the League of Nations in the United 
States is the World Peace Foundation, 40, 
Mt. Vernon Street, Boston 9, Mass. 

C. L. K. 


Wuauams, E. T. China: Yesterday and 
Today. Pp. 596. Price $2.00. New 
York: The Thomas Y. Crowell Company, 
1923. 


It is an ambitious undertaking to try to 
compress within the limits of one volume a 
comprehensive account of Ching’s ancient 
civilization, and at the same time to 
describe the present movement towards its 
transformation. Only one of exceptional 
qualificatifa for the task could undertake 
it as successfully as does Professor Williams. 


The writer lived in China before the tendency 
to became marked. He witnessed the 
downfall of the Manchu Dynasty and the estab- 
lishment of the Republic, and saw initiated the 
great reforms which have wrought such havoc 
with old-time manners and conditions. This 
volume is the outgrowth of his experiences and 
observations in thirty-five years of close asso- 
ciation with Chinese affairs, supplemented by 
such research as a very busy life would permit 
(pp. viir}. 


Thus the author describes his qualifica- 
tions. To this it may be added that he 
went to China as a missionary, broadened 
his experience and his opportunities for 
observation by service of his government 
as Interpreter, Secretary of Legation, and 
Chief of the Far-Eastern Division of the 
State Department, and that his qualifica- 
tions as a student were enhanced by a good 
command of the Chinese language. All of 
this helps to establish his right to attempt 
such a volume. 

Over half of the book (15 chapters) is 
concerned with Chinese civilization in its 
non-political aspects. Here are to be found 
its best chapters. The geography of the 
country and the origin of its people; the 
social system, rooted in the family and the 
village; the economic life, both agricultural 
and industrial; and the religious systems, 
Confucianism, Taoism and Buddhism. All 
are treated broadly and well by one who 
realizes that the real China is to be found 
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beyond the treaty ports. Because of this 
realization, Professor Williams does not 
overestimate the extent to which China, 
with her broad territories and four hundred 
millions of people, has been changed by the 
events of the past several decades. 

The historical and political chapters are 
less satisfactory. Most noticeable is the 
lack of description of the political system 
either of the Empire or the Republic; the 
inadequate account of the Korean question 
and the Sino-Japanese war; and the meager 
treatment of the development of the spheres 
of interest. On the other hand, the story of 
the coup d’état of 1898 and the Boxer move- 
ment is unusually interesting. When we 
turn to the reform movement under the 
Manchus (1901-1911) we find an excellent 
account of all of its phases egcept the 
political. The reader would also expect to 
find a better account of the attempt to set 
up and operate a Republic from a writer 
with the knowledge and experience of Pro- 
fessor Williams. 


No criticism, however, should be allowed 
to obscure the fact that the literature on 
China has received a notable addition in 
this volume, which can be classed properly 
as indispensable for the student of Chinese 
civilization. Its value is enhanced by the 
addition of a bibliography, an historical 
chronology, a valuable appendix and a map. 

Haroup M. Vinacke. 


Tur Papers oF Sm Wotam JOHNSON. 
Prepared for publication by the Division 
of Archives and History, James Sullivan, 
Ph.D., Director and State Historian, 
Volumes I-H. Pp. li, 981; xv, 900; xiv, 
997. Price, $7.50. Albany: University of 
the State of New York, 1921-22. 


The importance of a knowledge of Indian 
relations as affecting the momentous strug- 


gle between England and France for the. 


possession of North America cannot be 
exaggerated. No one in the English Col- 
onies had a greater influence over the 
Indians or was more intimately associated 
with them in the quarter of a century before 
the war than Sir William Johnson. In 
consequence, his papers, both those of an 
official and a private character, form an in- 
valuable source of information, not only 
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for the political and military but also for 
the economic history of the times. 

To the English the problem of maintain- 
ing friendly relations with the Indians was 
one of great difficulty. Not only must they 
be on their guard to check the schemes of 
the French, but also to adjust the troubles 
arising out of trade relations and from the 
constant encroachment of the settlers on 
the Indian lands. It is a singular fact that 
the British Government did not realize the 
importance of dealing with Indian affairs 
a3 an imperial problem until comparatively 
late in the history of its colonial develop- 
ment on this continent. Indeed, it was not 
until 1756, when Sir William Johnson was 
appointed sole agent and Superintendent of 
Indian Affairs for the Northern Colonies 
and John Stuart to a similar office for the 
Southern Colonies, that a serious attempt 
was made to substitute centralized for pro- 
vincial administration. Johnson continued 
to fill this office until his death in 1774. 

The original collection of Johnson man- 
uscripts which was in the State Library at 
Albany comprised over sixty-five hundred 
separate papers contained in twenty-six 
volumes. Over one half of these were 
destroyed by the fire in the State Capitol 
in 1911. Happily two years prior to this, 
the state had published a calendar of the 
Johnson manuscripts prepared by Dr. 
Richard E. Day. By checking the papers 
salvaged from the fire with this calendar it 
was possible to learn just what had been 
lost. Fortunately some of the papers de- 
stroyed had been printed previously by the 
State and copies of others were procured 
from the Public Record Office in London 
and elsewhere. So far as possible the miss- 
ing gaps have been filled, and even some 
few original manuscripts have been found 
in other collections, so that these volumes 
are as complete as they can be made. 

The three volumes under review are the 
first installment of the existing material. 
They cover the years from 1738 to 1762. 
The contents consist chiefly of letters to and 
from Johnson, as well as bills, accounts, and 
other papers of a varied character. The 
most important of these relate to various 
phases of Indian affairs, chiefly with the 
Iroquois, as well as a considerable number? 
dealing with military matters, notably the 
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expedition against Crown Point in 1755, 
which he led. 

Great credit should be given to all those 
who have participated in the preparation 
of the material and the editing of these 
volumes, as the task has been an unusually 
dificult one, owing to the condition of 
many of the manuscripts that survived the 
fire. To Mr. van Laer, the State Archivist, 
and to the former State Historians, Mr. 
Paltsits and Mr. Holden, as well as to the 
present editor, Dr. Sullivan, our thanks are 
due for the admirable manner in which the 
papers have been collected and edited. It 
is hoped that the expectation expreased by 
the editor that the remaining material con- 
taining the important period 1768 to 1774 
may also be published by the State will be 


realized. 
Herman V. Ames. 


CALMAN, ALVIN R. Ledru-Rollin and the 
Second French Republic. Pp. 452. New 
York: Columbia University Studies in 
History, Economics, and Public Law, 
CHI, No. 2. 


This monograph is a welcome addition to 
the curiously meager literature on the po- 
litical theory and practice of the Second 
Republic; it contributes, also, not a little to 
our knowledge of the men and manners of 
that interesting period. Ample use has 
been made of extensive manuscript mate- 
rials preserved in the Bibliothéque de la 
Ville de Paris, and the study is adequately 
documented throughout. A critical bibli- 
ography fills some twenty pages. 

In a volume published in Paris in 1921 the 
author dealt at length with the career of 
Ledru-Rollin after the summer of 1849. 
The present work is confined quite strictly, 
aside from a brief introductory biographical 
chapter, to French politics and Ledru- 
Rollin’s part therein, from the political 
banquets of 1847, presaging the Revolution, 
to the collapse in June, 1849, of an uprising 
launched by Ledru and others against the 
National Assembly on the ground that it 
had betrayed the republican cause. Within 
these limits, the account that is given of the 
course of public affairs is detailed, system- 
atic, discriminating and informing. 


-_ 
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Ledru-Rollin’s réle in the Second Repub- 
lic was that of an ardent social reformer, a 
spokesman of the radical republican ele- 
ment, as opposed to the socialists on the 
one hand and the moderate republicans on 
the other. Like Danton at an earlier time 
and Gambetta at a later day, he was an op- 
portunist, rather than a theorist; indeed his 
resemblance, in personal as well as purely 
political, matters to both the statesmen 
named was pronounced. He had no sympa- 
thy with the utopian ideas of the French so- 
cialists of his day, still less with the anarchism 
of Proudhon and the class-revolution of 
Karl Marx. Believing in gradual hetter- 
ment through legislation and cautious ex- 
perimentation, he became pretminently an 
advocate gf the principle of universal, t.e., 
manhood, suffrage. With him the right to 
vote assumed the place occupied in the 
doctrines of Louis Blane by the right to 
work; and Mr. Calman not inappropriately 
calls him ‘‘the father of universal suffrage.” 
As minister of the interior, it fell to Ledru 
to work out and bring into operation a 
more liberal parliamentary suffrage, devoid 
of all property basis, than France or any 
other European country had yet known. 
The system was stifled under the Second 
Empire; but, revived under the Third Re- 
public, it survives almost unchanged at 
the present day. 

_ Because of the ease with which he was 
swayed by others, and a tendency to under- 
estimate the strength of his adversaries, 
Ledru was not, in the opinion of Mr. 
Calman, a great party leader. Asan orator, 
however, he is ranked very close to Thiers 
and Lamartine among contemporaries, and 
not far from Mirabeau, whose style he was 
accused of imitating deliberately. A gen- 
erous and unfailing friend, a lover and 
patron of the arts, a man of exceptional 
integrity and honesty—he stands out as 
one of the fine figures in French public life, 
notwithstanding personal vanity which 
sometimes made him a bit ridiculous and a 
certain superficiality which left him more 
or less content when he had studied only 
one side of a question. 


FREDERIC A. OGG. 
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FOREWORD 


Waar can be done to secure com- 
petency and economy in the public 
business? 

It is to this question this volume is 
addressed. 

No attempt is made to balance the 
relative merits of one class of expen- 
ditures against another or to suggest 
expenditures that may be eliminated. 
These are questions of public policy 
that are to be discussed at another 
time. The question with which we 
are concerned in this volume is as to 
the methods that tend to secure 
economy and competency ¿in those 
expenditures which the legislatures 
authorize. For given a public service 
to be accomplished it is in the public 
interest that that service be com- 
petently done without waste or ex- 
travagance. | 

Few if any are interested in economy 
in public business just for the sake of 
economy. Nor is anyone deeply in- 
terested in economy in private business 
assuch. We are interested in economy 
as we are interested in thrift: that we 
may in the long run accomplish more 
that is worth while. In private busi- 
ness the drive for economy and com- 
petency comes from the desire to get 
maximum net returns. In public busi- 
ness the drive for economy and com- 
petency comes from the necessity of 
meeting the growing public demands 
for expenditures in the face of a grow- 
ing restlessness against increasing taxes. 

All the people want public expendi- 
tures—always when the cost is borne 
by someone else—and often when the 
cost is borne fairly by themselves. 
The real drive for economy in public 
expenditures does not come until hope 
for passing the taxes to someone else 
is given up. Those who finally admit 
to themselves that their taxes are as 


inevitable as death under prevailing 
public expenditures get interested in 
public economy; and sometimes that 
mterest grows into a demand suff- 
ciently vocal to offset the universal 
interest in expenditures. 


I. Tes TREND IN PUBLIC 
EXPENDITURES 


Whie it is not the purpose of this 
volume to discuss expenditures that 
may or may not be eliminated it is 
pertinent to inquire as to the trend of 
public expenditures. For if that trend 
is upward, competency in public man- 
agement and thrift in public expen- 
ditures become all the more important. 

The total revenues raised for muni- 
cipal, county, state and national pur- 
poses increased from 82,181,40%,000 
ir. 19121 to $6,846,332,000 in 1922, an 
increase of 198 per cent. 

These revenues in 1912 totaled 
$21.96 for every person in the United 
States; by 1922 they totaled $58.37. 

Such a trend is cause of concern 
even after due consideration is given 
to increases in wealth as well as in 
populetion and to the lower purchas- 
ing power of the dollar. 

Municipal revenues? increased in 
this period least of all: from $849,971,- 
000 to $1,532,400,000 or 80 per cent. 
Revenues for county purposes grew in 
this eleven year period from $307,872,- 
000 to $742,331,000 an increase of 141 
per cent. But the revenues for na- 
tional purposes increased from $667,- 
038,000 to $8,204,183,000 or 880 per 
cent in 1922 and to $3,680,215,000 in 
1923 or 444 per cent. 

The heaviest increase, therefore, is 


1 The 2ensus table from which these figures 
were compiled indicates that the revenues given 
for the national government (8667,088,000) were 
for 1913 and not 1912. 

2 All incorporated places of over 2,500, 
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in federal expenditures. For what 
purposes has this increase gone? 

From 1910 to 1916 the cost of the 
federal government for all purposes 
ranged from $6.50 to $7.00 per capita. 
In 1923 we spent just about this much 
per capita for pensions and care of 
soldiers alone. The interest we paid 
on the public debt ($8.83 per capita in 
1922) was more by one fourth than the 
total per capita cost of the federal 
government before the war. The ex- 
penditures for our army and navy, 
exclusive of all the above items, was 
84 per cent larger in 1924 than in the 
pre-war years. Wars, past, present, 
and future, take nine dollars out of ten 
of national expenditures and in the 
main account for all the increases. 
For the interest on and retirement of 
our war debt alone, we are now paying 
twice as much per capita as the total 
cost of the federal government before 
the war (See p. 1). 

State expenditures increased from 
$3.95 per capita in 1918 to $11.82 per 
capita in 1922. This increase is due 
most largely to highways and to edu- 
cation. The states were spending 
$4.00 on highway construction in 1922 
for every $1.00 spent in 1913; and state 
expenditures for education had risen 
from $1.88 per capita in 1918 to $3.07 
in 1922 (See p. 8). 

Per capita expenditures in 199 
comparable cities increased from $84.68 
in 1918 to $55.07 in 1922. Of these 
expenditures the greatest increase was 
for schools—188.5 per cent. Then 
follow in order: charities, hospitals and 
corrections (84 per cent); health and 
sanitation (83.6 per cent); recreation 
(70 per cent) ; protection (66.9 per cent) ; 
and highways (45 per cent) (p. 15). 

While complete reports are not now 
available for county expenditures (p. 
22), the increase here, too, was mainly 
for schools and highways. 

War costs in the national govern- 
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ment, highways and schools in the 
state governments, and welfare ex- 
penditures m the cities are the reasons 
for the main increases in public ex- 
penditures. 

We are not going to repudiate past 
war costs, whatever we may do to 
prevent such burdens in the future, 
and we will certainly build more high- 
ways and more school buildings and 
more welfare institutions. 

The need for economy and com- 
petency in the public business becomes, 
therefore, a continuing and important 
factor in the well-being of all. 


H, Tae OPPORTUONITIÆS OF 
* THE BUDGET 


The budget offers the opportunity 
of balancing income and outgo. Older 


countries have long used the budget as 


a measure of governmental responsi- 
bility. But in this country the budget 
in practice is the outgrowth of the past 
two decades—the two decades that 
brought with them rapidly increasing 
expenditures (p. 31). 

Now the federal government, prac- 
tically all the cities, and all the states 
have budgat legislation—of some kind 
—though not all of it good. 

The mere fact that a budget is 
provided for in the laws in no wise of 
itself secures either economy or re- 
sponsibility im government. The 
budget is of value only when the 
executive presents a budget that 
balances and the legislature considers a 
budget that provides for an income 
equal to outgo. 

One way to make certain that the 
budget plan is not effective is the 
method recently prevailing in Phila- 
delphia. The, mayor of Philadelphia 
simply handed on to the council the 
estimate of his departments without 
taking any responsibility for paring 
down estimates to match income. The 
council then considered each item 


vill 


separately; and finally passed a total 
of items which made up the budget. 
Nowhere in the process could anyone 
compare the amount of money finally 
allotted to one purpose with the 
amount allotted to another. Hence 
informed criticism was impossible. 
And the main function of a budget is 
to allow comparisons and to elicit 
public discussion and criticism. 

The budget to be effective must 
present a complete administrative pro- 
gram, must be prepared by those who 
know the details (the responsible 
executive) (p. 51), must be in suf- 
cient detail to allow careful exami- 
nation by legislators, must jnclude a 
long-term building program to meet 
responsible anticipated needs, and 
must invite comparisons as to the 
relative merits of the different purposes 
to which the taxpayer’s money is to 
be devoted (p. 40). Such a budget 
will at least make each item of ex- 
penditure Justify itself both to the tax- 
payer and to those wanting increased 
expenditures for other purposes. The 
budget offers the opportunities for 
good management in public business 
that it does in private business (p. 56). 


IH. Fiscan CONTROL AND COMPE- 
TENCY IN THE PUBLIC SERVICE. 


Nine years ago? an issue of The 
Annals was devoted to “Public Budg- 
ets.” That volume still represents 
standard practices in the making of 
budgets. But the budget (p. 69) must 
be followed up by good administration 
to see that those services are given 
at reasonable costs. 

In order to prevent logrolling, and 
in order that the legislatures may not 
make a farce of balanced budgets by 
simply increasing expenditures beyond 
income, the legislatures in most govern- 
ments may decrease or omit items in 
the budget submitted by the execu- 
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tive, but may not increase them unless 
on the specific approval of the respon- 
sible government. The country that 
alone offers all but universal exceptions 
to this rule is the United States. In 
lieu of this custom three fourths of our 
state constitutions give to the gover- 
nors power to veto items in appro- 
priation bills. And in three states 
(Massachusetts, Kentucky and Penn- 
sylvania) the governor has power to 
veto parts of items as well as the entire 
item, thus making it possible for him 
to equalize the services to be given 
more fairly than if his only alternative 
is either to approve more expenditures 
than income or eliminate certain 
expenditures in their entirety. In only 
a few of our cities is the custom 
followed of giving to the legislature 
power to decrease or omit items and 
denying to the mayor power to veto 
items. In any case the trend in this 
country is markedly toward the re- 
sponsible executive budget. 

To be adequate, fiscal control must 
give to the responsible executive com- 
parable information as to plans for 
expenditures, trends of expenditures 
and relative unit costs (p. 75). If 
this control is a divided one there is 
to that extent divided responsibility. 
And the pages of the history of Ameri- 
can government are replete with ex- 
amples that show that divided re- 
sponsibility means no responsibility 
(pp. 84 and 94). 

Fiscal control is not properly a 
pre-audit. It must not be so detailed 
as to take away departmental respon- 
sibility (p. 105). There must be 
centralization in the responsible exec- 
utive if he is to have the power to 
know and to advise. For without this 
there can be no responsible public - 
management—good or bad. When 
centralization in large public units 
calls for approval of every voucher in 
advance, however, it gets too detailed 
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for good business management. Penn- 
sylvania is working out plans by which 
the central responsible executive can 
know and advise and still leave re- 
sponsibility adequate to good manage- 
ment to all the departments and to all 
state institutions (pp. 75, 112 and 120). 
And these department and institu- 
tional chiefs in turn must know the 
relative unit costs in each of their 
respective services, and must be able 
to compare those unit costs with the 
unit costs in other departments (pp. 
75, 120 and 128). 


IV. Sevr-Support IN Pusric 
INSTITUTIONS 


“Lock ’em up.” That was about 
as far as we had gotten in our attitude 
toward lawbreakers until recent years. 
But to lock ’em up means in time to 
let ’em out. And what about their 
record then? We find that both 
habits and the skill of industry have 
been lowered if not lost by mmcarcer- 
ation. For the good of the prisoner 
himself he must have work. And with 
work suited to his needs he can support 
not only himself but also his family, 
and that without harmful competition 
with industrial wages. Our prisons, 
instead of being loaded on to the backs 
of the taxpayers, should be—can be— 
and a few of them are—wholly self- 
supporting (p. 181). 

If occupational therapy is good for 
prisoners, it all the more certainly 
should be applied to the inmates of our 
numerous institutions for the helpless 
and the inadequate. This keeps up 
the self-respect and the earning power 
of these individuals. 

The age-old effort to get something 
for nothing has placed many an un- 
necessary burden on taxpayers. Cor- 
porations have tried to escape the 
payments justly due hospitals for such 
services as those given to compen- 
sation cases; and individuals fully able 


to pay for hospital treatment soldier 
on public or private charity if they can. 
Eternal vigilance and good judgments 
will assure free care when necessity so 
requires and yet prevent petty grafting 
at the taxpayer’s expense (p. 185). 

Banks have used public money with 
no return to the owner (the public) 
when they could—although bankers 
would never think of using the private 
automobiles standing outside their 
doors for their own business. The tax- 
payer can be saved by watching many 
such minor sources of income as 
interest on public deposits (p. 
147). 

The above are but a few of many 
illustrations of self-supporting activi- 
ties. In every unit of government 
there are opportunities for self-sustain- 
ing activities that are as good for the 
service itself as they are helpful to the 
relief of the taxpayer. Economy and 
competency will require the furthering 
of such endeavors. 


V. Tegs RewatTion oF THE Ma- 
CHINERY OF GOVERNMENT TO Com- 
PETENCY IN PuBLIC MANAGEMENT 


There will be no economy where 
there is no responsibility. It is easier 
to spend than to save. Had we set out 
to devise a plan of government that 
would have assured waste, no better 
plans could have been devised than 
those found until recently in most of 
our states. Thus in Pennsylvania, 
previous to the reorganization cham- 
pioned and made effective by Governor 
Pinchot, there were 189 independent 
commissions, boards, councils, de- 
partments and bureaus. In reor- 
ganizing the machinery of state govern- 


‘These were made responsible under the 
Pinchot plan to fifteen appointive cabinet officers 
and three appointive commissions. 

For a description of this plan see The Amertcan 
Political Science Review, Vol. XVIL No. 4, Nov. 
1928, p. 597. 
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ment the trend has been toward simple 
responsible government (pp. 155 and 
161). The same trend has been note: 
worthy in the reorganization plans 
adopted by cities (p. 195). 

Two reasons compel the responsible 
department plan particularly in city, 
state and national government. One 
is to relieve the mayor or the governor 
or the president of details while still 
holding him responsible; the other is 
to get a unit big enough to justify 
the employment of competent fiscal 
officers in each of the depart- 
ments. 

There has been not only an increase 
in public functions, but also,a change 
in the services performed by the cities, 
the states and the nation. Just now 
it is popular to condemn the central- 
ization of powers in the federal govern- 
ment. But the people will have 
policies determined where possible by 
the agency as big asthe problem. Our 
question of national centralization is 
not only one of proper reorganization 
of the spending agencies in Washington 
(p. 182), but also one of proper de- 
centralization of administration (p. 
172). The practical way is pclicy 
determination by the governmental 
unit as big as the job with sufficient 
decentralization in administration to 
assure wieldy, responsible, working 
units, such as dividing up the United 
States into administrative districts as 
was done in the Federal Reserve Act. 
It is to be regretted that plans for 
national reorganization have been left 
to slumber peacefully in congressicnal 
committees. 

The changing functions of local 
governments in their relation to state 
and national functions also call for a 
reorganization of the machinery of 
rural government (p. 187). Township 
road supervision is no longer adequate 
to the long through routes required by 
the pleasure car and the truck. And 
so with many other functions. 


VI. Equa Pay ror Equant Worx 
Amonce Pusiic EMPLOYEES 

Justice requires equal pay for equal 
work among employes, particularly in 
the same government (p. 20%). Yet 
until recent years no informed attempt 
has been made to do this (p. 206). 
One method that secures uniformity of 
action among different departments is 
to have a central board or commission 
classify the jobs leaving to the re- 
sponsible chiefs the choice of the 
personnel (pp. 215 and 247). The 
technique of classification has now 
been carefully worked in practice (pp. 
254 and 261). 


VII. COMPETENCY AND Economy 
IN PURCHASING 

Competency in public purchasing 
awaits standards in specifications. And 
standard specifications depend on 
standards in the supplies themselves. 
The movement toward standardization 
of supplies (pp. 269 and 286) is as 
vital to the well-being of our industries 
themselves as it is to economy in 
purchasing. 

Standards in specifications opens the 
way to competent purchases. For 
with standard supplies there can be 
central purchasing in quantities suff- 
cient to justify the salary of a com- 
petent purchaser (pp. 272 and 291), 
But overcentralization may also pre- 
vent competency, particularly in a 
state as large and with state institu- 
tions as widely scattered as in Penn- 
sylvania. Pennsylvania has, there- 
fore, hit upon the happy plan of 
centralization in the power to know and 
to advise as to specifications and 
prices with decentralization as to the 
actual purchasing when that purchas- 
ing can be done more effectively by the 
local institutions (p. 298). The local 
institution and the state purchaser 
each acts in this plan as a check one 
upon the other. 

Reliance in this as in other matters 
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governmental cannot be placed upon 
machinery. A purchasing board made 
up of elective officials in Pennsylvania 
proved not only slothful and wasteful 
in public purchasing, but members of 
the board used their positions on this 
board as in their separate offices to 
demand their full share of the spoils 
including patronage. Such has been 
the practice in other jurisdictions. 


VII. MORALE AND ABILITY IN 
PUBLIC SERVICE 


The taxpayer is the prize boob of 
all times. He has at hand means for 
getting better public results at lower 
costs, yet seldom does he insist on 
getting his money’s worth from his 
taxes. The same man who will haggle 
long over the wage of an unskilled 
laborer will give it up when it comes to 
getting a dollar of return for every 
dollar he pays in taxes. 

Too many of the larger taxpayers get 
more interested in special privileges 
from public officials than in trying to 
get their taxes reduced through econo- 
mies and competency; or a few of them 
may join with political plunderbunds 
who in turn exempt them from taxes 
entirely. Hence the indifference of 
such as these to the competent per- 
sonnel manager in the public business. 

What factory owner would turn over 
the employment of his help to his ward 
politician? What would the business 
manager do if his treasurer some day 
refused to pass bills until some inade- 
quate who could not find work else- 
where was put to work in the shop at a 
wage above other earners on the same 
jobs? One bright day a factory fore- 
man fires a man for rank incompetence. 
The auditer of the firm calls him and 
says: “That’s my man and that’s my 
position and you’re not going to fire 
him. If you do Pll hold up all your 

spay rolls.” How long would this last 
in business? Yet this is the usual 
practice by public fiscal officers. And 


what happens? Higher costs. Or the 
business man may be left off when he 
should be reported for violating factory 
laws. And then he pays heavier taxes 
for this protection, and lets the poli- 
tician be the labor manager of the 
state (p. 806) and clean out the public 
treasury in so doing as much as he can 
and get away with it. 

Morale and ability in the public 
service, as in private, will come only by 
hiring help competent for their tasks 
(pp. 811 and 321). Morale requires a 
sense of responsibility on the part of 
every employee (p. 328). 

Retirement systems that protect the 
taxpayer from incompetency due to 
physical disability or senility (p. 338), 
while also protecting every right of the 
employee, give hope as well as com- 
petence and judgment in public service; 
as do also reasonable provisions open 
equally to all for vacation and sick 
leave (p. 850). The desire to advance 
is as potent a motive in public life as 
in private. Hence fair promotion 
schemes are essential to sound policies 
in public employment (pp. 352 and 357). 
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The above are some of the means 
being used by those public officials who 
desire to give a dollar’s worth of 
services for a dollar’s worth of taxes. 
But why competency in public busi- 


ness? Well, it prevents waste. It gets 
things done at actual cost. It pre- 
serves faith in government. And by 


preserving faith in government gives a 
reason for law and order. For it is gov- 
ernment that protects life and prop- 
erty. And through government health 
is conserved; schools are conducted; 
highways built. Our most important 
services to each other are through gov- 
ernment. The mess now in Washington 
points to the consequences of a break- 
down in competency and economy as 
well as in morals in the public business. 
CLYDE L. Kina. 


The Trend in Federal Expenditures 


By Cuarues P. WHITE 
University of Pennsylvania 


DISCUSSION of the trend of 

federal expenditures might be 
undertaken from at least three angles. 
First, we might confine. our interest 
solely to the cost of the services which 
the Government is attempting to give, 
without any distinction as to whether 
this cost is being met from the pro- 
ceeds of taxation of the people as a 
whole, or whether it is covered by fees 
paid by those who are directly benefited 
by the services rendered. In other 
words, our primary interest in this case 
would be in the degree of economy that 
is exhibited in Government activities. 
We should raise and attempt to answer 
‘the following questions: Are the serv- 
ices now being rendered by the Gov- 
ernment necessary and helpful to its 
citizens? Would the services be per- 
formed at all if left to individuals or 
private agencies? Are they being per- 
formed at a lower cost than would be 
possible under other forms of control, 
and is the present cost the lowest pos- 
sible cost consistent with adequate 
service? From this angle the study 
would constitute an investigation mto 
governmental economy or efficiency. 

The second line of attack would be 

to consider the trend of net expendi- 
tures, that is, to deduct all earnings due 
to sales of property or services, and 
confine the discussion to amounts 
which must be drawn from the people 
in compulsory peyments—a type of 
investigation which would necessarily 
tend more in the direction of taxing 
problems. How much is being re- 
quired in taxes to carry on federal 
activities? Does this amount con- 
stitute a burden on the mass of people, 
gnd if so, is the burden wisely and 
equitably distributed? 
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A third possibility would be that of 
inquiring into the nature of the func- 
tions the Government is assuming, In 
an attempt to detect, if possible, any 
changes in the type of services that are 
being demanded by the people. For 
instance, are we requiring that the 
Federal Government undertake a 
greater amount of educational work; 
are we insisting that the Federal Gov- 
ernment assume a greater burden in the 
care of delinquent classes, etc.? 


È 
In THE Footsteps or Dr. Rosa 


It is generally conceded that the 
pioneer work in investigations of both 
the second and third types has been 
done by Dr. Edward B. Rosa, whose 
masterly and exhaustive article ap- 
peared in The Annals for May, 1921. 
His computations were made for each 
of the eleven years from 1910 to 1920,- 
inclusive. Since then the work has 
been brought up to date by the United 
States Bureau of Efficiency, which has 
classified actual expenditures for 1921 
and 1922 on the same basis as was used 
by Dr. Rosa, and in addition has made 
a similar classification for the years 
1923 and 1924, using the estimated ex- 
penditures as given in the 1924 Budget 
submitted to Congress by the President 
on December 4, 1922. It is the inten- 
tion of the present writer to draw upon 
these two sources of information in an 
attempt to present some of the impor- 
tant changes that have ceccurred in 
federal expenditures since 1920. 

Dr. Rosa, it will be recalled, first 
arranged the activities of the Govern- 
ment on a functional basis, recognizing 
eight groups in all, three being con- 
sidered primarily civil in nature, and 
the remaining five considered as non- 
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civil or military. He also chose to 
distinguish between net and gross ex- 
penditures, and with this end in view 
attempted to deduct from the total 
amount spent for any purpose the 
amounts derived from earnings, fees, 
or sales of property. In other words, 
he found the net amount that had to be 
raised in taxes for each purpose. With 
these fundamental points in mind, let 
us find out what has occurred in the 
last two or three years. 


TOTAL EXPENDITURAS ON PER CAPITA 
Basis 


The first, and perhaps the most 
obvious, comparison to make is that 
of totals. The result is what we should 
naturally expect to find: that is, a 
steady and rather rapid reduction in 
net expenditures since 1920, as the 
heavy drain due to various war and 
post-war activities has ceased. This 
trend is shown by the following table: 


If budget estimates are translated 
into actualities, it will mean that during 
the present fiscal year the net costs of 
government will be less than half what 
they were for 1920. To the average 
citizen, whose main interest seems to be 
in the weight of taxation, these figures 
should offer considerable promise of 
brighter days ahead, but malice 
prompts us to dull the keen edge of his 
enjoyment by the reminder that in 
spite of the rapid reduction since 1920, 
the estimated expenditures for 1924 are 
still more than four times greater than 
the average for the seven-year period, 
1910-16. 

Total expenditures, however, are 10 
many respects an unsatisfactory index 
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of the actual costs of government. One 
desirable modification to make is to 
allow for changes in population by 
reducing the figures to a per capita 
basis. This has been done for 1920 by 
using the actual census figures for that 
year. The Census Bureau, upon the 
basis of previous growth, has estimated 
what the total population will be on 
July Ist of each year from 1921 to 1925, 
and these figures have been used in 
reducing total net expenditures for 
these years to a per capita basis. In 
the accompanying chart the height of 
the column represents net expendi- 
tures for all purposes, the dark area 
shows the amount spent for the threg 
groups of civil activities, while the 
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white area shows the amount expended 
for national defense and past wars. As 
compared with the years immediately 
following the war, we see that net 
expenditures are declining at a fairly 
rapid rate, even when the growth of 
D>opulation is allowed for. But here 
again comparisons cease to be so com-, 
*orting when we shift our gaze to the 
pre-war years of 1910-1916, when the 
average net expenditures were between 
$6.50 and $7.00 per capita—a situation 
which appears so attractive as to seem 
unreal, 


Tue TREND IN Primary FUNCTIONS 


After this brief survey of the situa- 
tion as a whole, it might be well to note 
what changes have occurred in the 
specific groups. Under Dr. Rosa’s 
classification, Group JI consisted of 
primary governmental functions, which 
included the activities of the legislative, 
executive and judicial branches of gov- 
ernment, together with most of the 
following departments: State, Treas- 
ury, Post Office, Interior and Justice. 
In addition, many independent com- 
missions such as the Federal Trade 
Commission, the Interstate Commerce 


Commission, etc., are included here. 
The cost of this group for the various 
periods is shown in the table below. 

It is evident that the trend for this 
group is almost the same as for total 
expenditures, except that here the peak 
was reached in 1921, instead of 1920. 
The hopeful feature is that during 1924 
the primary functions of government 
will cost only 49.5 per cent of what they 
did in 1921, representing a reduction of 
162,000,000. Yet even with this tre- 
mendous drop this group is costing 
approximately $60,000,000, or 38 per 
cent more than it did during the pre- 
war years, 1910-16. 

In this connection it would be quite 
pertinent tb inquire how much of the 
reduction since 1921 represents an 
actual diminution in either the quan- 
tity or quality of services rendered, and 
how much represents a higher degree 
of economy and efficiency under the 
influence of the Budget Bureau. A par- 
tial explanation is revealed by a study 
of specific expenditures, which shows 
that about 70 per cent of the increase 
in 1920 was due to large increases in 
the Postal Service and in the Treasury 
Department—in the latter case being 


Group I *— PRIMARY GOVERNMENTAL FUNCTIONS 


Year Nor Exrannrrorrs | Pen Cantor Toran | Dontars 
ror Grour I EXPENDITURES Pur CAPITA 
(Ave.) 1910-16 ........ 0. 0.0... $97,718,290 14 9 1 02 
(Ave.) 1917-19...... T 124,509,078 16 1 20 
TODD asirna iae Sas eee de 224,110,594 3.9 2 il 
Ty 8 eae eae $21,696,281 7.7 2 98 
TOES: ic, Dae ick: SANTERIA 247,581,617 6.6 2 26 
(Est) “19S 38h. se aribat 216,511,165 7.0 1.96 
(Est.) 1924. a.a anaiena cae ee 159,266,249 6.0 1 50 


* The figures for the years 1910 to 1920, inclusive, are taken from Dr. Rosa’s article in The Annals 


for May, 1921. 


Figures for 1921 and 1922 are taken from a chart compiled by the United States 


Bureau of Efficiency, based on the Combined Statement of Receipts and Disbursements. Figures 
for 1825 and 1824 were also prepared by the Bureau of Efficiency, but on the basis of the Budget 
Bureau’s estimates of expenditures. I have reduced the net expenditures to a per capita basis for 
the years 1921 to 1924, inclusive, by using estimated population figures for each of these years as 
given by the Census Bureau. “This method of computation has been used for each of the tables that 


appear in this article. 
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& necessary expansion to handle the 
burden of collecting the multitude of 
war-time taxes. 


Tau TREND IN DEVELOPMENTAL 
FUNCTIONS 


The second group is entitled re- 
search, education and development, 
and under it appear some sixteen bu- 
reaus or services of the Department of 
Agriculture, three bureaus under the 
Department of the Interior, four under 
the Department of Commerce, and 
eight miscellaneous services. The fol- 
lowing are mentioned as typical of 
these bureaus: Weather Bureau, Cen- 
sus, Labor Statistics, Mines, Public 
Health Service, and the Bureaus of 
Plant and Animal Industry. The fol- 
lowing table shows the trend for this 
group: 


for 1920, but the exceptionally large 
figure for 1920 is mainly due to the fact 
that the Census Bureau required about 
$10,000,000 more than usual in order to 
carry out the decennial census. Again, 
if this amount is now too low, it must 
have been much out of line during 


1910-16, for we are now spending ap- 


proximately $30,000,000, or 54 per cent 
more than we did in those years, and 
the per capita costs are 27 cents greater. 
It is also interesting to note that the 
budget for 1925 allows for an increase 
in practically every activity within this 
group. 


Tas TREND In Pustec Works 
The last of the three civil groups is 


-entitled Public Works, and in it appear 


Rivers and Har- 
Panama Canal Construction, 


the following items: 
bors, 


Group II *——RESEARCH, EDUCATION AND DEVELOPMENT 








YEAR 





(Ave.) 1910-16 .. .........0... $25,329,328 89 
(Ave.) 1917-19. ... oceans $3,692,610 0 4 
POS cee. sas eia 26. aaa 57,868,774 1 0 
PZ Th os. 5 sca! the tuk how E ees 58,898,592 18 
TORS o axed, anaal ee 72,838,899 1 § 
OS i! LS) 2, | daaa 57,663,430 1.9 
(Est.) 1924 2.000000... cee ee eee 55,580,280 20 


Net Exeenprrures | Per Centor Toran | Dorars 
FCR Group I 








* Footnote to Group I, explaining source of figures, method of computation, ete., applies also to 


Group I. 


It is evident from this table that 
little change has occurred in the ex- 
penditures for research, education and 
development in the last five years, with 
the exception of the spurt upward to 
$72,000,000 in 1922. 

The point is sometimes made that 
there has been too much curtailment in 
` the activities of this group, or that such 
activities are not being allowed to ex- 
pand rapidly enough to meet the new 
needs that arise. It is true that ex- 
penditures for 1924 are less than those 


Public Buildings Construction, Rural 
Post and Forest Roads, Alaska Rail- 
way, and the Reclamation Service. In 
pre-war and war days expenditures for 
rivers and harbors constituted from 40 
per cent to 50 per cent of the expendi- 
tures of this entire group. The group 
as a whole shows an increase of almost 
100 per cent over the average for 1910- 
16, with a per capita increase of 664 
per cent, yet the relative importance of 
rivers and harbors shows little change, 
as approximately 46 per cent of Group 
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III expenditures went for this purpose 
in 1924, 

Beginning with about 1920, expendi- 
tures for rural post and forest roads 
began to be an important item, because 
of the extension of federal aid to 
states for construction of highways. In 
1920 about $25,000,000 was spent for 
this purpose; appropriations for 1924 
totalled $83,773,000, while the budget 
estimates call for $19,981,000 for 1925. 
To offset this increase there has been a 
reduction in costs of Alaska Railway 
construction and operation from ap- 
proximately $6,000,000 in 1920 to 
about $1,900,000 in 1924. The cost 
of Panama Canal construction is now, 
of course, mainly a thing of the past, so 
this item is rapidly becoming unimpor- 
tant. The summary table for Group 
IU follows: 


From this we see that the trend for 
both total and per capita net expendi- 
tures has been downward since 1921; 
that total expenditures for civil pur- 
poses are now (1924) $170,000,000, or 
80 per cent more than during 1910-16, 
while per capita expenditures are $1.22, 
or 55 per cent greater. Another impor- 
tant fact shown is that, whereas, in 
pre-war days, civil expenditures con- 
stituted $6.6 per cent of the total, they 
now constitute only 14 per cent, leaving 
86 per cent to go for wars, past, present 
and future, as compared with 63.4 per 
cent during 1910-16. 


War Costs 


The first of the non-civil groups is 
made up of the net expenditures by the 
Army and Navy. Those costs of the 
Army and Navy Departments which 


Group IN— Puse Works 


Nut EXPENDITURES 


Fer Centor Totat | DoLrLars 


YEAR FOR Grover III EXPENDITURES Per CAPITA 
(Ave.) 1910-16....... 0... 02.00. $83,980,339 12 8 , 88 
(Ave.) 1917~19.... uoces a 59,857,379 07 58 
1920. . nanana ni 85,071,042 165 80 
1921] a ae 140,529,626 3.8 1 30 
1822. .. 148,780,558 4.0 1 36 
(Est.) 1923 . 171,806,099 5 6 1 56 
(Est.) 1924.. 162,852,690 6 0 1 45 


In order to show the total net ex- 
penditures for all civil functions of 
government, the combined statement 


are not primarily military in character 
are excluded, the expenditures for 
rivers and harbors being ruled out on 


for Groups I, II and III is given: this ground, while the cost of armament 


Groups I, I ann HI—ArLr Cryme FUNCTIONS 


Nmr ExreNprrorrs, | Per Cent or ToraL | DoLrans 


YEAR Cıvıl FUNCTIONS EXPENDITURES PER CAPITA 

(Ave.) 1910-16 ... ... $207 027,958 36 6 2,23 
(Ave.) 1917-19 218,059,062 27 2.04 
1920. .. : 366,550,410 6.4 3 45 
192i... ao : 516,119,499 12 3 4.78 

19822. ... B.S ide 469,198,069 12 5 4 28 

z (Est.) 18923. .. 24.a. é 445,974,694 14 6 4,02 
(Est.) 1924 $77,649,218 14 0 8 45 
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and fortifications for the Panama 
Canal, and the maintenance of state, 
war and navy buildings are included. 
After the war, of course, there was a 
continued reduction in the total for 
this group, the 1923 figures being only 
about 38 per cent as large as those for 
1920. In spite of the substantial re- 
duction, present expenditures are more 
than twice as large as in the pre-war 
years, 1910-16. Per capita figures for 
1924 show an increase of 84 per cent 
over those of the pre-war years. It 
might be interesting to note that the 
amount to be spent by the Army and 
Navy in 1924 would have met ap- 
proximately 85 per cent of „the total 
net costs of the Federal Government 
during 1910-16. The summary state- 
ment for this group follows: 


expect that the expenditures for these 
purposes would decrease as soldiers, 
having been trained to take up certain 
lines of work, are dismissed from gov- 
ernment care and no longer constitute 
a government charge. On the other 
hand, if past policies are to be followed, 
the costs of this group will continue to 
grow in the years to come, as more 
liberal treatment is accorded the vet- 
erans. At any rate, we should note 
that at present roughly one fourth of 
the net costs of the Federal Govern- 
ment is for the care of soldiers, whereas, 
in pre-war days, less than 3 per cent 
went for this purpose. (See next page.) 


SPECIAL War ACTIVITIES 


In Group VI were included the Rail- 
road Administration, Shipping Board, 


Grove IV—Army anp Navy 


YEAR ror Group IV. EXPENDITURES 

(Ave.) 1910-16 12.00.2002... 00088. $256,971,389 89.2 
(Ave.) 1917-10... cc... cece eee 6,302,922,105 78.0 
1020 22.4 2uSs cea eee ne vesee te 1,348,882, 747 23.8 

TOP) a is beh hws bee eben 960,708,862 22.7 

E E A EE E E EEEE, 848,087,183 I7.1 
(Est). 19S sre cachewnedeaaecs 516,801,404 16.9 
(Est.) 1984... ...ccccsec eee c eeu aes 547,946,864 20.2 


Ner EXPENDITURES 


Prr Cent or Totan | DoLLABsS 





* The per capita figures for this group were not given in Dr. Rosa’s article. 
by using the Census Bureau’s estimated population figures for the years 1911-19, inclusive. 


PENSIONS AND REHABILITATION 


In Group V are included the amounts 
paid as pensions, the cost of war-risk 
insurance, the expenses of the Federal 
Board of Vocational Education for the 
rehabilitation of soldiers, and those 
costs of the Public Health Service 
which can be allotted to the care of 
soldiers. For this group it is evident 
that the trend is upward rather than 
downward since the war, but what the 
future direction will be is extremely 
problematical. In one sense, we should 


I have computed them 


Fuel and Food Administration, and 
Special War Activities. Most of the 
obligations arising from these activities 
were cancelled rapidly in the years im- 
mediately following the war. The 
Railroad Administration was by far the 
most important of the group, it being 
responsible for almost two thirds of the 
expenditures in 1920. In 1922 there 
was a surplus of receipts over expendi- 
tures, due to the payment by the rail- 
roads for equipment purchased by the 
Government during the war, and re-@ 
payments by the roads of certain loans 
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Group V—PENSIONB AND CARE OF SOLDIERS 











Ner EXPENDITURES 
ror Grover Y 


Per Cunt or Torak | DoLLARs 
EXPENDITURES Per CaPiva 


(Ave.) 1910-16 ... aa sonaa $165,300,944 2 5 1.69* 
(Ave.) 1917-198 2.2... sea ce eee 286,816,982 29 2 25* 
1920. 329,261,746 5.8 3 91 
WOE on o Aas 645,237,537 15.4 5.98 
1922. 710,964,597 18 9 6 61 
(Est J T029. cuin edas 762,876,704 24.6 6 80 
(Est.) 1924.... ~ 702,189,116 26. 6,26 


* See note to Group IV. 


made to them by the Government. At 
the present time, practically the only 
expenditure in this group is on account 
of the Shipping Board, for which the 
Budget Bureau asks $30,000,000 for 
1925. Because of the temporary na- 
ture of this group, it was not considered 
worth while to reduce the figures to a 
per capita basis. 


1924 amounting to $721,000,000, or 
$6.43 per capita. The extent of the 
change becomes more apparent when it 
is realized that the amount paid as 
interest in 1922 (#964,000,000) coin- 
cided almost exactly with the figures 
for the total debt of 1912 and 1913. 
With rigid economy being practiced 
both under the influence of the Treas- 


Grovur VI—OBLIGATIONS ARISING FROM THE Recent War 


Ner EXpENDITULES 


YEAR 


(Ave.) 1917-19. 


© sre’ 


PER CENT or TOTAL 


FOR Grotr YI EXPENDITURES 
$1,205,255,174 l4 9 
1,834,695.08-4 28.7 
819,633,857 19 6 
(—35,674,225)* (—1.0) 
149,991,875 4.9 
10,534,057 0.4 


t Surplus. 


In the years immediately prior to the 
war, the United States was in the for- 
tunate position of having a small inter- 
est-bearing debt, the amount fluctuat- 
ing between $913,000,000 and $970,- 
000,000 during the years 1910-16. At 
the low mterest rates then prevailing, 
this resulted in an interest charge of 
little over $23,000,000, or 21 cents per 
capita. The present situation, as every 
one realizes, is far different. The 
‘total debt is now approximately $22,- 
000,000,000, with interest charges for 


ury Department and the Budget Bu- 
reau, the burden of debt is being light- 
ened as rapidly as conditions permit. 
The budget for 1923 provided for a 
retirement of debt to the amount of 
$330,000,000, this figure being in- 
creased tc $345,000,000 for the fiscal 
year 1924. In spite of the reduction, 
however, interest charges still amount 
to more than one fourth of the total net 
expenditures. When the amount being 
used for the retirement of public debt 
is added to the interest charges, we find 
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that they comprise 39.4 per cent of the 
total expenditures. Stated a little 
differently, we are now paying more 
than $1,000,000,000 annually on ac- 


count of debt, which is very nearly 
double what the entire Government was 
costing in pre-war days. The tables 
for Group VII and Group VIII follow: 


Groupe VII-—INTEREST 


NeT EXPENDITURES 


Per Cent or Toran | Dorrans 


YEAR For Group VII EXPENDITURES PER CAPITA 

(Ave.) 1910-16 823,605,218 3.6 .21* 
(Ave.) 1917-19 115,853,240 14 1.09* 

1920. . 929,131,128 16.3 8.73 

1921.. : 941,652,280 22.5 8.78 

1922...... 964,674,521 25.6 8.83 
‘Est.) 1923.. $67,198.710 28.3 7.83 
‘Est.) 1924. 721,286.130 26.7 6.43 


® 
> See note to Group IY. 


Grove Vii—Retreemenr or Posric DEBT 





NET EXPENDITURES 


Per Cent or Toran | DoLLARs 


YEAR ror Group VIII EXPENDITURES Per CAPTA 
1920 ces $1,079, 181,723 19 0 10 14 
1921.. CCl we ewe 816,845,230 75 2 94 
1922..... 1,012,171,580 26 9 9.268 
1923.. 330,088,800 10 8 2 98 
1924 . 345,097,000 12 7 3.08 


The Trend in Recent State Expenditures 


By Austin F. Macponatp, Pa.D. 
University of Pennsylvania 


N the year 1913 the forty-eight 
states of the Union spent about 382 
million dollars for governmental pur- 
poses. In 1922 they spent somewhat 
in excess of one billion, 280 million 
dollars. The cost of operating our 
state governments increased, therefore, 
235 per cent in the nine-year period 
from 1913 to 1922. Made without ex- 
planation or reservation, this is a rather 
startling statement. But there are 
two factors which obviously must be 


taken into consideration in making any 
comparison of governmental expendi- 
tures during the last decade. One is an 
increase of 35 per cent in the population 
of the United States; the other is an in- 
crease of 49 per cent in the general level 
of prices. 

Reduced to a per capita basis, the in- 
crease in the governmental expendi- 
tures of the states from 1913 to 1922 
was 199 percent. Costs rose gradually ' 
until 1919; after that year they 
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mounted rapidly. The following table 
indicates per capita costs for the pe- 
riod: 


ISIS: 2% oe 83 95 
1915. ee 5 03 
1917 5 08 
LOD: bed Oe: Matawan s 6 09 
i) | abgte 9 46 
1922 11 82 


The figures are not fairly compa- 
rable, however, until allowance is made 
for fluctuations in the price level during 
the last decade. The United States 
Bureau of Labor compiles monthly an 
index number based on the wholesale 
prices of 404 commodities; and the per 
capita expenditures of the states, when 
weighted in accordance with this index 
number, indicate with reasonable accu- 
racy the real increase in the cost of 
running our state governments. The 
table below gives per capita govern- 
mental-cost payments of the states in 
terms of 1918 dollars: 


LDDs, a HERR ARS $3 95 
EE sedate gate esx 4 98 
1917. 2 87 
TOUS Seestene 2 95 
LIZ pea Sede Gece 6 43 
TOS? opi ote. teste Be 7.93 


When reduced to a per capita basis 
and measured in terms of 1913 dollars, 
therefore, state expenditures for gov- 
ernmental purposes exactly doubled in 
the period from 1913 to 1922. One 
hundred per cent represents the true 
rate of increase. In 1917 and 1919, as 
shown by the table, the states spent 
relatively less than in the year imme- 
diately preceding the outbreak of the 
World War. ‘This decrease was due to 
the large part played by salaries in 
state costs. Salaries and wages always 
lag behind commodity costs in a period 
of rising prices, and their action during 
the last few years proved no exception 
to the general rule. Until 1920 the 
states were paying salaries based in 


large measure on the pre-war price 
scale. By 1921, however, this dis- 
crepancy had been adjusted, and did 
not need to be considered in comparing 
state expenditures. 

An actual increase of 100 per cent in 
the per capita cost of running our state 
governments within the short space of 
nine years calls for more than a passing 
comment. It represents a real burden 
on the taxpayers of the nation. Dur- 
ing the same period municipal expendi- 
tures increased less than twenty per 
cent, due allowance being made for 
growing population and rising prices. 
A comparison with the costs of the 
Federal Government cannot fairly be 
made, because of the effect of the war 
on national finance. 

Whether the taxpayers are receiving 
an equivalent for the rapidly mounting 
costs of their respective state govern- 
ments in the form of more and better 
services is a pertinent question. In 
recent vears the states have been called 
upon to perform many functions for- 
merly left to private initiative. Edu- 
cation and charity, for example, have 
been transferred in large part from pri- 
vate to governmental agencies. New 
duties entail new expense, even if 
carried out in niggardly fashion. And 
the work of the states has been per- 
formed in anything but a parsimonious 
manner. The people have consistently 
laid more stress on raising the standard 
of service than on reducing the ex- 
penses of government. Better training 
for teachers is demanded instead of 
lower salaries. Concrete highways at 
a construction cost of $35,000 a mile 
are preferred to cheap dirt roads. 

The demand of the American people 
for new services and for higher stand- 
ards undoubtedly accounts in part for 
the rapidly increasing cost of operating 
our state governments. Whether it 
offers an adequate explanation can be 
determined only by examining in detail 
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the various items of state expenditure, 
and ascertaining the purposes for wich 
state money is being spent. 


LOOKING FOR THE REASON 


The Census Bureau of the Depart- 
ment of Commerce, in its classification 
of state expenditures, separates them 
‘into two general groups. Under zhe 
heading ‘“‘Governmental-Cost Pay- 
ments” are included all items which 
can properly be regarded as costs of 
running the state governments. H is 
this group which must be considered in 
making any comparison of state operat- 
ing costs. A number of other pay- 
ments made by the states are grouped 
together and labeled “Non-Govecn- 
mental-Cost Payments,” since they do 
not result in a decrease in the value of 
state assets without decreasing n- 
debtedness. They include such items 
as the purchase of investments, the 
purchase of supplies in excess of these 
used or sold, and the final payment of 
debts. Non-governmental-cost pey- 
ments cannot accurately be listed as 
state expenses, and have therefore been 
disregarded in this paper. 

In examining the trend of state ex- 
penditures during the past few years, it 
is necessary at times to base statemerts 
upon the figures for 1921, and even, in 
some cases, upon those for 1919, ce- 
cause the Census Bureau’s analysis of 
the list for 1922 is not yet availabe. 
This is regrettable, for state costs 
mounted more rapidly between 1621 
and 1922 than in any preceding year. 
A partial reliance upon statistics for 
1921 in making comparison with thoze 
for 1913 will not, however, invalidace 
our conclusions as to the direction that 
state expenditures are taking. 

About 10 per cent of state expend- 
tures for governmental purposes m 
1918 was made for the upkeep of tke 
legislature, the courts, and the various 
branches of the executive departmen:. 


The governor, the secretary of state, 
the auditor, the treasurer, the attorney- 
general, and the civil service commis- 
sion were all included in this group. 
The actual amount spent per capita 
was 42 cents. This sum rose gradually 
to 45 cents in 1915, 50 cents in 1918, 64 
cents in 1921, and 66 cents in 1922. 
Reduced to terms of 1913 dollars, how- 
ever, the 66 cents of 1922 became 44 
cents, an increase of but little more 
than 4 per cent in the expenses of 
general government, Other costs hav- 
ing risen rapidly during the period, the 
percentage of the whole chargeable to 
this item was less than 6 per cent in 
1922. Obviously we must look further 
to find the cause of rapidly mounting 
government expenditures. 

Nor does the amount devoted to the 
protection of person and property re- 
veal any marked increase. In 1913 the 
states were spending for this purpose 26 
cents per capita, or 63 per cent of the 
total paid out in that year. Police and 
fire protection, in so far as these were 
state activities, the work of enforcing 
the game laws, the upkeep of militia 
and armories, the regulation of corpo- 
rations, of weights and measures, and 
of the practice of professions such as 
law and medicine, and the inspection of 
factories, mines and quarries, were all 
included under the general heading 
“Protection to Person and Property.” 
The amount spent for militia and ar- 
mories has not increased materially in 
the last decade; in fact, less per capita 
was spent by the states on the National 
Guard in 1919 than in 1915. The use 
of National Guard units by state execu- 
tives to put an end to strikes brought 
the organization into disfavor in many 
parts of the country. The sum used 
for various regulatory purposes rose 
gradually, but by 1922 the total 
amount devoted to protection of person, 
and property was only 48 cents per 
capita, as compared with 26 cents nine 
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years previously. This meant a real 
increase, eliminating price changes, of 
about 53 per cent. Only 4 per cent of 
state payments in 1922 went for per- 
sonal and property protection, showing 
that this item was relatively less im- 
portant than in 1918. 

In 1914 the Federal Government 
inaugurated the practice of subsidizing 
the states for the purpose of carrying on 
extension work in agriculture, and re- 
quired the state governments to make 
large appropriations for the work be- 
fore receiving federal funds. As a 
result, the Census Bureau found it nec- 
essary to make a new heading in its 
classification of state expenditures, 
which it labeled “Development and 
Conservation of Natural Resources.” 
Payments for forest fire protection, for 
the maintenance of dams and reser- 
voirs, for the protection of fish and 
game, and for a number of other pur- 
poses were included in this group; but 
development of agriculture represented 
80 per cent of the total, the main items 
being agricultural extension work and 
the maintenance of agricultural experi- 
ment stations. In 1915 the states were 
spending 17 cents per capita on the 
development and conservation of their 
natural resources. Four years later 
the amount was only 28 cents, but by 
1922 it had leaped to 38 cents, an ac- 
tual increase of 53 per cent over 1915, 
even discounting rising prices. The 
additional care bestowed upon natural 
resources was therefore responsible for 
at least a part of the increase in state 
expenditures between 1913 and 1922. 
But it was responsible for only a small 
part. In 1915 this item represented 
but $4 per cent of total state costs, and 
in 1922, despite greatly increased pay- 
ments, it accounted for an even smaller 
portion of the whole. 

In recent years considerable empha- 
` sis has been placed upon public health 
and sanitation, and appropriations for 


this work have grown ‘larger annually. 
But the preservation of public health 
has never necessitated more than a 
trifling per capita outlay by the states. 
In 1918 the amount spent per capita 
was 7 cents—less than 2 per cent of all 
state disbursements for governmental 
purposes during the year. Nine years 
later it was 20 cents, an actual increase, 
after eliminating price changes, of 85 
per cent. But the portion of total 
state costs chargeable to this item was 
not quite so great in 1922 as before the 
war. More than half the money spent 
for public health and sanitation in 1919 
went for the prevention and treatment 
of commmunicable diseases. Chief of 
these was tuberculosis, large sums be- 
ing devoted to the care of tubercular 
patients in state institutions. Smaller 
amounts were used for the control of 
venereal diseases and epidemics, and in 
a number of states barbers’ examina- 
tions were conducted to guard against 
the transmission of skin diseases. 
Under the general heading “‘Conserva- 
tion of Health and Sanitation” were 
included the expenses of food regula- 
tion and inspection and of safe-guard- 
ing with especial care the physical 
well-being of children. 


GROWTH OF HIGHWAYS 


Of all the items in the list of state 
governmental expenditures, none has 
had suca a remarkable growth as that 
labeled “Highways.” This refers only 
to the maintenance of roads, and does 
not include new construction. In 1913 
the stat2s were spending for the care of 
their highways 14 cents per capita, or 
83 per cent of their total costs. Com- 
pared with 1903, when only 6 cents for 
each person had been paid out, this 
seemed a large sum; but it was dwarfed 
by the expenditures of the following 
years. The substitution of automo- 
biles, and particularly of heavy com- 
mercial trucks, for the lighter 
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horse-drawn vehicles of former days, 
resulted in an unprecedented amount 
of wear and tear on the highways, and 
made necessary the outlay of thousands 
of dollars for upkeep where hundreds 
had previously sufficed. In 1915 state 
costs for road mamtenance had 
mounted to 23 cents per capita; in 1917 
they were 88 cents; by 1919 they had 
reached 59 cents; in 1921 they were 72 
cents; and by 1922 they had climbed to 
98 cents per person. This was a nomi- 
nal increase of 600 per cent over 1913, 
and of more than 1,500 per cent over 
1908. Even when reduced to terms of 
the pre-war dollar, it representec an 
actual rise of 864 per cent over 1918. 
By 1922 the states were devoting scme- 
what in excess of 8 per cent of their 
total governmental expenditures to the 
upkeep of highways—more than Zour 
times the amount they had been spend- 
ing on new road construction three 
years previously. It must not be for- 
gotten, however, that the Federal 
Government pays over to the states 
every year large sums to aid in the 
building of new highways, while placing 
the burden of maintenance entrely 
upon the state governments. Nearly 
half of the money listed under state 
disbursements for road upkeep in 1919 
was not spent directly by the state 
governments, but was distributed by 
them among their civil subdivisions, to 
be used under state supervision. 


CHARITIES AND EDUCATIONAL 
EXPENDITURES 


For a number of years the largest 
amount paid out by the states for any 
item of expenditure, with the sirgle 
exception of education, was for chari- 
ties, hospitals and corrections, which 
are placed by the Census Bureau in one 
group. In 1918 the per capita cost was 
90 cents, or 22 per cent of the total cost 
of operating the state governments. 
Nine years later it had risen to $1.50. 


Eliminating price fluctuations, this was 
an actual increase of only 11 per cent, 
a3 compared with a general rise of 100 
per cent in state costs. In 1922 chari- 
ties, hospitals and corrections were re- 
sponsible for but 12 per cent of state 
governmental disbursements, so that 
they were relatively less important 
than in former years. Of the total for 
charities, hospitals and corrections, less 
than 20 per cent went for charities in 
1919. Most of the money listed under 
charities went to state institutions, 
tose for the care of the feeble-minded, 
the blind, the deaf, and the mute being 
tke chief beneficiaries. Poor asylums 
and state homes for children also re- 
ceived considerable sums, while small 
amounts were expended for outdoor 
poor relief, particularly by the New 
England states. Large payments were 
made to hospitals for the care of the 
insane. ‘This single item accounted for 
nearly all expenditures made for hospi- 
tals, and by itself represented in 1919 
almost 7 per cent of total state govern- 
mental costs for that year. State 
correctional institutions also received 
large amounts. 

In 1922, as in 1913, the largest single 
item of state costs was education. Ex- 
penditures for educational purposes 
mcreased considerably during the nine- 
year period, but only half as rapidly as 
stete expenses. In 1918 nearly 35 per 
cent of all state governmental pay- 
ments was made for education; in 1922 
less than 29 per cent was devoted to 
this purpose. The 1918 outlay per 
capita was $1.38; by 1922 this had risen 
to $8.07, but the actual increase in 
terms of pre-war dollars was only 50 
per cent. While some of the money 
was spent directly by the states in their 
own institutions, most of it was dis- 
tributed by them among their civil 
subdivisions. The method of appor- 
tionment and the extent of the super- 
vision exercised by the states over the 
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use of the allotted funds varied greatly 
from commonwealth to common- 
wealth. While appropriations for 
schools were in most states fairly 
generous, the sums made available for 
libraries were ludicrously small. In 
1919 they amounted to one cent per 
capita, or less than one-sixth of one per 
cent of all state governmental expendi- 
tures; and three years later, though 
they had risen to nearly two cents for 
each person, they still represented less 
than one-sixth of one per cent of total 
state costs. 


OTHER EXPENDITURES 


State expenditures for most of the 
newer functions of government have 
increased rapidly in recent years, but 
this is not true of recreation. Under 
the general heading “Recreation” are 
included parks, reservations and monu- 
ments, as well as public amusements 
furnished by the state and recreation of 
an educational nature, whether within 
or without the schools. In 1918 two 
cents per capita was spent by the states 
for recreational purposes, but in the 
years immediately following 1913 this 
amount fell off to one cent per capita, 
where it remained until 1921. In the 
latter year it rose again to two cents, 
only to fall off slightly during 1922, so 
that during a period when state ex- 
penditures doubled, recreational out- 
lays increased not at all. In fact, in 
terms of the 1918 dollar, there was a 
decrease of 45 per cent—the only de- 
crease in the long list of state expendi- 
tures. State officials are sure to meet 
with popular approval when they fix 
their attention upon the laudable task 
of preventing unneccesary outlays. 
But it seems rather unfortunate that 
they should choose as the first field of 
their endeavor the supplying to the 
people of wholesome recreation. 

A number of items of state expendi- 
ture have been grouped together by the 


Census Bureau for want of a better 
classification, and labeled “General.” 
Here are “ound all the odds and ends of 
state coszs, such as printing and sta- 
tionery and sums paid out to satisfy 
judgments. More than half of the 
total paid out under this heading in 
1921 wert for pensions, especially to 
veterans of former wars. This group 
of expenditures does not represent a 
large part of governmental-cost pay- 
ments, though its importance has 
steadily grown in recent years, the rate 
of increase between 1915 and 1922 be- 
ing 269 par cent, after the elimination 
of price flictuations. 

In recett years state debts have 
mounted rapidly. Current revenues 
have not proved sufficient to pay for 
the large construction programs under- 
taken by a number of commonwealths, 
while the movement for bonuses to 
veterans of the World War has led to a 
still further extension of state indebted- 
ness. In 1915 the per capita debt of 
the states was $4.31; by 1922 it had 
risen to $8.12, an increase of 88 per 
cent. Under these circumstances we 
should expect to find a similar rise in 
the amourt paid out by the states for 
interest charges, and the figures do not 
disappoint us. In fact, they show an 
even greater increase for interest pay- 
ments than for state debts, doubtless 
because of the advance in the general 
level of interest rates during the period. 
Interest payments have never played 
an important rôle, however, in the cost 
of operating our state governments. 
They represented less than 24 per cent 
of all state expenditures in 1921. 

A small sum, amounting to four cents 
per capita in 1903, and falling to two 
and one-helf cents per head nineteen 
years later, was paid out by the states 
for public service enterprises. Not 
many mor2 than a dozen common- 
wealths had expenses of this nature, 
but every group in the Union except 
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the Middle-Atlantic and East South 
Central states was represented. Under 
this heading were included such items as 
the maintenance of irrigation systems, 
canals, docks, wharves, landings and 
ferries. North Dakota maintained 
mills, elevators and an electric railway; 
Texas operated a railroad; Kansas made 
expenditures for a school-book publish- 
ing house; and Oregon, for a lime plant. 

In its classification of state govern- 
mental-cost payments the Census Bu- 
reau is careful to distinguish between 
operating expenditures and payments 
for new construction. The amounts 
paid by the states for the acquisition 
and construction of permarfent proper- 
ties and public improvements is listed 
under the general heading of “Out- 
lays.” Here are found the sums ex- 
pended for new highway construction, 
for schools, libraries, hospitals and 
other buildings, and for equipment of 
various kinds. State expenditures for 
outlays increased much more rapidly 
than those for operating purposes. In 
1918 the states spent 50 cents per head 
on new construction; by 1922 this item 
had risen to $2.94. Even in terms of 
the pre-war dollar the 1922 payments 
amounted to $1.97, an actual increase 
of 294 per cent. Outlays represented 
little more than 12 per cent of state 
payments in 1918; but in 1922 they 
accounted for 24.8 per cent of total 
state disbursements. This rapid in- 
crease in construction costs was charge- 
able almost entirely to the extensive 
road building programs entered upon 
by the states. The amounts expended 
for schools, hospitals and asylums in- 
creased materially between 1918 and 
1921, yet in 1913 they represented 25 
per cent of state outlays, while in 1921 
they accounted for but 16 per cent of 
all construction costs. Expenditures 
for new highways, on the other hand, 
rose during the period from 26 per cent 
to 74 per cent of the total. 


Figures for 1922, were they available, 
would doubtless show an even larger 
percentage chargeable to road con- 
struction. In 1918 the forty-eight 
states of the Union spent a little more 
than $12,000,000 on road building; 
eight years later the thirty states listed 
in the Census Bureau’s report of that 
year spent nearly seven times 12 mil- 
lion. ‘This rapid increase is all the 
more remarkable when we consider 
that the Federal Government is bearing 
a considerable portion of the expense of 
highway construction. 


STATE EXPENDITURES INCREASED 
IN RATIO TO EXPANSION AND 
IMPROVEMENT 


Armed with this long and rather 
tedious array of statistics, we are in a 
position to draw some conclusions as to 
the recent trend of state expenditures. 
Governmental costs, we find, are rising 
steadily, but these increases are due 
almost entirely to the expansion of 
governmental activity and to the im- 
provement of governmental service. 
Eliminating price fluctuations, there 
has been no material increase in the 
last decade in the per capita cost of 
operating our state executive, legisla- 
tive and judicial departments. The 
same is true of protection to person and 
property, while public recreation has 
suffered a decrease. Education, chari- 
ties, hospitals and corrections have all 
been affected by the public demand for 
higher standards. Better equipped 
schools and better trained teachers are 
everywhere regarded as a necessity. 
The care of the physically, mentally 
and economically unfit is coming to be 
regarded as a science. These changing 
concepts mean larger appropriations to 
maintain the higher standards, but the 
increases have not been large. The 
cost of public health and sanitation 
work has risen more rapidly in the last 
decade. Special attention paid to the 
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prevention and treatraent of communi- 
cable diseases has resulted in an in- 
crease of 85 per cent. 

But the most startling development 
of the last decade in the field of state 
finance has been the rapid growth of 
one or two functions which were so in- 
significant at the beginning of the 
present century that they were almost 
lost in the long list of state expendi- 
tures. Chief of these is highways. A 
rise of 364 per cent in disbursements 
for highway maintenance between 1913 
and 1922, and an increase which must 
have been nearly 1,000 per cent in pay- 
ments for road construction, go far 
toward explainmg the increased cost of 
operating our state governments. This 
is particularly true when we remember 
that differences due to a growing popu- 
lation and to an increase in the general 
level of prices have been eliminated. 
The rate of increase would otherwise be 
nearly twice as great. The develop- 
ment and conservation of our natural 


resources, an item not even recognized 
in the Census Bureau’s classification of 
state expenditures in 19138, had reached 
the surprising sum of 88 cents per 
capita by 1922. The ultimate result of 
a policy of conservation is to save the 
natural wealth of the states, but its 
immediate effect is to require the out- 
lay of more money. 

It seems clear that there will be no 
considerable reduction, in the immedi- 
ate future, at least, of state operating 
costs. The people are demanding 
more and better services from their 
state governments, and they are re- 
ceiving what they ask. Vox populi, 
vox dei. Bat when in the same breath 
they demand lower taxes, their col- 
lective voice loses some of its divine 
quality. Only foolish mortals would 
expect to pay less and receive more. 
The people are getting better roads and 
more of them; they are getting more 
schools and better teachers—but they 
are paying the bills. 
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The Trend in City Expenditures 


By Lanse W. Lancaster, Pu.D. 
Wesleyan University 


NE of those facts which so strik- 
ingly illustrate the process of gov- 
ernment has been the taking on by pub- 
lic financial questions of an undoubted 
“news” value during the past few 
years. Facts hitherto buried in unat- 
tractive official reports, heeded by few 
and understood by still fewer, have 
come to figure in the headlines and to 
receive whole columns and not mere 
paragraphs of explanation and com- 
ment. During and since the war the 
average man has received an informal 
education in public finance, the illus- 
trations of which have been drawn 
largely from the field of federal 
finances, For figures of debts and £x- 


penditures running into the billions 
catch the imagination of the dullest. 
The trend in city expenditures in re- 
cent years, however, has also been 
significant and it is to this trend that 
attention will be called, for we are 
justified in feeling that it is potentially 
as important as the ephemeral, if 
huge, transactions of the Government 
at Washington. 


Rzcent TENDENCIES IN City 
EXPENDITURES 
Several criteria exist by which we 
may judge of the recent trend jn city 
expenditures. There are, first of all, 
the figures collected annually by the 
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Bureau of the Census relating to the 
receipts and expenditures of those 
cities having populations in excess of 
80,000. These figures are comparable 
for 146 cities from 1908 to 1922 and 
for 199 cities between 1918 and 1922. 
Secondly, it is possible to get fairly ac- 
curate figures on the increase in the 
local tax burden which are of first-rate 
significance, though they do not show 
the cost of capital improvements. In 
the third place, there is a considerable 
body of reliable data concerning local 
debts which show perhaps better than 
any other source the purposes for 
which cities are spending their funds. 

While figures showing total city ex- 
penditures are of little significance in 
showing the real burden of govern- 
ment, it is interesting to note that the 
governments of the 261 cities of over 
30,000 population spent in 1922 the 
sum of $%2,292,566,519.1 This was 
equivalent to a per capita expenditure 
of $57.38. Of this latter figure, per 
capita costs for the maintenance of all 
general departmental services amounted 
to $33.15. To this must be added 
82.75 per capita for the maintenance 
of public service enterprises, $5.52 
for interest on public debts, and $15.95 
for the cost of permanent improve- 
ments added during the year. For the 
199 cities for which comparable fig- 
ures exist per capita costs rose be- 
tween 1918 and 192% from $34.68 to 
$58.07. 

During 1922 these 261 cities re- 
ceived moneys to the amount of $2,- 
007,008,796, or $51.81 per capita. Of 
this total 68.7 per cent was derived 
from property taxes. The increase in 
the amount of property taxes col- 


1 The figures in this and the two paragraphs 
following were taken from a summary of the 
reports to the Bureau of the Census for 1922, 
issued to the press December 28, 1928. Com- 
plete figures for 1922 are not yet available in 
printed form. 


lected by 199 cities was 21.5 per cent 
from 1915 to 1918 and 82.1 per cent 
between 1918 and 1922. Per capita 
property taxes were $35.47 in 1922, 
$21.48 in 1918 and $18.87 in 1915. 

An analysis of the costs of city gov- 
ernment in 1922 shows the following 
per capita expenditures for the prin+ 
cipal municipal functions: General 
government (including the executive, 
legislative and judicial organs), $2.94; 
protection of person and property, 
$6.66; health and sanitation, $3.25; 
highways, $2.87; hospitals, charities 
and corrections, $2.08; schools, $12.50; 
libraries, 8.41; recreation, $1.09, and 
miscellaneous functions, $1.84. The 
per capita costs of these functions are 
shown in Table I? (See next page.) 


WHERE THE [Increases Have BEEN 


These figures give some indication 
of the relative importance of the vari- 
ous city functions durmg the past ten 
years. The largest increase recorded 
is for schools, the figure for 1922 being 
138.5 per cent higher than that for 
1912; charities, hospitals and correc- 
tions come next with an increase of 
84 per cent; then follow health and 
sanitation, 83.6 per cent, recreation 70 
per cent, protective functions, 66.9 
per cent, and highways 45 per cent. 
By far the greater portion of these 
increases took place during the last 
five years of the period covered by the 
table. Educational costs increased 
17.5 per cent between 1912 and 1917 
and 90.5 per cent between 1917 and 
1922; the cost of protective functions 
increased but 2.5 per cent between 


? In Table I the figures for 1921 are less accu- 
rete than those for the other years since 80 of 
the 258 cities, which in that year had a popu- 
lation in excess of 80,000," made no reports to 
the Bureau of the Census. Most of these cities 
failing to report were in that group which in- 
cludes cities between 30,000 and 50,000 popu, 
lation, Per capita costs are considerably 
smaller in such cities than in the larger ones. 
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TABLE [—Per Caprra EXPENDITURES or Crrres or Over 30,000 POPULATION FOR THE PRIN- 
CIPAL Crry Functions, 1912-1922 














PROTECTION Cran- 
AIL D HEALTH TIES, 
YEAR G 5 Peas Hian- Hosrr- | Epuca- | RECRE- 
alae ae aes Beas SANITA- | WAYS TALS, TION ATION 
eee TION CORREC- 
ERTY 
TIONS 
1912 $17 34 83 99 $1 77 81.98 $1 18 BO 24 $0.64 
1915 13 835 4 09 1.87 2.10 1.26 5.82 0.69 
1916 18 69 4.10 1 90 1.98 1.34 6 01 0,67 
1917 19 07 4 09 I 94 2.61 1.36 6.16 0.67 
1918 20.11 4.24 2.09 2.06 1.48 6.58 0.70 
1919 21 78 4 55 2 35 2 09 1.58 7.17 0.75 
1921, 80 24 6 23 8.21 3.00 2.08 10,62 0.99 
1922.. eas 33 15 6 66 3,25 2.87 2.08 12.50 1,09 


1912 and 1917 and 57 per cent between 
1917 and 1922; recreation costs in- 
creased 55.7 per cent during the latter 
period as compared with 4.7 per cent 
from 1912 to 1917. The increase in 
the governmental costs of all general 
departments between 1917 and 1922 
was 64.8 per cent and only 10 per cent 
between 1912 and 1917. It is a fair 
inference from such an analysis of 
these figures that the larger increases 
have been due, generally speaking, 
to the so-called “social” functions 
of government,—health and sanita- 
tion, education, recreation and char- 
ities. The extent to which these 
figures signify real increases in terms 
of purchasing power is discussed below. 

Another measure of present and re- 
cent tendencies in city expenditures is 
afforded by a study of figures showing 
the per cent distribution of govern- 
mental-cost payments for the expenses 
of the general departmental services, 
for interest and for outlays. Table IJ 
presents these figures for the period 
1911-1919. 


3 No report on the financial affairs of cities 
was issued by the Bureau of the Census for 
1920; the figures for 1921 are incomplete, and 
those for 1922 are not yet available, 
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TABLE Ti—Prer Centr or Toran GOVERN- 
MENTAL Cost PAYMENTS FOR EXPENSES OF 
(YENZRAL DEPARTMENTAL SERVICES, FOR 
INTEREST AND FOR OuTLAYS, 1911-1919 


PAYMENTS FOR 





YEAR General 
Depart- Interest | Outlays 
ments 
1911 . . 51 1 10.9 34.0 
1912 ... 63.0 11.2 31 6 
1915 . 53 ö 11.9 30 5 
1916 .. 56 6 12.6 26.9 
1917 . 57 3 12.7 25.9 
1918 . .. 58.9 12.7 23.7 
1919. . .. 61 1 12 7 20 8 


Table II shows, in the first place, 
that for the period which it covers the 
expenses of the general departmental 
services have absorbed a steadily m- 
creasing share of the funds available 
for the work of government, 51.1 per 
cent of expenditures being for this 
purpose in 1911 and 61.1 per cent in 
1919. `n the second place, in 1919, 
1.8 per cent more of the total expendi- 
ture is chargeable to the single item of 
interest. More significant perhaps is 
the fact that in 1919, 20.8 per cent of 
the annual expenditures of these cities 
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went for outlays whereas, in 1911, 34 
per cent was chargeable to this item. 
This last fact would seem to mdicate 
an increasing resort to borrowing. The 
extent and significance of public borrow- 
ing in recent years is dealt with below. 

The increase in city expenditures 
may also be measured in terms of the 
taxes levied by local governments. 
Figures published in October, 1922, by 
the National Industrial Conference 
Board for thirty-nine states and the 
District of Columbia show that per 
capita taxation by local governments 
had increased on the average 141.7 per 
cent between 1911 and 1921.4 That 
large increases in the cost of Ipcal gov- 
ernment generally have occurred in the 
last few years is amply shown by evi- 
dence taken from various state re- 
ports and investigations. The reports 
of the New York Special Joint Com- 
mittee on Taxation and Retrenchment 
show that the total direct taxes levied 
in that state increased from about 
$125,000,000 in 1910 to $185,000,000 
in 1990; for schools from $45,000,000 
in 1910 to $90,000,000 in 1920; for 
town governments from $6,000,000 in 
1910 to $15,085,000 in 1920. During 
this ten-year period the population of 
the state as a whole increased 14 per 
cent, the full value of taxable real 
property plus the assessed value of 
personal property increased about 45 
per cent, and total direct taxes levied 
increased 88 per cent. The most recent 
report of the New Hampshire Tax 
Commission states that the total of 
taxes locally assessed increased 187 per 
cent between 1910 and 1922. In Con- 
necticut tax collections in munici- 
palities increased 182.8 per cent be- 
tween 1912 and 1920; in West Vir- 
ginia municipalities the Increase was 

«National Industrial Conference Board, Re- 
search Report No. 55, October 1922. These 
figures, however, apply to all minor political 
subdivisions and include, therefore, counties, 
townships, achool districts, etc. 


almost exactly 200 per cent. Figures 
of the same general character taken 
from the official reports of many states 
show that increases in tax receipts of 
100 per cent during the past ten years 
are common and that increases of 150 
and even 200 per cent are not rare. 


THE Purposes oF Crry EXPENDITURES 


The figures of current expenditures, 
with which we have so far dealt, give 
a very inadequate account of the pur- 
poses for which cities are at present 
spending money. Light is thrown on 
this by an examination of the figures 
relating to municipal borrowing. 
Table HI presents figures for long-term 
state and municipal borrowing between 
1912 and 1923.8 


TABLE U—Torat Issues or Stare AND 


Locar Lona-Trenm OBLIGATIONS, 1912-1923 


YEAR TOTAL Issues 
TOUR 6 du. EE eee $886,551,828 
nA Eo se. ceathiaeacdweaw ex 403,246,518 
DOT E ete ds 474,074,395 
WSLS 5 42.30 aede aan 498,557,998 
1919 ose ewes eae 457,140,955 
1917. 451,278,762 
OTS eiceta as. SK: ara 296,520,458 
1018 oi teehee ss 691,518,914 
1920 '...o5 ese edo, o” 683,188,255 
1921 1,199,616,561 
1922. . 1,101,917,318 
O25 cs eee ee 1,032,390,604 


5 See Reports of the (N. Y.) Special Jont Com- 
millese on Tazation and Retrenchment, Legisla- 
tive Document No. 72 (1922), pp 29, 33; No. 
55 (1928), p. 285; Annual Reports of Financial 
Transactions of Municipahlies and Counites of 
California, for 1919, 1920, 1921 and 1922; Re- 
pori of the Michigan Committee of Inquiry into 
Tazation (1928), pp. 11-13, 28; Twelfth Report 
of the Board of State Tar Commissioners and 
State Board of Assessors (Michigan), 1921-22, 
pp. 25, 28, 58-59; Report of the (Iowa) Joint Leg- 
islative Committee on Taxation, 1928, pp. 10-17. 

¢ Table IN was compiled from the annual 
State and City Supplements of the Commercial 
and Financial Chronicle 1918-1928. The figure for 
1928 issues may be found in the issue of the same 


journal for January 26, 1924, Vol. 118, p. 361, 


Tus TREND In City EXPENDITURES 


STATE AND MUNICIPAL BORROWING 


Tt is seen from this table that state 
and municipal borrowing for the past 
three years has exceeded a billion 
dollars annually. This figure is nearly 
three times the average of ten years 
ago and almost twice as great as the 
average of five years ago. It is worth 
noting, however, that there has been 
in both 1922 and 1923 an appreciable 
decrease in the total issues. The effect 
of the war is strikingly shown in the 
figure for 1918 when only $296,000,- 
000 was issued. During the war the 
priority in the call for capital which 
was given to essential war industries 
applied to municipalities as well as to 
non-essential private industries, and 
resulted in the sharp cessation of pub- 
lic construction work. The removal of 
this restriction is shown in the imme- 
diate and tremendous increases fol- 
lowing 1918. These increases, al- 
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though many are disposed to view 
them with alarm, are not difficult to 
explain. Had the war not occurred 
and had population and the price 
level rernained stationary, we might 
have expected the annual issue of ap- 
proximately half a billion dollars of 
such securities to meet the normal 
needs of expanding urban commu- 
nities. None of these conditions ob- 
tained. Not only did urban popula- 
tion increase steadily, but the price 
level more than doubled between 1913 
and 1920 and the wages of skilled and 
unskilled labor entering into construc- 
tion work rose sharply during the same 
period. « These are general causes 
which are suggestive in explaining the 
apparent huge increases in borrowing. 
The specific items of capital expendi- 
ture are shown in Table IV which 
sets forth figures showing the percent- 
age of total indebtedness chargeable 
to various purposes.’ 


TABLE IV—Prroentace or Toray Stats anp Municiean Securrry Issurs DEVOTED to SPECI- 
Frop Purrosms, 1912-1972 


Legend: I, Refunding; II, Water; III, Streets and Bridges; IV, Sewers and Drains; V, Schools; 
VI, General Buildings: VU, Parks and Museums; VIII, Gas and Electric Light; IX, Funding and 
Improvement; X, Miscellaneous. 











YBAR I af seat 
LOT 8G Gewees .| 3.85 | 15.48 | 28.18 | 6.72 
FE Bearer 6.70 | 12,22 | 26.87 | 6.53 
ot eee 1.97 | 11.95 | 30.94 | 6.86 
EOE oes aie pees 6.44 | 8.90 | 27.29 | 8.30 
T910 aesir Tipna 5.13 | 8.42 | 31.16 | 8 14 
IOl eosi csr awe 3.40 | 6.30 | 29.16 | 7.24 
TONS sccae es 3.27 | 13.62 | 22 22 | 12.02 
O10. cerca) ews 1.98 | 8.00 | 42.81 | 5.80 
1920: E 1.67 | 7.95 | 31.64 5.80 
TOZL aan prese 6.57 | 32.51 | 6.06 
1 A 2.71 | 8.60 | $1.21 | 8.80 











Vv VI VU | VI | IX X 
11.78 | 7.98 | 3.43 | 2.00 | 4.76 | 20.91 
18.72 | 10.81 | 2.22 | 0.82 | 5.06 | 15.56 
13.27 | 8.26 1.70 | 0.74 | 3.29 | 20.02 
16.08 | 6.60 | 2.00 | 1.69 | 5.01 | 19.68 
15.87 | 6.08 | 1 92 | 0.67 | 4.02 | 22.09 
13.85 | 5.74 | 2.85 | 1.48 | 4 94 | 26.04 
14.07 | 4.04 | 0.84 | 1.33 | 8.64 | 28.22 
14 92 | 3.59 | 1.12 | 1.47 | 6.98 | 18.58 
19.00 | 3.71 | 2.63 | 1.74 | 7.37 | 18.49 
17.98 3.44 | 1.85 | 1.19 | 7.93 | 13.91 
21.53 | 3.64 | 1.76 | 2.51 | 6 92 | 9.22 





1 Compiled from the same source as Table 
IH. It is not yet possible to distribute the 
~ issues for 1928. No figures are available for 


refunding issues in 1921. In 1922 state bonds 
to the amount of $40,800,000 were issued for 


the paymert of soldier bonuses. This accounted 
for 3.7 per zent of all issues, but is not shown in 
the table. Column X includes such purposes 
as flood prevention, harbor and waterfront im- 
provements, transit, ferries, canals and irrigation. 
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This table shows, as might be ex- 
pected, that by far the larger part of 
municipal borrowing has been for 
streets and bridges, schools, water sup- 
ply and sewers. These purposes to- 
gether account for practically 70 per 
cent of all borrowing. In the field of 
elementary and secondary education 
it is a matter of common knowledge 
that within the past twenty years 
revolutionary changes have taken 
place in school architecture and cur- 
ricula which have led to the wholesale 
scrapping of equipment and necessi- 
tated new and costly plants. The 
Junior High School movement and the 
wider use of the school plant for com- 
munity activities have had the effect 
of requiring new equipment. More- 
over, tae load required of the school 
plant is a steadily increasing one. The 
average daily attendance in the public 
schools of the country was two and a 
half million greater in 1920 than m 
1913 and overcrowding is now uni- 
versal.® 

When we turn to the other chief 
objects of capital expenditure we find 
the demand for imcreased service as 
insistent as in the field of education. 
The demand for adequate streets and 
highweys has become almost an ob- 
session. Closely connected with these 
improvements has been the work un- 
dertaken under the auspices of the 
more than two hundred city planning 
commissions now organized in the 
cities of the country. To be sure, 
extravagance may creep in with the 
desire to realize unnecessary improve- 
ments, but this is the case also with 
functions which are well established as 
proper tasks for governmental au- 
thority to undertake. There is, how- 
ever, no reason to make such a de- 


8 See a summary of an advance report of the 
Bureau of Education, made under the direction 
of Professor Fletcher H. Swift, in the New York 
Times, February 10, 1924. 


duction from such facts as are now 
available. On the contrary, it is quite 
possible to consider the increase in 
municipal borrowing as signifying little 
more than the replenishment of worn- 
out and inadequate equipment and the 
provision of the normal amount of 
new improvements which it would have 
been possible to construct had not the 
war dried up the sources of capital. 

It is not without interest to show at 
this point the amount of borrowing 
chargeable to the various units of 
local government. Figures making 
such a division have been compiled for 
the years 1911-1920 and are presented 
m Table V.? (See next page.) 

In 1911, municipal corporations 
proper (cities, towns and villages) is- 
sued 68.8 per cent of all state and mu- 
nicipal obligations; in 1920 the pro- 
portion had fallen to 52.64 per cent. 
The decrease in the relative volume of 
securities issued by cities, towns and 
villages was, on the whole, relatively 
steady. The percentage figures for the 
other local government units tell a 
different story. In 1911, issues by the 
state governments constituted 11.83 
per cent of the total; in 1920, 12.82 per 
cent. County issues were 12.16 per 
cent of the total in 1911 and 19.67 per 
cent in 1920; school district issues in- 
creased from 7.71 per cent in 1911 to 
14.87 per cent in 1920. Further anal- 
ysis of these figures shows that during 
the last five years of the period the 
responsibility for increased indebted- 
ness rested entirely with the public 
quasi-corporations of the country, 


*This table compiled from the State and 
City Supplements of the Commercial and Finan- 
cial Chronicle, 1912-1921. Such a distribution 
between the various units of government has 
not been made for 1921, 1922 or 1923. See also 
the present writer’s “State Supervision of Mu- 
nicipal Indebtedness” (Philadelphia, 1924), pp. 
138-15, and L. R. Gottlieb, “The Growth in . 
Local Tax Burdens,” in Quarterly Journal of 
Economics, XXXVII: 874-882. 
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TABLE V—Torau Issues or MUNICIPAL AND State Loxa-Teau OBLIGATIONS WITH Per Cunt 
or Toran Issvep BY Eacn Governamrrrat Cntr, 1911-1920 


(000 omitted) 


Par. Cent or TOTAL ISSUED BY 


YEAR ToTAL ISSUED School Cities 

States | Counties Dis- Towns 

tricts | Villages 

TO hniena te $896,859 1i 88 12 16 7 Yi 88.30 
TOL? icir a me tue 386,551 8.80 13.12 8.18 69:90 
1918. 408,248 12 94 15.27 8 43 63 36 
1914..... 474,074 15 837 13.77 8 30 62 56 
LOTS eek wee 498,557 12.23 15.70 10 97 61.10 
TOIG css ap Se oceans 457,140 9,32 22.84 11 29 56.55 
VO ik tees, Chater eer se 451,278 11.66 18.28 9 94 60.17 
T98 oera ameisa 296,520 13.05 20 T3 8 53 57.69 
TIl weeee, Sees 691,518 19.76 * 32.78 11.19 45.27 
1920 sb conire Sis: ausa 688,188 12.82 19.67 14 87 52.84 


state and city issues showing actual 
decreases in their proportion of the 
total. 
SUMMARY 

While city expenditures have in- 
creased during the past few years at 
what appears to be an alarming rate, 
it is found on examination that the 
increase is apparent rather than real, 
due (1) to the lowering of the pur- 
chasing power of money; (¢) to the 
Increase in urban population; and (3) 
to the demand for new and better 
services on the part of the people. 
These points require examination. 

Between 1913 and 1920 the index 
number of wholesale prices of all com- 
modities rose from 100 to 226; by the 
end of 192% it stood at 149. This 
means, as applied, for example, to cap- 
ital issues, that it would require the 
issue of approximately $910,000,000 of 
bonds in 1920 to buy commodities 
equal to those supplied by the issue of 
$408,000,000 in 1918. Although a 
large part of city costs are for labor 

10 Wholesale Prices, 1890 to 1988, Bulletin of 


the United States Bureau of Labor Statistics 
No. 885, June 1923, p. 9. 


and services, it would seem safe to say 
that the _ncreased cost of such serv- 
ices would, if anything, increase the 
disparity between the earlier and the 
later figure. Since city expenditures 
may not in all cases be made for the 
same commodities as those on whose 
prices the index number is constructed, 
it might ke well to examine the trend 
in the price of those specific materials 
which are used in large quantities by 
cities. Here we find that the cost of 
building materials (consisting of lum- 
ber, brick, structural steel, etc.) im- 
creased 165 per cent between 1913 and 
1920; iron and steel products increased 
92 per cent; fuel and lighting, 141 per 
cent. Hemlock lumber increased in 
price 148.€ per cent; flooring, 228.5 per 


: cent; sidirg, 252.1 per cent; timbers, 


179 per cent; common red brick sold 
for $6.56 per thousand in 1913, but 
brought $21.85 per thousand in 1920, 
an Increas2 of 233 per cent. Similar 
increases sre indicated for such metal 
products as tools, nails, cast iron pipe, 
roofing anc. wire and for chemicals such 
as sal sode, bleaching powder, copper 
sulphate, ete. 
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Little need be said concerning the 
growth of urban population and its 
effects on city expenditures. In 1912 
-there were in the United States 195 
cities with: populations in excess of 
30,000; in 1922 there were 261 such 
cities with an aggregate population of 
more than 37,000,000. The need for 
many city functions increases usually 
at a considerably greater rate than the 
population. This is seen most readily 
in the case of education, transporta- 
tion and utilities generally, and in 
health and sanitation. In view of the 
rise in the price level and an increase 
of over 10 per cent in population it is, 
in fact, surprising that much larger real 
increases in costs have not taken place 
during the past ten or twelve years. 

A third factor contributing to the 
increase in the money cost of govern- 
ment is the undoubted demand of the 
people for the assumption by their 
government of new functions and the 
more efficient administration of long 
established functions. 


We are constantly asking our public 
administrations to assume additional func- 
tions in new fields of activity. This has 


' Tess. 


been especially true in towns and cities. 

We are asking our public adminis- 
Gatien to perform long-established duties in 
a better, and therefore more expensive man- 
ner, such as better schools, better roads and 
bridges, better fire and police protection, 
better this, that, and the other, a general 
and perhaps unavoidable fact with which 
every observing person is familiar. k 

If the public demands progress along, 
these lines, it must pay the price of prog- 
If these tax increases represented 
public extravagance and waste, the remedy 
would be the simple and direct reduction 
or elimination of appropriations. The true 
answer lies in a fair appraisal of the com- 
munity benefits and advantages conferred. 
Do these community advantages pay an 
adequate return? Experience has demon- 
strated that some certain community ac- 
tivities such as schools, police protection, 
fire protection, highways, etc., are neces- 
sary to realize our best ideals of civiliza- 
tion and can be best obtained through 
community effort. They bring to each 
member of society a larger and better re- 
turn for his efforts in his own calling, more 
of the needful things and more of the com- 
forts and luxuries of life at less cost than 
if each one were to purchase the same 
things without collective buying or com- 
munity co-operation. 


The Trend in County Revenues 
By Harry A. Barts, Pu.D. 


University of Pennsylvania 


HE Department of Commerce, 

under pressure to lower expendi- 
tures, has curtailed considerably the 
material in Wealth, Debt and Taxation 
for 192%. One of the reports omitted 
is that concerning county expendi- 
tures. The result is to make impossible 
any intensive study of the expenses of 
local government—a study dealing 
with the changes in the various Items 
of expenditure. Data on county debt 


and county taxation have, however, 
been gathered and these furnish a 
valid guide to the general trend in the 
cost of county government. 

The only other source for a study of 
this nature is the reports of state au- 
ditors where the auditors have been 
empowered to gather county statistics. 
In an attempt to avail of this material 
the state auditors were canvassed. 
The results were satisfactory for only 


u Report of the (Iowa) Joint Legislative Committee on Taxation (1928), pp. 15-16. 
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half a dozen states. California com- 
piles reports as do Indiana, Idaho, 
Towa, South Dakota, New Jersey and 
New Hampshire. However, the New 
Jersey reports are not published, the 
Idaho reports do not go back far 
enough to make comparisons possible, 
and no two of the reports follow the 
same expenditure classification. The 
material, therefore, is too scanty and 
the figures where available follow 
classifications which are too divergent 
to make this source at all valuable 
except as a very inadequate supple- 
ment to the taxation and debt figures 
of the Census Bureau. 


ÅRE EXPENDITURES INCREASING? 


But im spite of the paucity of the 
data the conclusions which may be 
reached are fairly certain and have a 
definite value. Expenditures neces- 
sarily follow revenue and debt figures 
closely and from these an accurate 
idea of expenditure increases can be 
obtained. This is after all the most 
important point to be discovered. For 
the real question to be answered by a 
study of this type is: Are we increas- 
ing our expenditures, and at what rate? 

Table I shows the county revenues 
for the years 1912 and 1922. This 
table is based on the report or revenue 
receipts in Wealth, Debt and Tazation, 
1912,! and on the advance reports of 
the same publication for 1922. The 
first column gives the 1912 figures, the 
second those for 1922. The third col- 
umn indicates the per cent increase. 
The states have been arranged accord- 
ing to geographical divisions and the 
division totals are also given. 

The outstanding fact is the size of 
the increase for the country as a whole, 
—from %307,872,000 in 1912 to $742,- 
331,000 m 1922. This is an increase 


1 Pp. 76, 77. The figures were computed by 
totalling the first eight columns, general property 
taxes to non-husiness license taxes inclusive, 


of 141 per cent. For some parts of the 
country the increase is far above the 
average, while of course other sec- 
tions bring down the average consid- 
erably. The increase as stated here is 
distinctly an average and not the nor- 
mal. Thirty states show increases 
considerably below 141 per cent. 

The variations between sections are 
quite large. The Pacific states show 
the smallest increase—a mere 70 per 
cent. At the other extreme is the 
East North Central district—Ohio, In- 
diana, Illinois, Michigan and Wiscon- 
sin—with a rise in revenue of over 
three times, 243 per cent, to be exact. 
New Engkmnd shows an increase of 
95 per cent. The Middle-Atlantic 
states—New York, New Jersey and 
Pennsylvania—are slightly above the 
average with 144 per cent. The South 
Atlantic states—Delaware, Maryland, 
Virginia, West Virginia, the Carolinas, 
Georgia and Florida—combine at 163 
per cent. The other districts are quite 
close. The West North Central states 
—Muinnesota, Iowa, Missouri, the De- 
kotas, Nebraska and Kansas—average 
127 per cent. Kentucky, Tennessee, 
Alabama and Mississippi—the East 
South Central group—show a rise of 
118 per cent. The West South Cen- 
tral—Arkansas, Louisiana, Oklahoma 
and Texas—and the Mountain states 
—Montana, Idaho, Wyoming, Colo- 
rado, New Mexico, Arizona, Utah and 
Nevada—reach the same percentage 
increase, 121. The divergence in the 
figures shows that any generalization 
regarding the country as a whole would 
be totally inaccurate. 

Even. generalizations for sections are 
not possible. States under substan- 
tially the same conditions show wide 
differences in revenue trends. Illinois 
had an increase of 96 per cent as com- 
pared with a sectional increase of al- 
most 250 per cent. Indiana, though 
next to Illinojs, had an increase of 278 
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TABLE I—Counry REVENUE, 1912-1922 


(Expressed in thousands of Dollars) 
1922 on AOTUAL 
Counry Rivanon 1922 Par Cant | Basis or Doran | Par Cant 
INCREASE or 1912 INCREASE 





Total, United States $742,331 60 
New England 34,044 30 
e 674 5 
New Hampshue 688 5 
Vermont.... 44 
Massachusetia 2,892 31 
Taland : 
Connecticut 364 111 
Middle Atlantio 36,314 63 
New York... 14,085 43 
New Jersey . 9,129 83 
Pennsylvania 18,119 67 
East North Central .. 55,103 129 
Ohio aaa 19,588 159 
Indiana... .. æ 8.977 148 
Tinos .. 12,507 . 30 
Michigan .... 7,794 172 
Wisconsin sg : 6,236 148 
West North Can poa 62,215 51 
Minnesota ,... 7 137 
Towa .. 14,846 31 
Missouri... 9,325 18 
North Dakota 4,393 10 
South Dakota 3, 51 
Ne eee 6,075 81 
DBEB 6,600 88 
South Atlantic 32,728 73 
Delaware . 6 63 
land .. 4,385 36 
a) 3,196 154 
West Virginia 3,827 61 
North Carolna 5,662 144 
South Carolina 3,078 18 
Georgia. 7,850 81 
Flori 4,280 89 
East South Central 23,637 42 
Kentocky.... 5,818 11 
Tennessee.. 7,952 65 
Alabama..... 4,710 59 
Miseiasippi 5,158 25 
West South Central 25,620 47 
kansas. . 7 8,705 3 
Louisiana 4,895 47 
Oklahoma 5, 63 
Texas....... 11,742 54 
Monntain.. 22,862 47 
Montana. 5,899 I 
‘ 2,610 78 
Wyoming 1,142 59 
Colorado 5,182 59 
New Menco 1,515 188 
Arisona. 3,044 43 
Utah ... : a a 1,910 15 
Nevada..... ‘ 1,559 38 
aes 54,742 13 
Washington 11,963 —2 
on 7,435 8 
ornis 35 2 
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per cent while Michigan has 1929 fig- 
ures which are four times those of 
1912. Connecticut in the low New 
England group stands out very con- 
spicuously with an increase of over 200 
per cent. North Dakota shows an 
increase of only 66 per cent. As com- 
pared with an increase of 256 per cent 
for Minnesota, this North Dakota in- 
crease is insignificant. North Caro- 
lina increased its county revenues 266 
per cent, South Carolina only 78 per 
cent. New Mexico shows the greatest 
increase—885 per cent. Montana, in 
the same section, shows the lowest in- 
crease—a mere 51 per cent. Cer- 
tainly, therefore, any conclusions for 
the nation as a whole must be merely 
general expressions of trends which 
are to be modified for particular states. 
The divergence is too great to permit 
rigid generalization. 

Table II shows the trend in county 
indebtedness over the ten year period, 
1912-19222 ‘The increases here are 
far greater than for taxation. This is 
probably due to the increasing scope 
of state activity which is causing a 
striking increase in the amount spent 
for capital outlay. The rise is notable 
—-238 per cent for the nation as a 
whole. As in the case of revenue, the 
percentage is no real indication of the 
increase for each state. The range is 
extremely wide. Mississippi shows an 
actual decrease of 7 per cent. North 
Carolina shows an increase of 851 per 
cent. These are the extremes and 
within these bounds the various states 
are widely scattered. Arizona, Michi- 
gan, and Georgia are in the 700 per 
cent group. Indiana, Wisconsin, South 
Carolina and Oregon show increases of 
600 per cent. Utah and Louisiana 
show an increase of over 500 per cent. 
The 400 per cent group includes Min- 

2 This table is based on the advance sheet (of 


the report on Wealth, Debit and Taxation) of the 
Bureau of the Census entitled, Publio Debt. 


nesota and Vermont. On the other 
hand many of the states are below the 
100 par cent mark. New Mexico, for 
examp!e, shows an increase of only 2 
per cent. This may account for the 
enormous increase in taxation, which, 
as moted above, was 335 per cent, the 
largest ic the country. Maine, New 
Hampshire, Connecticut, New York, 
South Dskota, Arkansas and Colorado 
all kept ihe issue of evidences of in- 
debtedness within 100 per cent. New 
Jersey, Eennsylvania, Ohio, Illinois, 
Missouri, North Dakota, Nebraska, 
Kansas, Maryland, Kentucky, Ten- 
nessee, Alabama, Oklahoma, Wyoming, 
Nevada sed Washington—sixteen in 
all—he between 100 and 200 per cent. 
Massachusetts, Virginia, West Virginia, 
Texas anc Idaho are between 200 and 
300 per cent. In Iowa, Delaware, 
Florida, Ifontana and California the 
increase wes 300 per cent or slightly 
more. 

From. this brief sketch it is quite 
evident tla: broad conclusions applica- 
ble to th: whole country cannot be 
stated. States as widely separated as 
Maine amd New Mexico, Iowa and 
Delaware, Vermont and Minnesota, 
Utah and Louisiana, Arizona and 
Georgis, Ere in the same groups and 
the group percentages are all different. 


SEcT-CNAL DEBT INCREASES 


Sectionel increases vary, but not of 
course as widely as the variations for 
indivicual states. In the Middle-At- 
lantic states the increase was least—116 
per cent. In the East South Central 
group tre nerease was about the same, 
121 pez cent. The South Atlantic 
group—possibly as an accompaniment 
of the economic renascence there— 
had an average increase of almost 500 
per cent, by far the largest for the 
country as a whole. The Ohio-[linois 
group, East North Central, came in 
second with an average increase of 317 
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TABLE DT[—Covunry Iyprsrenneas, 1912-1922 











(Expressed in thousands of Dollars) 
1922 on 
County INDEBTADNESS 1922 Par Carr | Basm or DOLLAR 
or 1912 
” Total, United States .... $871,528 $1,265,225 $836,816 
New England... .. $6,055 $14,556 $9,704 
a ree 1, 548 1,698 
New Hampshire. .... 621 414 
Vermont..........- 186 90 
Messachusetta...... 3,118 9,763 6,508 
Rhode Island 660 36. eee) Saeseden | @¢0cd4anae ee ae 
Connectiout...... .... 865 1,490 992 
Middle Atlantio...... 87,915 190,130 126,752 
OW VO, cok ace ec 23,810 45,886 
Now Jersey 809 73,354 49,226 
ner: 30,788 70,800 46,026 
East North Central 65,876 273,244 182,162 
ORION 6 isis 4058s 845 95,885 
Indiana...... p, 77,115 51,410 
TUNIS 36:65, eresas 11,655 238,632 19, 
Michigan , §,152 42,688 28 422 
Wisconsin 4,101 29,479 18,652 
Weat North Central 49,459 185,440 123,628 
nnesote..... 14,018 81,262 54,174 
Towe..... 586 228 28,818 
GY... Vee | OS eee 6,586 17,915 11,942 
North Dakota 2,212 5,7 3,844 
South Dakota.... 3,501 6,512 4,340 
ebraska... ...... 3,706 8,757 5,838 
9,777 21,998 14,664 
South Atlantio....... 31,944 184,926 123,384 
Delaware. ...... . 1,389 5,980 3,974 
Maryland ....... 2,859 7,898 5,282 
ee rn ee ES 44 22,102 14,734 
West Virgima..... =... 2,443 8,823 5, 
North Carolina 7,049 67,012 44,674 
South Carolina 2,764 1,556 14,370 
Bie fone 2,725 22,810 15,206 
pe Be 7,171 20,270 19,512 
East South Cantral 39,651 87,874 58,582 
Kentucky..... 4,568 740 8,226 
Tennerses.... . 18,826 43,528 29,018 
Alabama.... 7,939 22,171 14,780 
Migmesippi . . a ..... eee 10,624 9,835 6,556 
West South Central 41,638 142,712 95,140 
Arkansas. , 2,877 4,680 3,120 
Loulmana. 8,154 19,943 18,204 
Oklahoms, ..... 7,037 21,850 14,566 
Texas.... 37,688 96,239 64,158 
Mountain.. . cass os doses 24,133 81,188 54,112 
Montans.. 8,492 27,240 18,226 
ee sn | uae (ea 
Colorado : 5,584 7,784 5,188 
New Maxico 3,055 3,115 2,076 
Arizona 2,478 20,086 13,380 
Utah. .. 937 6,427 4,284 
Nevada.... 1,202 2,717 1,810 
Pacifis....... .. ae Baan reser 
Washington 0,305 i 
n 2,614 19,528 13,018 
ornia, 12, 53,728 35,816 
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per cent. It is this group which led in -there seen no mflation. Much of the 


the taxation increase. New England 
lagged with an increase of 140 per cent. 
The West North Central, Minnesota- 
Kansas group and the Pacific states 
averaged the same—275 per cent. The 
Arkansas-Texas area and the Moun- 
tain block both increased nearly three 
and a half times; to be exact, 242 and 
236 per cent respectively. 

Again there is no sectional normal. 
Wide variations occur in states which 
are located next each other. Vermont 
with an increase of five and a quarter 
times stands with New Hampshire 
with an increase of only 27 per cent. 
Mississippi indebtedness decreased 
while Alabama indebtedness almost 
tripled. New Mexico had no increase 
while the Arizona indebtedness of 1922 
is eight times that of 1912. The Ar- 
kansas debt increased one half; the 
Louisiana increased over six times. 
There was no broad determining fac- 
tor, apparently, but in each case the 
increase was the result of local condi- 
tions. 


Resutt or DOLLAR INFLATION 


Undoubtedly one factor which has 
increased both the taxation and the 
indebtedness figures is the inflation of 
the dollar. Assuming that the index 
numbers of wholesale prices of the 
Bureau of Labor Statistics give a real 
picture of the price level changes for 
the country as a whole, then the real 
increase in both taxes and indebted- 
ness can be computed without great 
difficulty. ‘The index number for 1922 
was 149. This means that if there had 
been no inflation and if the counties 
had made the same demands for goods 
and services, the totals for taxation 
expressed in dollars would have been 
about a third less. 

It is impossible, of course, to say 
with any great accuracy just what the 
indebtedness would amount to had 


debt was incurred in the years when 
the dollar had a lower purchasing 
power zhan in 192%. You cannot de- 
termire what the debt would have 
amounted to had not the war raised 
prices by simply computing a new 
total with the 1922 index number as 
the yardstick. Regardless, however, of 
the rea. services and goods which were 
turnec. over to the county govern- 
ments :n exchange for bonds, the fact 
is quite evident that the debt as in 
1922 will have to be paid in dollars of 
the present day and not in dollars of 
1918, 1919 or 1920. Therefore, by us- 
ing th> 1922 index the relative burden 
of the 1922 indebtedness as compared 
with the indebtedness of 1912 can be 
ascerta ned. 

By a comparison of the pre-war taxa- 
tion and indebtedness and of indebted- 
ness and taxation in 1922, expressed in 
pre-war dollars, an estimate of the real 
increas2 may be supplied. And from 
this estimate we can formulate for 
county government an answer to the 
question: Are we raising taxes and 
floating bonds at a rate which makes 
the application of brakes necessary? 

Column five of Table I gives the 
1922 taxation figures reduced to a 1912 
basis. The same column in Table II 
furnishzs the 1922 debt burden ex- 
pressed in dollars of 1912. Column 
six of >oth tables gives the percentages 
increas2 or decrease over actual figures 
for 1912. 

A comparison of figures for 1912 and 
of defleted 1922 figures shows that the 
increas2 is far less than the regular 
figures would indicate. The effect of 
cutting one third from the regular fig- 
ures 13 to decrease percentages by a 
good deal more than a third. The cut 
is degr2ssive,—greatest for the lowest 
increas2s and becoming smaller and 
smaller as the increases become larger. 
For example, the increase in taxation 


28 Tur ANNALS OF THE AMERICAN ACADEMY 


for Maine is cut from 56 to 5 per cent, 
for Massachusetts from 98 to $1, for 
New Jersey from 176 to 83, for Indiana 
from 273 to 148, for New Mexico from 
835 to 188. These indicate the general 
curve in percentage cuts. Washington, 
with an apparent increase in county 
taxation of 46 per cent, shows a de- 
crease of 2 per cent when the figures 
are placed on a comparative basis. 

The revised percentages for revenue 
show only nine states with an increase 
of over 100 per cent. These include 
Connecticut, Ohio, Indiana, Michigan, 
Wisconsin, Minnesota, Virginia, North 
Carolina and New Mexico. Four of 
these go over 150 per cent. New Mex- 
ico leads with 188 per cent. Michigan 
follows with 172. Ohio and Virginia 
are both between 150 and 160. In- 
diana and North Carolina total 148 
and 144 per cent respectively. The 
Wisconsin total is the same as that for 
Indiana. Minnesota shows an increase 
of 187 per cent and Connecticut 111. 

In eight states either a decrease 
or an increase of 10 per cent or less is 
indicated. The state of Washington 
shows a definite though negligible de- 
crease. The states with negligible in- 
creases include two New England 
states—Maine and New Hampshire— 
and North Dakota, Arkansas, Mon- 
tana, Oregon and California. It is in- 
teresting to note that all the Pacific 
states are in this group. 

The rest of the states are somewhere 
within these extremes. Five states are 
above 10 and below 30 per cent. These 
include Missouri, South Carolina, Ken- 
tucky, Mississippi and Utah. Four 
states lie between 70 and 100 per cent 
and include Florida, Idaho, New Jersey 
and Kansas. ‘The rest of the states, 
twenty-one in number, are somewhere 
between 30 and 70 per cent. 

Certainly the increase in the nine 
states which passed the 100 per cent 
mark is alarmingly large. In the same 


way the increase in the states which 
are below the ten per cent mark gives 
cause for serious consideration. It is 
of course difficult to lay down definite 
criteria by which to judge whether a 
rise in the tax rate is alarming. But 
when states are so far from the normal 
as are these, an assumption is war- 
ranted that a thorough investigation is 
not out of place. Should the heavily 
taxed states spend less for county gov- 
ernment? Why are not the lightly 
taxed states spending more? 

And in the other states, also, thor- 
ough investigations are needed, though 
probably not as badly. In fact, a 
study of ways and means of increasing 
the effectiveness of public spending is 
in order everywhere. The national 
average increase in county taxation ex- 
pressed in deflated dollars is 60 per 
cent. Expressed in current dollars it 
totals 141 per cent—almost two and 
one-half times pre-war expenditures. 
Where the increase is as marked as this 
in as short a period as ten years, a 
careful investigation seems an obvious 
necessity. 


WEALTH vs. Tax Increase 
Of course much depends on what is 


done with the funds. The available 
data do not permit this to be ascer- 
tained. Even were data available 


' showing totals by services performed, 


little could be learned without a de- 
tailed investigation in each of the 
states. Long distance philosophizing 
on the basis of book reports neces- 
sarily lacks accuracy. All that can be 
done in a study of this type is point out 
a general need for investigation and to 
indicate the regions where there seems 
special need for a study of expenditures. 

One objective test to determine 
whether we are spending too much is 
the mcrease in wealth. Is the increase 
in wealth less rapid than the increase 
in taxation? On the basis of a test of 
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tbis nature, the increase in county tax- 
ation is far too great. So far as these 
figures are available, there are only a 
few cases in which the rise in wealth is 
at all proportionate to the rise in 
county taxation. As an illustration of 
the divergence between wealth and tax- 
ation changes, New York may be taken. 
Here county taxation increased 117 
per cent as compared with an increase 
in wealth of 48 per cent. Indiana 
shows an increase in wealth of 66 per 
cent with a rise in county taxes of 273 
per cent. Kansas shows an increase in 
county taxation of 184 per cent as com- 
pared witha rise in wealth of 38 per 
cent. Texas with an increase in wealth 
of 56 per cent raised its taxes 132 per 
cent. These are fairly typical. 

On the other hand in Missouri the 
increase for wealth and for county tax- 
ation is exactly the same. In South 
Carolina wealth increased more rap- 
idly than taxes. The same is true for 
three New England states—Maine, 
New Hampshire and Massachusetts— 
and there are a few other states in this 
category. 

The same lack of logical relation- 
ships which was indicated when sec- 
tional increases in taxation and in in- 
debtedness were considered shows here. 
Apparently taxation and debt in- 
creased neither in accordance with the 
section of the country in which the 
state was located nor in accordance 
with increases in ability to pay taxes. 
States with a large increase in wealth 
had a small increase in taxation. South 
Carolina is an example. Kansas illus- 
trates the reverse. 

The mere fact that taxes are in- 
creasing more rapidly than wealth does 
not necessarily mean a serious state of 
affairs. It may mean that the services 
which the counties are performing are 
more. general and more effective than 
they were ten years ago and that the 
changes made in the social and eco- 


nomic envizcnment more than offset 
the increased cost. However, this can 
be determined only by investigation, 
and rationa izing of this type ought not 
to result in a complacent attitude. 

The increase in indebtedness means 
primarily an increase in expenditures 
for capital cartlay, while the increase in 
taxation means an increase in expendi- 
tures for current operation. The in- 
crease in taxation means that the cost 
of actually doing the routine business of 
governmenthas risen. Itisthisincrease 
which is tae more serious. Capital 
outlay expenditures do not occur with 
definite regularity. A sudden increase 
may be the result of unusual condi- 
tions, and mzy be followed by a period 
of inactivity. 

The increase in indebtedness when 
expressed in terms of 1912 purchasing 
power is less staggering than the fig- 
ures which were examined in comparing 
the actual totals, but it is still enor- 
mous. For the country as a whole, the 
real debt burden of counties has more 
than doubled, rising to 125 per cent. 
North Carolina tops the list with a 
588 per cent advance over 1912 fig- 
ures. South Carolina, Georgia, Ari- 
zona, Indisna and Michigan are all 
above 400 per cent. New Mexico 
shows a decr2ase of 32 per cent. Col- 
orado also shows a decrease. Missis- 
sippi is lowest with a decrease of 38 
per cent. The rest of the states are in 
between. Twenty-two are within the 
100 per cert limit, nine lie between 1 
and 200 per cent, two between 2 and 
300 per cent, five between 8 and 400 
per cent. 

With few exceptions the debt has 
Increased much more rapidly than 
wealth—wizk many states far more 
rapidly. And the disparity between 
the increase in wealth and debt is 
greater than between wealth and tax- 
ation. 

A fact waich must not be forgotten 
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is that we are dealing with a ten year 
period—a comparatively short. space 
of time. In this short period twenty- 
two of the states have more then dou- 
bled the county debt burden, even 
when expressed in dollars of 1912 pur- 
chasing power. In the same period in 
twenty-three states the real tax burden 
has been increased one half. 


CONCLUSION 


From the background which has now 
been laid the conclusions are obvious. 
Both taxation and indebtedness have 
increased, viewed nationally, at a phe- 
nomenal rate. The rate has not, how- 
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ever, been uniform, and this generaliza- 
tion is not true for many states. The 
available data furnish a fairly complete 
answer to the question which was pro- 
pounded earlier in the paper: Is this 
increase significant? Itis. Only a de- 
tailed study for each state, taking into 
account the purpose of the expendi- 
tures, the efficiency of operation, and 
the value of the services performed, 
will give a completely accurate picture 
of conditions. But when the increase is 
as large as this and when it exceeds 
the increase in wealth as greatly as it 
does, even a rough sketch of this type 
is conclusive. 


The Development of the Budzet Idea in the 
United States 


By A. E. Buck 
New York Bureau of Municipal Research 


WENTY years ago very little at- 

tention was given to the budget 
idea in this country outside of academic 
circles. Political leaders were not in- 
terested in the idea; people generally 
knew nothing about it. Only a few 
persons, here and there, had caught the 
significance of Gladstone’s statement: 
“ Budgets are not merely affairs of arith- 
metic, but in a thousand ways go to the 
root of prosperity of individuals, the re- 
lation of classes, and the strength of king- 
doms.” Qur cities were spending 
money, some thousands, some millions 
of dollars annually, with little or no 
thought as to where it was coming from 
or what they were getting for it. The 
states were “getting by” financially in 
even more haphazard fashion than 
many of the cities. The national Gov- 
ernment was in the heyday of the “pork 
barrel” era. 

So great was the general apathy in 
those days toward the subject of gov- 
ernmental finances, that newspaper 
men did not regard financial events as 
having any news value. When a New 
York editor was asked to make his 
paper the medium for telling the people 
about the city budget, he replied: “It 
can’t be done. We do not make news; 
we print news.” 

Perhaps the editor was right; but 
things have changed since then. 
When President Coolidge sent his 
budget to Congress on December 10, 
1928, newspapers all over the country 
carried front page news articles about 
it. Many of them commented editori- 
ally on the President’s budget plan for 
expenditures and the reduction of tax- 
ation. Some papers reproduced cer- 
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tain grapas and tables from the budget. 
The Pres-deat’s budget message seemed 
in many weys to overshadow his gen- 
eral messaze to Congress. Similar 
publicity, though perhaps not so strik- 
ing, has recently been given to the 
budgets of a number of states and 
cities. Neec we look for further evi- 
dence that things have changed? 


How tat Bunarr IDEA SPREAD IN 
Tats COUNTRY 


How as this change been brought 
about? A- Ārst a few earnest individ- 
uals began talking about the need for 
systematic planning in the financing 
of government. They pointed to the 
advantages of budget making in the 
Europeen countries. They explained 
the essent.als of a good budget, and 
they outlined budgetary procedure as 
applied to our system of government. 
Soon other individuals got interested in 
the budget idea and began talking 
about iz. ‘hen, as the burden of local 
governments began to be felt, civic 
bodies took up the idea. Bureaus of 
municinal research were organized to 
study the financial needs, the organi- 
zation ard methods of city govern- 
ments. “he oldest one of these, the 
New York Bureau of Municipal Re- 
search, began immediately after it was 
organized in 1906 to study the budget 
needs of the city of New York. 
Among ts first reports was one on 
“Makng a Municipal Budget,” pub- 
lished in 1907. The introductory 
sentenze of this report ran as follows: 
“No document can tell in such con- 
densec form so many significant facts 
about ccmmunity needs and govern- 
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ment efforts to meet those needs as a 
properly constructed budget.” This 
report was perhaps the first effort, 
through a careful analysis of a local 
situation, to drive home the need for 
the application of budget methods to 
government. It may be regarded as 
the beginning of the campaign in this 
country to educate the public in the 
budget idea. 

The largest single contribution to the 
literature of this campaign was that 
made by President Taft’s Commission 
on Economy and Efficiency. This 
commission was organized in 1910 
under the chairmanship of Frederick 
A. Cleveland. During the two years 
that the commission continued its 
work, searching studies were made of 
the organization, administration and 
financial procedure of the national 
Government. One of the most impor- 
tant of these studies was the report of 
the commission on “The Need for a 
National Budget,” which President 
Taft sent to Congress with his approval 
on June 27, 1912. This report started 
the movement that nine years later 
resulted in the passage of the National 
Budget Law. 

The work of the Taft Commission 
had a far-reaching influence on the 
states. In fact, several of the states 
immediately established economy and 
efficiency commissions to conduct 
studies of their administrative organi- 
zation and methods. Others followed 
until more than half of the states had 
established such commissions. The 
more important of these state commis- 
sions, from the standpoint of illuminat- 
ing reports on organization, adminis- 
trative methods and fiscal procedure, 
were those of Ilinois, New York 
and Massachusetts. Practically all 
of these commissions recommended 
among other things the establishment 
of a state budget system. This recom- 
mendation, in most instances, was the 
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first to receive serious consideration. 

With the development of the newer 
forms of city government, namely, the 
commission, the manager, and the 
centralized-mayor forms, the budget 
began to play an important réle in 
municipal finances. The campaign 
during the last ten years for the mara- 
ger form of city government has placed 
special emphasis upon the value of 
budget procedure. The rapid spread 
of this form of city government has 
given great impetus to the budget idza 
as applied to municipalities and even 
to counties. ‘ 


Toe DIFFERENT THEORIES OF THE 
BUDGET 


Before the campaign for the adopticn 
of the budget idea had proceeded very 
far, it became apparent that many of 
the developments in the organization 
and methods of our various govern- 
ments, especially state governments, 
had been decidedly away from rather 
than in the direction of budget planninz 
and control. It was evident to those 
who made a careful study of the situa- 
tion that a great deal more would hav> 
to be done than just enact a budget 
law, if the budget procedure was to be 
made at all effective. So far there was 
an agreement; but when it came to | 
determining just what should be done. 
there was a decided difference ož 
opinion. As a result the advocates of 
the budget idea became divided intc 
two'groups. One group proposed that 
the budget should be prepared and 
submitted to the legislative body by 
the executive who is to carry out the 
budget plan after it is enacted and that 
the administrative machinery and 
legislative procedure should be so ad- 
justed as to make this executive respon- 
sible for leadership. This was forth- 
with labeled as the “executive budget.” 
It was contended by the other group 
that such a budget made for the ag- 
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grandizement of the executive and the 
restriction of legislative power, and 
since the members of the legislative 
body were direct representatives of the 
people it led ultimately to the curtail- 
ment of popular control. This group 
sought to make the legislative body, or 
a body upon which this body was 
represented together with the adminis- 
tration, the budget-making authority. 
A number of states and cities accepted 
this latter proposal, because it could be 
adopted without involving any serious 
changes in the existing organization 
and methods of the government. The 
results, however, were in most cases 
disappointing—so much so that the 
advocates of the plan sought to 
strengthen it by establishing a means 
for legislative leadership and by mak- 
ing the administration directly account- 
able to the legislative body. This 
device the late Charles McCarthy and 
his associates tried to establish in the 
state of Wisconsin. Although un- 
successful, the attempt brought the 
second group around to the point where 
it was essentially in agreement with the 
first group. Both were seeking re- 
sponsible leadership in government, 
particularly with reference to formu- 
lating and carrying out the budget 
plan. This leadership might be lodged 
In an executive independent of the 
legislative body and directly responsi- 
ble to the people, or it might be lodged 
in an executive chosen by the legisla- 
tive body and responsible through that 
body to the people. While the former 
type of leadership is in harmony with 
our present constitutional system, the 
latter seems more in line with recent 
developments, especially in municipal 
government. Whatever changes may 
take place in this respect in the future, 
one thing seems certain: the executive, 
however chosen, will continue to oc- 
cupy an important position both in 
formulating the budget plan and in 
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carrying it out. This is a basic princi- 
ple of the budget system that is already . 
fairly well established in‘this country. 

There has been considerable dis- 
cussion on the question of just what an 
“executive budget” implies. Some 
have contended that a budget system 
is not “executive,” even though the 
executive prepares the budget plan, 
unless the power of the legislature is 
limited in making changes in the 
budget proposals as submitted by the 
executive. Limiting the power of the 
legislature -n passing on the executive’s 
budget proposals is justified on the 
basis of English budget practices. 
While it is wue that the English budget 
as proposel by the executive is never 
increased and rarely ever reduced by 
action 2f tae House of Commons, it is 
also true taat the relation of the Eng- 
lish executive to the legislative body is 
quite different from that existing 
between the executive and the legis- 
lature inthis country. In England the 
executive, that is, the Prime Minister 
and his cabinet, is really a part of the 
legislative body—a sort of dominating 
committee of that body. The Prime 
Minister, as head of this committee, is 
not only caief executive of the Govern- 
ment, but he is the responsible leader 
of the House of Commons. When he 
fails ir. this leadership his cabinet falls, 
and his place is handed to another who 
undertakes the responsibility of form- 
ing a new cabinet and assuming leader- 
ship. The situation, therefore, is 
quite different from that existing in our 
national and state governments. Here - 
the executive by constitutional pro- 
vision is raade quite independent of the 
legislatur2. He is not a member of the 
legislative body; he is not directly con- 
nected with any of its committees; he 
may not 2ven belong to the same polit- 
ical party as the majority of the legisla- 
tive members; and he cannot legally 
contral the legislative policy. Under 
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such fundamentally different organiza- 
tion the English budget procedure is 
not applicable. If the English budget 
system is to be adopted in this country 
a new relationship, requiring basic 
constitutional changes, must be estab- 
lished between the executive and the 
legislature. We cannot secure the 
advantages of the English system by 
merely tacking on a budget amendment 
to our existing constitutions, which 
restricts the action of the legislature in 
making appropriations. 


Tae Extent tor Bupert Has 
BEEN APPLIED 


In a comparatively short time the 
political leaders and the people gener- 
ally have seemed to grasp the signifi- 
cance of the budget idea and to under- 
stand something of the workings of the 
budget system. The value of such a 
system is no longer questioned. In 
fact, practically everyone has come to 
depend upon it not only in governmen- 
tal but in private finances. 

Although a few of the cities were 
using budget methods even before 1910, 
the first real impetus was given to the 
budget movement in the state and 
national campaigns of 1912 when it 
became something of a political issue. 
In 1913 six states enacted budget legis- 
lation. This was really the beginning 
of the movement in the states, although 
two years prior to this time Wisconsin 
and California had enacted laws con- 
taining some provisions relative to 
budget methods. Practically every 
year since 1913 budget legislation has 
been enacted or revised in one or more 
states. Every state in the Union now 
has some sort of budget legislation, 
although In many cases it is not very 
satisfactory. Six states, namely, 
Maryland, West Virginia, Massachu- 
setts, Nebraska, Louisiana and Cali- 
fornia, have given a certain degree of 
permanency to the budget system by 


writing provisions in their constitu- 
tions. 

A majority of the states have already 
adopted the executive type of budget 
under which the governor prepares and 
submits the budget to the legislature. 
Several states have recently changed to 
this type from the board type. The 
movement in this direction has been 
brought about largely by reorganiza- 
tion of the state administration so as to 
fix greater responsibility upon the 
governor. In several states the gov- 
ernor has been constituted the budget- 
making authority by legal provisions, 
but his power in this respect is only 
nominal. He can make budget recom- 
mendations to the legislature, but he is 
not in a position to control the admin- 
istration in carrying out the budget 
plan as adopted by the legislature. 
Certainly, if the governor is to be held 
responsible for the budget plan, he 
should be able to direct the carrying 
out of this plan. This is the only prac- 
tical basis upon which budget planning 
by the executive can be justified. 

In many states where it is used, the 
board type of budget-making agency is 
apparently a sort of makeshift or tem- 
porary arrangement. This is shown by 
the character of the board’s budget 
proposals and the weight attached to 
these proposals by the legislature. It 
is doubtful if such a board is any im- 
provement over a legislative commit- 
tee as a budget-making agency. In 
fact, the legislative committee usually 
does the real work of budget making 
even where such a board exists. 

At the present time the charters of 
practically all the larger cities contain 
some provisions for budget procedure. 
City officials generally appreciate the 
value of the budget system, and many 
of them are trying to work out the best 
procedure for their particular city. 
The manager cities, starting with Day- 
ton, Ohio, in 1913, have placed special 
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5 
emphasis upon proper budget methods 
connection with running the business 
c: the city government. These cities 
} ecause of their simple. direct form of 
zovernment, have already contributed 
much to the development of budget 
yrocedure in municipalities. While 
ractically all commission-governed 
ities provide for the use of the budget 
ystem, the system has never worked 
ery satisfactorily because of the di- 
ided executive responsibility and the 
onsequent log-rolling that usually 
\ ‘ists in the administration of these 
. ties. Many of the cities with the 
ayor-council form of government 
ive adopted budget methods by 
mntralizing their administration under 
ae mayor and making him responsible 
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Shor the budget plan; others have estab- 


lished as the budget-making agency a 
board, usualy called the board of 
estimate, upon which is represented the 
executive, certain independent agen- 
cies of the administration, and the 
legislative body. 

Several states, notably New Jersey 
and Indiana, have established a general 
budget procedure for all the cities 
within their borders. This is part of a 
plan for uniform state supervision of 
municipal finances that will probably 
be greatly extended in the near future. 
Many county governments have re- 
cently undertaken to apply budget 
methods to their fiscal administration. 
Some states are already requiring the 
counties to use budget procedure, and 
the indications are that more states are 
going to do this. 

Last, but not least, in the order of 
budget events in this country, comes 
the national Government. After 
several unsuccessful attempts, a na- 
tional budget and accounting act 
became law in 1921. It placed upon 
the President the responsibility for 
submitting to Congress each year a 
complete budget of the expenditures 


and means of financing of the national 
Government. It established a bureau 
of the budget under a director of the 
budget as the staff agency to prepare 
the budget for the President. It 
further established a general account- 
ing office under an independent officer, 
known as the comptroller general, 
which has the power to supervise all 
accounts and is required to report di- 
rectly to Congress. During the first 
year of its existence, the Bureau of the 
Budget was under the direction of 
General Charles G. Dawes, who, be- 
cause o? his unusual energy and keen 
sense of news value, did much to bring 
public attefition both to himself and to 
the national budget system. His suc- 
cessor, General H. M. Lord, has since 
carried on the bureau in a manner that 
has inspired public confidence in the 
work and has added weight and im- 
portance to each budget document 
submitted to Congress. 


ESSENTIALS OF THE BUDGET SYSTEM 


There are certain essentials of the 
budget system that may be outlined 
briefly. Many of these have been 
fairly well developed and all are more 
or less generally accepted. They 
should serve as a basis for work in the 
further development of the budget 
system. 

1. Responsible executive leadership. 
This has been deemed the first essential 
of the budget system. Someone must 
be responsible for formulating the 
budget plan and presenting it for the 
action of the legislative body. After 
the bucget plan has been adopted by 
this bocy, someone must be responsible 
for carrying it into effect. Experience 
has shown that the budget system is 
most efiective when the individual, or 
group of individuals, that formulates 
the budget plan is the one that carries 
it out. This duty, therefore, logically 
falls on the executive. So it is neces- 
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‘sary from the budget standpoint to 
make the executive’s leadership real 
and effective. We know that when a 
person must carry out a plan that he 
proposes, he is likely to exercise more 
care in making that plan; and especially 
is this true when the plan must be 
approved by an independent body 
before it becomes effective. This 
situation in itself tends to place a con- 
siderable amount of responsibility upon 
the executive for the budget program. 
But there are some important questions 
in this relation that have not yet been 
settled. 

While the executive, especially in our 
national and state governments, is 
directly responsible to the people for 
, the office he holds, he is not at all times 
responsive to the wishes of the people 
while in office. This is due largely to 
the fact that the executive is elected 
for a fixed term of office and is inde- 
pendent of the legislative body. Vari- 
ous proposals in harmony with our 
constitutional system have been made 
to remedy this situation. It has been 
suggested, as noted above in this 
article, that we overhaul our constitu- 
tional system so as to establish the 
same relationship between the execu- 
tive and the legislative branches as now 
exists in England. 

2. Staff assistance. We have found 
that the details of budget making 
require special staff assistance—one 
person, or group of persons, depending 
upon the size of the government, that 
can give attention exclusively to the 
collection of the budget information 
and can assist the executive in the 
formulation of the budget plan. Such 
staff assistance has been provided in 
the Bureau of the Budget of the na- 
tional Government and in the Depart- 
ments of Finance and other agencies of 
many state and city governments. 

8. Broad and accurate budget infor- 
mation. This is the foundation upon 


which the budget plan is built. The 
budget information must be accurate 
and reliable. It should also be of such 
a character as to indicate clearly the 
scope of the work and the results of the 
various activities of the Government. 
In budget planning, we want to know 
four things: (1) The work the Gov- 
ernment is undertaking to do (activ- 
ity); (2) the agency of the Govern- 
ment that will do this work (organiza- 
tion unit); (8) the cost of the work 


` (expressed in terms of purchases, opera- 


tion costs, and results); and (4) how 
the cost is to be met (from revenues, 
borrowings, etc.). 

The work that the Government is 
doing, or will undertake to do, is largely 
a matter of public policy. However, 
such policy immediately affects the 
budget, as is evident in the rapidly 
increasing cost of government owing to 
new and expanding activities. This 
points to an increasing need for scien- 
tific budget planning as a means of 
maintaining a balance between the 
income and the outgo of government. 

The reasons for planning work with 
reference to a particular department or 
division of the Government are rather 
obvious. Work cannot be carried on 
without some agency responsible for 
doing it. The cost of the work cannot 
be definitely determined until after the 
performing agency and its requirements 
in services, commodities, and so on 
have been studied. The organization 
and methods of such agencies are of 
vital importance in budget making 
because of their direct bearing upon the 
cost and the character of services 
rendered. 

In determining the cost of govern- 
ment work for budget-making pur- 
poses, there are three methods of ap- 
proach: (1) Through an analysis of 
purchases, that is, the services, com- 
modities, and so on, which are bought 
by the Government to carry on its 
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work; (2) through an analysis of the 
operation of governmental depart- 
ments, divisions, and agencies; and (8) 
through an analysis of the actual results 
of departmental and institutional 
service. 

Up to the present time practically all 
the information available for budget- 
making purposes has been based upon 
an analysis of purchases. The budget 
estimates present in greater or less 
detail the departmental and institu- 
tional requirements in terms of services, 
commodities, properties, and obliga- 
tions and compare these requirements 
with past and present expenditures for 
the same things. These estimates are 
based upon the information recorded 
by the accounting system, the greater 
part of which has to do only with trans- 
actions incident to purchases and pay- 
ments made by the Government. 
Efforts in the past have been directed 
mainly toward classifying and system- 
atizing this information. As a result, 
we know definitely just what it costs to 
buy the services, commodities, prop- 
erties, and so on, that are required to 
run a department of the Government, 
but we have little or no information 
about how the department uses these 
things or what the results are. 

An analysis of the cost of doing each 
of the various kinds of work under the 
different departments and agencies of 
the Government, expressed in compar- 
able units, would be of great value in 
determining budget needs. Something 
has already been done in this direction 
in some fields of government work, but 
the information thus made available 
has not been used to any extent in 
budget making. Such information 
would make it possible to express the 
budget in terms of work to be done, as 
well as in terms of things to be bought. 
It would also be very valuable to the 
administrator in carrying out the 
budget plan. 


An analysis of the actual results of 
governmental services seems more Im- 
portant than any other means of deter- 
mining the cost of the various activities 
and of chacking up the budget demands 
made for these activities. Citizens 
and taxpayers are interested not in 
maintainng elaborate governmental 
machinery, but in securing results 
valuable zo the community. The fact 
that a cizy carries on fire prevention 
work, that it has a fire prevention 
division in the Department of Public 
Safety, taat it employs a score of 
inspectors to work in this division, that 
the cost in salaries and other expenses 
is seventy ethousand dollars per year, 
and that the inspectors make five hun- 
dred inspections each per year, is not 
an index to the value of the work. 
This index must be determmed from 
other factors such as the elimination of 
fire hazarcs and the reduction of loss 
of lives ani property. In other words, 
it is to be found in the results. Only 
a few attempts have been made so far 
to analyze the activities of governments 
and to measure their results. This 
offers a dificult, but at the same time a 
fruitful, field in governmental research. 
The value of a simple and scientific 
method cf measuring the results of 
governmen:al activities could hardly 
be estimated for budget-making pur- 
poses. 

4. Compete budget plan. No docu- 
ment can rightly be called a budget 
that does not set up a complete plan of 
proposed expenditures for a definite 
period and balance these expenditures 
with the estimated means of financing, 
that is, the income of the government. 
This is the zhief value of the budget; 
it shows a complete picture of the 
Governmeri’s finances. The budget 
should be s2 set up and summarized as 
to make this picture quite clear to 
citizens and taxpayers. Considerable 
progress has already been made in this 


88 THE ANNALS OF THE AMERICAN ACADEMY 


direction. We now have several state 
and city budgets that present fairly 
complete and understandable plans. 

Some time ago there was consider- 
able discussion on the subject of the 
“segregated budget,” and in some 
sections of the country this discussion 
still continues. It seems to have 
arisen mainly from the failure to dis- 
tinguish between the budget and the 
appropriation bill. The two should be 
separate and distinct documents, al- 
though they are often confounded, 
especially in some of the cities where 
the only document produced is a seg- 
regated appropriation ordinance. The 
purpose of the budget is te present a 
financial plan and give complete de- 
tailed information with regard to it; 
the purpose of the appropriation bill or 
ordinance is to present the expenditure 
side of the budget in the form necessary 
for enactment into law. The former, 
therefore, should be segregated; but 
the latter not necessarily so. Experi- 
ence dictates that when proper arrange- 
ments have been made to administer 
and control expenditures, appropria- 
tions should be made in lump sum 
rather than in detailed or segregated 
form. 

5. Building and improvement pro- 
gram. The budget plan extends over 
a definite period, namely, a year or two 
years. ‘This limitation as to time is 
necessary in order to make the esti- 
mates of expenditures as accurate as 
possible and to permit the appropria- 
tion of definite amounts from available 
or anticipated revenues. It does not 
necessarily follow, however, that all 
financial planning for the Government 
should be limited to the immediate 
needs expressed in the budget. In- 
deed, a much broader view should be 
taken of the needs of the Government, 
especially those that relate to public 
improvements. One can find in almost 
every government—national, state or 


municipal—public works that have 
been constructed without regard for 
the public needs or that have been 
undertaken and never finished, a 
costly evidence of planless develop- 
ment. It is little wonder that the tax 
burdens continue to pile up when 
such harem-scarem methods are used 
in meeting the Government’s problems. 
The cost of construction projects can- 
not be equitably distributed over a 
period of years without planning. And 
certainly a proper distribution should 
be made if future taxpayers are not to 
be overburdened. 

Construction or improvement pro- 
grams should be carefully worked out 
for the Government extending over a 
period of five or ten years. These 
should apply to all public improve- 
ments, including institutional plant 
development. When these programs 
are adopted, matters relating to the 
development and financing of perma- 
nent improvements are practically 
settled so far as the annual budget is 
concerned. A few cities have worked 
out and adopted improvement pro- 
grams extending over a period of five 
years. Some states have made similar 
plans with reference to institutional 
development and road construction. 
However, on the whole, very little has 
been done in this direction. 

6. Open procedure by responsible 
legislative body. In recent years the 
people have apparently lost confidence 
to a large extent in their legislative 
bodies. This is shown by the recent 
trend in our state governments toward 
increasing the importance and power 
of the executive. In some states it has 
resulted in a serious curtailment of the 
powers of the legislature, especially in 
making appropriations. But by this 
curtailment of the powers of the legis- 
lature we have accomplished little. 
The fact is we have been simply dodg- 
ing the main problem. That is, a 
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reorganization of our state legislatures 


by adopting the unicameral system, by ` 


providing for ccöperation between the 
executive and the legislative branches, 
by reducing the number of legislative 
committees and organizing them along 
the lines of the major administrative 
functions, by cutting out the “red 
tape” of legislative procedure, and by 
instituting open and above board con- 
sideration of all important measures. 
This can be done in any state, and it 
will be in harmony with our present 
constitutional system. 

Indeed, we have already made prog- 
ress in this direction with our city 
councils. The bicameral city council 
is now regarded as a thing of the past. 
The small, single-chambered council 
has generally taken its place, and a 
noticeable improvement has resulted 
in our municipal legislative procedure. 
A properly organized legislative body, 
a carefully prepared budget, and wide 
publicity on financial matters will 
prevent “log-rolling” and wipe out the 
“pork barrel” in our state govern- 
ments. Restrictions, constitutional 
or otherwise, will not prevent these 
things under cur present legislative 
system. 

7. A financial calendar. This applies 
more particularly to local govern- 
ments. ‘The financial calendar permits 
a careful adjustment to the fiscal 
year of the time for the preparation 
and passage of the budget and the 
assessment and collection of taxes. 
In brief, the budget should be adopted 
before the beginning of the fiscal period 
to which it relates, so that the neces- 
sary accounts can be set up and arrange- 


ments consummated by the executive 
for carrying out the budget plan. The 
taxes, oz a first installment of them, 
should become payable soon after the 
beginning o? the fiscal year. ‘This will 
enable the Government to meet its 
bills and thus avoid temporary borrow- 
ing to finance its current expenditures. 
Often it is necessary to change the 
fiscal year in order to work out a satis- 
factory financial calendar. Most 
states have adopted the federal fiscal 
year—July 1 to June 80. Many cities 
use the same period. The calendar 
year, however, is more generally used 
by cities as their fiscal year. 

8. Effective control over the execution 
of the budget plan. Important as is the 
making of the budget plan, it is even 
more important that this plan be 
effectively carried out. The proper 
executive authority and supervision 
should be provided to put the plan into 
operation. Fiscal control should be 
established through accounts and 
otherwise to insure that the expendi- 
tures of the Government are being 
made in accordance with the budget 
plan. This control should extend to a 
careful checking of the revenues and 
receipts of the Government. As the 
budget dlan is being carried out, in- 
formation should be recorded and 
classified with a view to making up the 
next budget. The budget, when once 
adopted, should be rigidly adhered to 
throughout the period to which it 
applies, unless some extraordinary 
circumstances should arise making 
changes necessary. If this is not done, 
budget making means little and the 
budget plan is largely a farce. 


The Preparation of the National Budget 


By Henry P. SEDEMANN 
Of the Institute for Government Research, Washington, D. C. 


HE Budget and Accounting Act of 

1921, the Act providing for the 
establishment of the National Budget 
system, worked a revolution in respect 
to the manner in which the estimates of 
appropriations needed for the conduct 
of the Government should be formu- 
lated and submitted to Congress. 
Under the old system, estimates were 
prepared by the heads of the several 
spending services, who, in framing 
them, gave no consideration to the 
financial situation and prospects of the 
Government asa whole. Though these 
estimates were reviewed by the depart- 
ment heads, they still represented the 
desires of spending services which de- 
sired to secure the maximum appro- 
.priation possible. From the depart- 
ments and independent establishments 
the estimates were sent to Congress 
through the Secretary of the Treasury. 
This officer acted merely as a compiling 
agency with no authority to revise the 
estimates, or to express any opinion 
regarding their desirability. No com- 
parison even was made of the estimates 
with probable revenues with a view to 
determining the extent to which the re- 
quests for funds exceeded resources 
available for meeting them. 


PRESIDENT’s RESPONSIBILITY 


Under the new system, the spending 
departments are prohibited from mak- 
ing any direct requests upon Congress 
for funds. Instead, their requests 
must be submitted to the President, 
upon whom is placed the full responsi- 
bility for considering them, and, on 
their basis, and such other examination 
as he may desire to make, for the for- 
mulation and submission to Congress 
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of a consolidated statement of what 
provision, in his opinion, should be 
made for expenditures for the ensuing 


year. ; 

It should be noted at this point that 
the Budget Act emphasizes in every 
possible way the responsibility of the 
President for the estimates. He is not 
required to submit with his estimates 
the original requests submitted to him 
by the spending services, such as is 
done by a considerable number of states 
which have established budget systems. 
It is believed that this feature of the 
National Budget System is superior to 
those of the states which require the 
submission by the governor not only of 
his own estimates but of those formu- 
lated by the spending services, since the 
latter method tends to raise an issue 
between the Chief Executive as general 
manager and his subordinate adminis- 
trative officers. And, as the estimates 
submitted by the spending services are 
in most cases in excess of those recom- 
mended by the Chief Executive, the 
legislative branch is encouraged to 
ignore the estimates of the Chief Execu- 
tive, or at least to a certain extent to 
increase his proposals. 

Other features of the Act as put into 
operation that are of importance are: 
(1) An estimate of prospective revenue 
now accompanies the estimates of 
proposed expenditures and the two are 
brought into correlation with each 
other in such a way as to show clearly 
whether the proposed expenditure pro- 
gram is less than or exceeds the pro- 
spective revenue; (2) the figures show- 
ing actual revenues and expenditures 
for the last completed year and esti- 
mated revenues and expenditures for 
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the year in progress are shown in 
parallel columns with the estimates for 
the year to be financed, in order to 
bring out clearly the extent to which 
the program submitted departs from 
provisions that have been made in the 
past; and (3) statements corresponding 
to a balance sheet and an operating 
statement are now prepared and ir- 
cluded in the Budget showing the 
financial condition of the Treasury and 
how this condition was reached. 

The President is likewise authorized 
to include in the Budget such other 
statements and analyses as will, in his 
opinion, tend to furnish mformation 
needed to make known the condition of 
the Treasury, financial operations in 
the past, and the character of the pro- 
posals made for the future. It will 
thus be seen that the Budget, as con- 
templated by the Act, and as actually 
prepared and submitted, combines the 
features of a general financial report 
and of a financial and work program, 
the two being considered together in 
such a way as to bring out clearly their 
relationship. In point of fact, the 
budget as now submitted presents one 
of the clearest general financial reports 
of the operations of a government that 
is available for any government, either 
in the United States or in foreign coun- 
tries. In this respect, at least, the 
United States Budget is superior to 
that of the British Government. 

In order that the President may dis- 
charge the great responsibility thus 
placed upon him, provision was made in 
the Budget and Accounting Act for an 
office known as the Bureau of the 
Budget that should act as the direct 
agent of the President in performing 
these duties. Incidentally, mention 
might be made here that the President, 
in performing his duties as chief budget 
officer, does not confine himself to the 
mere work of formulating the Budget, 
but through the Bureau of the Budget 


exercises close control over the expendi- 
ture of the moneys after they are voted. 
He furthermore, through that office, 
takes active steps to secure improve- 
ment in the business methods of the 
Government with a view first, to being 
called upon to estimate for the smallest 
sums possible for the conduct of affairs 
consistent with the service to be ren- 
dered; and second, to the efficient ex- 
pending of these moneys after being 
placed at the disposition of the ad- 
ministration. 

The extent to which the President | 
has vigorously assumed and now exer- 
cises the duties of a general manager in 


-respect to suot merely financial affairs 


but administrative affairs generally, is 
further emphasized by an action, not 
expressly provided for by the Budget 
Act, but which the President has taken 
under his general powers as head of the 
administration. ‘This consists in the 
adoption of the policy of twice a year 
summoning all the directing personnel 
of the Government to meet with him 
and with the members of the Cabinet, 
for the purpose of considering the ad- 
ministrative and financial program of 
the Government as a business corpora- 
tion. By “directing personnel” is 
meant not merely the secretaries and 
assistant secretaries of the various de- 
partments and members of the inde- 
pendent >oards, but chiefs of bureaus, 
and othe> officers such as chief clerks, 
chief accountants, appointment clerks, 
disbursing officers and the like. At 
these meetings the President makes 
known tə his subordinate directing 
personnel his wishes in respect to how 
administrative affairs should be carried 
on and his general policies in respect to 
the expenditure of funds. The Direc- 
tor of tke Budget also discusses in 
greater detail the problems that con- 
front the President in discharging his 
duties as head of the administration 
and in formulating and in administering 
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the financial program. These meetings 
have become an established institution 
and are very influential in promoting 
the interest of administrative officers in 
the Government as a whole and in do- 
ing away with a situation which was 
only too prevalent where each officer 
seemed to interest himself merely with 
the matters of his individual office. At 
these meetings the President announces 
his policy with reference to the ex- 
penditures of the year in progress and 
regarding estimates of appropriations 
for the coming year. 

The foregoing has been written in 
order to make known the general situa- 
tion and conditions undere which the 
Budget is formulated and submitted by 
the President and the spirit in which 
the financial provision actually made is 
put into execution. With this presen- 
tation we can now pass to a considera- 
tion of the detail procedure employed 
in getting the Budget into shape from 
the time proposals are received from 
the spending services to the final com- 
pilation of the document known as the 
Budget which is submitted to Congress. 


PREPARATION OF THE BUDGET 


The preparation of the Budget may 
be described under the following six 
captions: 

. President’s Financial Policy 

. Preliminary Estimates 

. Final Estimates 

. Hearings before the Board of 

Estimates 

5. Estimates Returned to Depart- 
ments for Revision, and 

6. Preparation of the Budget Docu- 
ment 


He UO WO mt 


1. Presidents Financial Policy 


The first step in the formulation of 
the Budget is the adoption by the 
President of a financial policy. By 
this is meant the determination by the 


President of the position he desires to 
take in respect to such matters as 
expansion or contraction of the Govern- 
ment’s activities, the retirement of the 
public debt, the increase or reduction of 
taxation, and such special matters as 
the increase or decrease of the military 
and naval establishments, the grant of 
bonuses to war veterans, the voting of 
grants in aid to the states, and the like. 
In fact, since the establishment of the 
budget system, the President has in all 
cases adopted the policy of rigid re- 
trenchment and the adoption of a pro- 
gram that will result in a surplus avail- 
able for retirement of the public debt, 
reduction of taxation, or both. 

The financial policy thus formulated 
is made known by the President in his 
address al the semiannual meetings of 
the Business Organization of the Gov- 
ernment above mentioned and by in- 
structions issued at his direction by the 
Director of the Bureau of the Budget. 
_ Thus at the fifth regular meeting of 
the Business Organization of the Gov- 
ernment, June 18, 1923, President 
Harding said: ` 


Another task which will shortly confront 
us is the preparation of the Budget for the 
fiscal year ending June 30, 1925. I con- 
template a substantial reduction in the 
estimates of appropriations for 1925 as com- 
pared with the appropriations for 1924. In 
fact, I have expressed to the Director of the 
Bureau of the Budget my desire that the 
1925 estimates, exclusive of the amount re- 
quired to meet the reduction in, and the 
interest on, the public debt and the amount 
required for the Post Office Department, 
will not be in excess of $1,700,000,000. To 
reach this amount the estimates for 1925 
must be $126,000,000 less than the appro- 
priations for 1924. This will tax your best 
efforts, but I have confidence in your ability 
to find ways and means for lessening the 
amounts of your requests for funds. 


At this same meeting, he said, as 
regards the expenditure of money 
already granted: 
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Right here I want to leave this further 
word with you. The appropriations made 
by Congress are the measure of the maxi- 
mum amount of business which may be 
planned for the fiscal year to which the 
appropriations relate. They are not the 
measure of the minimum amount of busi- 
ness which may be performed. ‘Therefore, 
in planning your expenditure program for 
the coming fiscal year and apportioning 
your funds under such program, you should 
not only carefully guard against any of your 
activities being carried on at a rate which 
would require additional appropriations for 
the fiscal year, but should arrange to con- 
duct your business with a minimum of 
expense consistent with efficient adminis- 
tration. I expect you all to effect some 
savings from your appropriations for the 
coming fiscal year. To accomplish this and 
also to enable you to have funds on hand 
with which to meet unanticipated require- 
ments, you should not fail to set aside a 
reasoiable reserve from your appropria- 
tions. : 


Along the same lines President Cool- 
idge, in his Budget Message accom- 
panying the Budget submitted last 
December, said: 


The executive instructions governing the 
preparation of these estimates called for a 
substantial reduction as compared with the 
appropriations fo% 1924. This was essen- 
tial to a continuation of the policy of strict 
and drastic economy. That is the admin- 
istration’s undebatable policy. It has been 
adhered to unswervingly in the past and we 
shall hew to the line in the future. 


2. Preliminary Estimates 


The second step is the preparation of 
preliminary estimates of appropriations 
for the ensuing fiscal year by the budget 
officers of the departments and inde- 
pendent establishments who, under the 
Budget and Accounting Act, are ap- 
pointed by the Cabinet heads for the 
purpose of centralizing the preparation 
and revision of the estimates. 

The purpose of these preliminary 


estimates is to supply the President 
with advarce information of what a 
department or establishment contem- 
plates asking in the way of funds for the 
ensuing fiscal year. These tentative 
estimates are tabulated in summary 
form by the budget officers according to 
the arrangement of the regular esti- 
mates as they appear in the Budget. 
Proposals for new expenditures are 
accompanied by explanations and rea- 
sons to justify their inclusion in the 
program of the coming year. 

These preliminary estimates are sub- 
mitted to the Budget Bureau in August 
of each vear. Upon their receipt the 
amounts ag tabulated to determine the 
aggregate amount requested and the 
estimates tiemselves are referred to 
the budget investigators for examina- 
tion and report. 

The investigators send their recom- 
mendations to the assistant to the 
Director in supervisory charge of this 
branch of tae work. The material is 
then submitted to the Director of the 
Budget, who lays them before the 
Board of Estimates. This Board com- 
pares the estimates of one department 
with those of the other departments, 
eliminates duplications and reduces and 
modifies the program of the depart- 
ments to fii them into the approved 
administrattve policy. Where there is 
doubt of the wisdom of a contemplated 
reduction, the doubt is usually resolved 
in favor of tie Treasury and the reduc- 
tion mace, for the reason that the esti- 
mating egepcies will later have oppor- 
tunity to show why such reduction 
should not ke made. After this study 
of the estimates has been completed, 
each department is notified of the total 
amount to which its original estimate 
has been reduced and is directed by the 
President to apportion this total in 
such manner as will best provide for its 
activities, and is directed to prepare its 
final estimates by appropriation titles 
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and objects of expenditure as limited 
by this total. 


3, Final Estimates 


The third step is the preparation of 
final estimates of appropriation, esti- 
mates of receipts, and estimates of 
expenditures. These must be sub- 
mitted to the Budget Bureau on or 
before September 15 of each year. 

The detail estimates of appropria- 
tions are prepared by the individual 
bureaus or offices of a department, in 
each of which is an assistant to the 
departmental budget officer responsible 
for its preparation. They are prepared 
in such a way as to show,in parallel 
columns the amount estimated for the 
ensuing fiscal year, estimated expendi- 
tures for the year in progress, and the 
actual amount expended in the last 
completed fiscal year. 

These estimates are prepared uni- 
formly throughout the government 
service. The details are set forth in 
accordance with the classification of 
objects of expenditures prescribed by 
the General Accounting Office in its 
Bulletin No. 1 of May 11, 1922, which 
was issued for the purpose of obtaining 
uniformity in analyzing government 
expenditures. 

Upon completion of the preparation 
of the estimates of appropriations by 
the representatives of the bureaus and 
offices of a department, they are re- 
viewed and revised by the chiefs of such 
bureaus and offices and then submitted 
to the budget officer of the department, 
and by him transmitted, in some of the 
departments, to a budget committee for 
examination and report. 

In order that the departmental com- 
mittee may have the proper perspective 
for its determinations, each member is 
assigned to one or more bureaus and 
offices of the particular department to 
study the activities and requirements of 
such services. Subsequently the esti- 


mates for each bureau are considered in 
detail by the entire committee in con- 
ference with the chiefs of such offices. 
The first consideration of this depart- 
mental committee is to adjust the 
estimates so that the total to be sub- 
mitted for a department will come 
within the tentative amount allocated 
to the department by the Bureau of the 
Budget, on the basis of preliminary 
estimates of receipts to become avail- 
able during the year in progress and the 
ensuing fiscal year. Each item of the 
appropriations requested and the ex- 
penditures contemplated under such 
grants if given by Congress are sub- 
jected to a searching inquiry, both as to 
its necessity and as to the amount re- 
quired to conduct the particular ac- 
tivity efficiently and economically. If 
this committee is not fully convinced of 
the necessity of an appropriation esti- 
mated for by a bureau or office, it 
recommends that such item or items be 
disapproved by the budget officer. 

The findings and recommendations 
of this committee are then reviewed by 
the budget officer of the department 
and, after final revision, the estimates 
are assembled and transmitted to the 
Bureau of the Budget. 

Upon receipt of these final estimates 
in the Bureau of the Budget, modified 
in accordance with the instructions of 
the President, they are again subjected 
to an intensive study by the budget 
investigators and the assistants to the 
Director, both from the standpoint of 
the needs of a particular department 
and from the standpoint of the Gov- 
ernment as a whole. 

The estimates of receipts and ex- 
penditures transmitted with the esti- 
mates of appropriations are now de- 
tached from the other papers and 
forwarded to the Division of Estimates 
of the Bureau, where they are used to 
prepare financial data. The estimates 
of receipts are used to prepare a com- 
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bined statement of estimated income 
for the year in progress and the ensuing 
fiscal year, while the expenditure data 
are finally revised to agree with the 
revised estimates of appropriation al- 
lowances and used for compiling the 
estimated expenditures of the year in 
progress and the year to be financed. 
In artiving at the final figures to be 
included in the Budget, numerous con- 
ferences are held between the officials 
of the Bureau of the Budget and the 
officials of the spending services. These 
hearings are held by the Board of 
Estimates of which the Director is 
chairman. 
4. Hearings before the Board of Esti- 
mates 


The fourth step is the hearing before 
the Board of Estimates. The Board of 
Estimates is composed of the Director, 
the Assistant Director, the executive 
assistant and the six assistants to the 
Director. This Board may sit as a 
board and call before it department 
officials for a discussion and explana- 
tion of their requirements, or individ- 
ual members of the Board may call 
informal conferences. 

It is at this stage particularly that 
the information gained throughout the 
year by the budget investigators is 
brought to bear upon the figures sub- 
mitted by the departments. The 
spending officials naturally take the 
departmental viewpoint, that of expan- 
sion, whereas the investigators have the 
point of view of the Bureau of the 
Budget and the Government as a 
whole. 

Hearings are held by the Board from 
the date of receipt of the final estimates, 
September 15, until well into Novem- 
ber. At these hearings representatives 
of the executive departments are given 
an opportunity to state their needs and 
justify their requests for appropria- 
tions. The amounts finally agreed up- 


on are the amounts included in the 
Budget, and are the maximum amounts 
that a department may request of 
Congress when appearing before the 
appropriation committees in defending 
their estimates. Formerly, a depart- 
ment could advocate an appropriation 
for a new activity not included in their 
origina. estimates, or an increase in the 
amount submitted, but under the 
budget law such requests can only be 
made at the direct request of Congress. 
In this connection, the remarks of 
President Harding on this subject at 
the fifth regular meeting of the Business 
Organization of the Government, June 
18, 192, are of interest. He said: 


I have noticed from the hearings before 
the Appropriations Committees of Congress 
that some of the officials of the Government 
have not yet realized that under the Budget 
and Acccunting Act the estimates which are 
before Congress are those submitted by the 
Chief Executive. The officials to whom I 
refer were apparently of the impression that 
the estimates which their respective depart- 
ments or establishments submitted to the 
Bureau of the Budget, were the official esti- 
mates which they were authorized to advo- 
cate becore the congressional committees. 
I trust this erroneous impression will not 
prevail hereafter. If Congress desires esti- 
mates other than those submitted by the 
Chief Executive, it has reserved unto itself 
in the Budget and Accounting Act the 
authorizy to request such estimates and de- 
fined the methods of obtaining them. But 
the administrative officials, who are operat- 
ing under the Executive, are expected to 
subscribe cordially and loyally to the 
budget estimate, and I do not hesitate to 
say that the repetition of an advocacy of an 
estimate before the congressional commit- 
tee in excess of the executive recommenda- 
tion, wil be looked upon as sufficient reason 
to give consideration towards severance of 
employment with the Government. 


5. Esttmate Sheets Returned for Revision 


The fifth step is that of returning the 
estimates for final revision to the de- 
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partments. The departmental budget 
officer either revises his estimates at the 
Bureau of the Budget, or if the changes 
made require further consideration by 
the head of a spending service, are 
revised in the department and then 
resubmitted to the Bureau of the 
Budget for incorporation in the Budget. 
These revisions involve the correction 
of not only the estimates of appropria- 
tion sheets but also a modification of 
the expenditure program of the depart- 
ment to come within the expenditures 
set for each spending service. 

In the National Budget a very clear 
distinction is made between “Esti- 
mates of Appropriations” and “‘Esti- 
mates of Expenditures.” The former 
has reference to the new or additional 
grants to be asked of Congress, and the 
latter represents the amount of money 
which it is estimated will be withdrawn 
from the Treasury during the fiscal 
year in progress and the ensuing fiscal 
year. It is well to note here that the 
cash withdrawals during a fiscal year 
are made from appropriations made for 
prior years as well as from appropria- 
tions recommended in the Budget, and 
further that a portion of the money to 
be appropriated for a fiscal year is not 
withdrawn from the Treasury until 
after the close of that fiscal vear. 


6. Preparation of Budget Document 


The sixth, and final, step in preparing 
the Budget involves the preparation of 
financial statements and detail esti- 
mates of appropriations. The budget 
document is divided into two parts: 
Part I containing the budget message 
of the President and all the analytical 
and interpretive statements, including 
a summary of the estimates of appro- 
priations for the ensuing fiscal year, 
compared with appropriations already 
made for the current fiscal year; and 
Part II consisting wholly of detailed 
estimates of appropriations. Part Iis, 


in effect, a general financial report 
dealing with past conditions and opera- 
tions and bringing these operations and 
conditions into comparison with the 
budget estimates. The purpose of 
preparing the document into two dis- 
tinct parts is to make it possible with- 
out extra labor to issue Part I as a 
separate pamphlet so that it -may be 
given wide distribution. 

It is pertinent here to describe at 
least briefly the general character of 
this budget document. In its prepara- 
tion the Budget Bureau aims to submit 
all essential facts regarding the finan- 
cial condition, operation and proposals 
of the Government in the simplest, 
most condensed and easily understood 
form possible. These statements sup- 
ply detail information regarding the 
income and outgo of the Government, 
actual and prospective, during the last 
completed fiscal year, the year in 
progress, and the year to be financed. 
They also give financial data showing 
(1) the financial condition of the Treas- 
ury at the end of the last completed 
fiscal year (balance sheets), (2) the 
means by which such condition was 
reached (operating statements), and 
(8) the public-debt transactions. 

The data for preparing these state- 
ments and estimates of appropriations 
are supplied to the Budget Bureau by 
the several departments. For ex- 
ample, the internal revenue receipts 
and customs revenues are furnished 
that office by the Secretary of the 
Treasury, and the estimates of miscel- 
Janeous receipts are supplied by the 
several departments and independent 
establishments, as are also the esti- 
mates of expenditures and estimates of 
appropriations. 

This material is submitted to the 
Bureau of the Budget on standard 
forms and in accordance with a stand- 
ard classification. The revenues are 
classified by sources, and the expendi- 
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tures and estimates of appropriations 
are classified by organization units and 
objects of expenditure. 

All of this information is referred tó 
the Division of Estimates, whose func- 
tion it is to prepare the budget docu- 
ment. It is in this division that the 
approved estimates of appropriations 
and the financial and statistical state- 
ments are prepared for publication. 

The Budget is prepared in advance of 
the receipt of the ensuing fiscal year’s 
figures so far as this is practicable, as 
otherwise it would be impossible to 
compile all the detail information con- 
tained in the Budget in the short time 
available after the approval of the 
final estimates. The procedure em- 
ployed in collating this material and 
getting it ready for the printer requires 
much skill in arranging the work so 
that it may be prepared and published 
in time to submit it to Congress in 
December of each year. In view of 
this it may be of, some interest to 
describe briefly how this is accom- 
plished. The first step in getting the 
material ready for inclusion in the 
Budget 1s the preparation of the Pro- 
Forma Statements. These are usually 
prepared in July of each year. The 
purpose of preparing these forms in 
advance is to facilitate the posting of 
the data to their respective statements 
as each class of material becomes avail- 
able. 

The method employed in drafting 
these forms ‘is very simple. It is done 
by mutilating a paper-bound copy of 
the previous year’s Budget. ‘The fig- 
ures of the former years are cut out of 
the old forms and the descriptive 
matter is then pasted upon columnar 
sheets. This procedure is practicable 
since the form of the Budget is now 
standardized, and, though improve- 
ments are made from year to year in the 
presentation of the information, the 


changes are usually so slight that modir 


fication of the forms can be made in 
most instances without rewriting the 
materia. The major portion of this 
work cnasists in the preparation of the 
forms fcr the reception of the estimates 
of apprcpriation, Part II of the Budget. 
These ace the sheets which supply the 
details of the estimates of appropria- 
tions fcr the ensuing fiscal year and the 
amoun“ of appropriations already made 
for the prior (current) fiscal year. 

To facilitate the preparation of these 
sheets a record of appropriations 
granted by Congress is maintained in 
this division for each chapter of the 
Budget. It is used at the end of each 
year to sypply the amount of regular 
and supolemental appropriations made 
for eack spending service for the prior 
fiscal year. ‘This is posted to the detail 
sheets soon after the close of the last 
completed fiscal year, while the esti- 
mates for the ensuing fiscal year are 
posted to these chapters when they are 
recelvec from the investigators, ap- 
proved 3y the Director. 

The estimates of appropriations are 
printec. in the Budget in thirteen sep- 
arate ckapters, as follows: 

1. Legislative establishment 

2. Executive office and independent 
establishments 

3. L'epartment of Agriculture 

4. Lepartment of Commerce 

5. Interior Department 

6. L'epartment of Justice 

7, L'epartment of Labor 

8. Navy Department 

9. Post Office Department 

10. [-epartment of State 
11. Treasury Department 
12. Yar Department, including Pan- 

ama Canal 

18. Cistrict of Columbia 

It will be noted that a chapter of the 
Budget is devoted to each branch or 
department. Under each department 
the est:mates for each bureau or service 


ef a department are givep. separately, 
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For each bureau the estimates of ap- 
propriations are given in detail by 
appropriation titles supported by de- 
tail schedules of objects of expendi- 
tures. An example of the information 
presented is that of the Bureau of 
Foreign and Domestic Commerce, of 
the Department of Commerce. The 
estimates of this Bureau are printed in 
the Budget under the following heads: 
1. General Administration (Sala- 
ries of Bureau in Washington) 
2. Commercial Attachés 
8. Promoting Commerce, Europe 
and other areas 
4, District and Codperative Office 
Service 
5. Promoting Commerce, South and 
Central America 
6. Promoting Commerce in the Far 
East 
7. Export Industries 
8. Enforcement of the China Trade 
Act 
9. Distribution in Domestic Trade 
10. Investigation of Foreign Trade 
Statistics 
11. Compiling Foreign Trade Sta- 
tistics 
12. Lists of Foreign Buyers 
18. Investigating Sources of Crude 
Rubber 
Each of these appropriations is sup- 
ported by detail schedules of objects of 
expenditure showing how much of each 
appropriation is to be expended for 
personal services, supplies and mate- 
rials, transportation, and like objects. 
If any change is recommended in the 
wording of the appropriation Jaw this 
fact is made known by the departments 
on the Budget estimate sheets by 
underscoring the words to be inserted 
in the law or title of the appropriation. 
Where the editor notes any new word- 
ing or other changes, this new material 
is inserted on his work sheets and is 
printed in italics, so that the appropria- 
tion committee may be advised of any 


new provisions or changes in law 
recommended. 

After the approved estimates and 
changes in wording have been made, 
each chapter, as it is completed, is sent 
to the Government Printing Office for 
printing and return of proof. Upon 
receipt of the galley proof, copies are 
sent to the budget investigators for 
examinetion and for such changes as 
may be needed. Upon return of these 
copies the changes are inserted on the 
proof cepy, proof is read, and then re- 
turned to the Printing Office for page 
proof. After reading the page proof it 
is returned to the Printing Office, where 
the material is printed and assembled 
and made ready for binding into the 
budget document. 

The statistical and financial state- 
ments, Part I of the Budget, are pre- 
pared as rapidly as the material be- 
comes available. For example, all 
data relating to the preceding fiscal 
year are inserted on these Pro-Forma 
Statements as soon as the information 
is made available to it by the Treasury 
Department. The financial informa- 
tion is supplied to the Division of Esti- 
mates of the Bureau of the Budget by 
the Division of Bookkeeping and War- 
rants of the Treasury Department and 
the Office of the Treasurer of the 
United States as soon as their books 
have been closed and balanced. This - 
is usually some time in September. 
The tables relating to the current fiscal 
year and the ensuing fiscal year, how- 
ever, cannot be prepared until final 
decision is reached as to the amount of 
the estimates of appropriations and the 
resulting expenditures. ‘This is given 
to the division from day to day from 
September 15 to about November 15. 
The data are carefully checked and 
posted to the different statements as 
received. After the material has been 
compiled it is then reviewed by the 
Chief of the Division, given to the 
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editor, and then forwarded to the Gov- 
ernment Printing Office. 

Upon receipt of final page proof for 
the entire contents of the Budget it is 
assembled, paged, indexed, and then 
returned to the printer for assembling 
and binding into the document known 
as the Budget. 

The magnitude of the mere mechan- 
ical task of getting the Budget into 
shape and through the press may be 
appreciated from the fact that the 
Budget for 1925 consisted of a quarto 
volume of 1,120 pages. 


Success oF BUDGET SYSTEM 


In the foregoing the attempt has 
been made merely to describe the me- 
chanical procedure, so to speak, that is 
employed in the preparation of thé 
National Budget. It would be im- 
proper to leave this paper at this point. 
The success of any system is dependent 
largely upon the spirit in which it is 
administered and the skill and energy 
employed by those having responsi- 
bility for such administration. The 
success that the new system has had is 
wholly dependent upon the energy and 
ability displayed by the officers of the 
Government charged with the opera- 
tion of it. The country has been very 
fortunate in having as the first two 
directors of the Bureau of. the Budget 
men like General Charles G. Dawes and 
General H. M. Lord. The first made 
it clear that the duties of the Director 
of the Budget were not going to be 
considered as of a perfunctory charac- 
ter. With his well-known forcefulness, 
he made it clear to all government 
officers that the President intended to 
take seriously his duties as budget 
chief and general manager of the busi- 
ness corporation. General Lord, who 
succeeded him, brought to the office 
exceptional competence for the per- 
formance of the duties of his office and 
had the additional advantage of enjoy- 
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ing the confidence of the two Houses of 
Congress to an unusual extent. Though 
never hesitating to insist upon reduc- 
tions in original estimates where neces- 
sary, ic order to bring the total within 
the program laid down by the Presi- 
dent, he has succeeded in maintaining 
the most cordial relations with the 
spending services. Especially has he 
had great success in impressing upon 
the directors of the spending services 
that, primarily, responsibility for effi- 
ciency in administration and the exer- 
cise of due conservatism in framing 
estimates rested upon them. In this 
way, instead of acting merely as a 
superior authority to wield the blue 
pencil, he has secured from them a 
general codperation in the whole field; 
not merely cf preparing estimates for 
future needs but in the exercise of care 
in the expending of funds granted. 

The Budget and Accounting Act was 
in effect but en order to go ahead. The 
new system zould easily have been a 
dud. Ir is to General Dawes and to 
General Lord that credit is due for the 
fact thac the system has not only been 
a brilliant success from the start but is 
steadily being perfected. They have 
built up a tradition in regard to the 
nature and function of the Bureau of 
the Budget that will be influential for 
years to come. 

Great credit also should be given to 
the two chairman of the Committee on 
Appropriations of the House, Mr. 
James W. Good, to whom in collabora- 
tion with Serator McCormick of the 
Senate, chief credit is due for the adop- 
tion of the budget system, and to Mr. 
Madden, the present chairman, for the 
effective way m which the new system 
has been handled in Congress. 

That the new system has fully come 
up to the expectations of those urging 
its adoption i3 evidenced by the em- 
phatic testimeny not only of the two 
Presidents who have held office since 
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its adoption, President Harding and 
President Coolidge, but the chairmen of 
the Committees on Appropriations of 
the two Houses who have had to do 
with the Budget as formulated and 
presented to Congress. The remarks 
of these two chairmen are so direct and 
to the point that this paper is concluded 
with their reproduction. 

At the close of the session of Con- 
gress which considered the Budget for 
the fiscal year 1924, Mr. Madden, 
Chairman of the House Committee on 
Appropriations, in reviewing the budg- 
etary situation, said: 


It was the most satisfactory budget which 
has ever been presented to arfy Congress, 
considered both from the standpoint of the 
Treasury of the United States and the ad- 
ministration of federal activities which will 
function under it. In my experience as a 
legislator I have never seen estimates of 
appropriations so free from obvious pad- 
ding, so carefully squared to actual needs, 
or so void of proposed extravagant expan- 
sion as these. The results of the 
action of this Congress upon the 1924 
Budget, and the supplemental and defi- 
ciency estimates amount in the net to prac- 
tical ratification of the aggregate as sub- 
mitted by the President. (Remarks of 
March 4, 1928, in Daily Congressional 
Record of March 15, 1923, p. 5675.) 


Senator Warren, Chairman of the 
Senate Committee on Appropriations, 
speaking on a similar occasion in the 
Senate, said: 


The budget law has demonstrated its 
worth. It helps separate the chaff from the 
grain. It gives accuracy, as well as integ- 
rity, to estimates, which results in less work 
on the part of Congress. Under the old 
system congressional committees were ob- 
liged to spend a great amount of time on 
extravagant and questionable estimates. In 
fact, meritorious estimates are never the 
cause of great contention. Now, that esti- 
mates mean something, the work of all is 
accelerated. (Remarks of March 4, 1928, 


in Daiwy Congressional Record of March 15, 
1998, p. 5684.) 


Finally, in introducing one of the 
appropriation bills for 1924 in the 
House, Mr. Madden again took occa- 
sion to speak of the new system as 
follows: 


The Budget, as you will realize, places the 
responsibility on the President of the United 
States of stating a program which he pro- 
poses to enter upon this next year and 
indicate the cost. The President has ac- 
cepted the responsibility that is placed upon 
him by the law, and he has exercised that 
responsibility in a remarkable way. For 
the first time in the history of the country, I 
think, a President of the United States has 
really paid great attention to the cost of 
Government. President Harding has, and 
he has done so very systematically, and he 
deserves the commendation of the Congress 
for his activity in this direction and the 
thanks of the American people for the re- 
sults of his activity. 

There are 22 statements printed in the 
Budget that I would like every member of 
the House to read. I shall not have time to 
go into them, but they are very important; 
they are illuminating; they are interesting; 
they show the painstaking care which has 
been applied to the preparation of the 
Budget, and any person who is interested in 
the finances of the United States will be well 
repaid for the time he may take in studying 
this budget system. 


Mention finally should be made of 
the fact that the responsibility of the 
President and the duties of the Bureau 
of the Budget do not cease with the 
final preparation and submission of the 
Budget. After the appropriation bills 
putting the Budget into effect are 
passed, the President, acting through 
the Bureau of the Budget, exercise3 a 
close supervision over the manner in 
which the funds voted to the adminis- 
trative services are expended. This, 
however, is a feature of the new system 
which cannot be handled in this paper, 


Budgets and Financial Control in the National 
Forest Service 


By Roy Heaney 
Assistant Forester, U. S, Forest Service 


E the task of the National 

Forest Service includes promot- 

ing the practice of forestry by states, 

municipalities and private owners, a 

very large proportion of its expendi- 

tures are applied to the protection and 

administration of 146 national forests 

created for the primary purposes of 

timber production and watershed pro- 
tection. 

In connection with the production of 
timber on these national forests, nu- 
merous by-products are utilized or 
created and some research and some 
plain law-enforcement work is carried 
on; but there is a sharp distinction be- 
tween the main purpose of the Forest 
Service and that of other federal or 
state organizations which are engaged 
in the usual governmental functions. 
This distinction needs to be recognized 
in order to understand the financial 
problem and practices of the Forest 
service. A large part of the energies of 
the Forest Service are directed to the 
management, protection and develop- 
ment of a vast estate of 157,000,000 
acres reserved by the Government for 
public service, usually the production 
and protection of raw materials es- 
sential to a permanently sound eco- 
nomic and industrial national 
structure. “Timber farming” is the 
phrase which most aptly expresses its 
work. Grazing administration, while 
incidental to timber production, is the 
second largest activity on the national 
forests. ‘This activity is guided by the 
broad policy of so regulating the use of 
intermingled forest and forage as to 
produce and make available for use the 
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greatest combined value of timber and 
livestock products. 

The fact that the main purpose of the 
Forest Service is the production of raw 
materials cals for an approach to its 
financial problems quite different from 
that which is suitable to the usual gov- 
ernmental organization. 

When a federal bureau is engaged in 
the production and sale of such com- 
modities as timber and forage, its ex- 
penditures must be budgeted and 
controlled under considerations corre- 
sponding closely to those which control 
a manufacturing business. It is true 
that not all the products of the national 
forests ere sald, but it is required that 
every service rendered the public and 
every commodity produced on the 
national forests have a value to the 
public worth more than it costs. This 
value, which is often difficult to meas- 
ure in dollars and cents, is at least 
easier to weigh in terms of relative 
worth and cost than in the case of law- 
enforcing or tax-collecting functions, 
for example. 


PERSONAL SERVICE AND TIME 
BupGETING 


Another fact having an important 
bearing 2n tke problem of budgetary 
control i3 that the work of the Forest 
Service 13 mainly a matter of personal 
service. In the fiscal year 1928, out of 
a total of $6,936,817 expended from the 
regular appropriation for the work of 
the bureau, €4,980,107 was expended 
directly for salaries and wages, and 
$972,535 more was required for travel, 
forage of animals used by rangers in 
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making their rounds, subsistence of 
laborers, and for other expenditures 
incidental to personal service. Thus, 
while no exact determination is possi- 
ble, it is clear that roughly 85 per cent 
of the expenditures of the service is di- 
rectly or indirectly for personal service. 

The significance of this predomi- 
nance of personal service expenditures 
is that the budgetary problem of the 
Forest Service resolves itself into a 
problem of use of time. The work that 
forest officers have to do covers a wide 
range of duties, is widely scattered as to 
place, and is subject to constant inter- 
ruptions and changes. It is clear then 
that time-budgeting is both more diff- 
cult and more important than in 
ordinary government work or in such 
enterprises as manufacturing. Direct 
supervision is seldom possible. Stand- 
ardization is possible, but it must be of 
a, different character from that used in 
controlling the use of time by office 
workers, mechanics or traveling sales- 
men. ‘The possibilities for economy or 
waste in the use of time by a force of 
men engaged on national forest work 
are very great. 

Budgetary control of time 13 ap- 
proached through statements of ob- 
jectives, standards and personal work 
plans. In all manuals, circulars of 
instruction, conferences and inspec- 
tions, much emphasis is laid on the 
importance of defining clearly the pur- 
pose to be-accomplished in each under- 
taking. This may be a definition of 
the purpose to be attamed by a major 
activity such as grazing administration 
or may be the objects which are to be 
sought in a series of visits to a tribe of 
incendiary Indians. When a forest 
officer’s mind is grooved by habits of 
thinking about just what he is trying to 
accomplish as he moves through the 
details and perplexities of his work, his 
efforts will be directed and controlled in 
a way not otherwise possible. 


The frequency with which cattle or 
sheep ranges are inspected or fire 
guards checked up by the ranger has an 
important effect on use of time. De- 
cisions on these points are not left to 
accident or the unsupervised incli- 
nations of individual men, but are 
controlled by frequency standards 
originated normally by the ranger con- 
cerned, in the light of his detailed 
knowledge of what is needed and what 
must be watched in his district, but 
reviewed and approved by supervisory 
officers to iron out tendencies due to 
individual bias and for the purpose of 
bringing the actual working standards 
into harmony with general policies and 
programs. 

The personal work plan normally 
takes the form of a list of definite con- 
crete jobs to be done during a coming 
season, these jobs being listed after 
consideration of all the check lists of 
jobs, activity lists, and known needs 
for constructive work, etc., which will 
facilitate a comprehensive and well- 
balanced layout of the work of the 
particular man in his particular unit for 
the period involved. When jobs are 
listed they must be classified by trips, 
months, or dates by whith they should 
or must be done. If, as is usually the 
ease, the list of jobs requires more time 
than is available, the time-budget 
will not balance and the less important 
work must be stricken out until the 
forest officer has before him a layout of 
specific things to do, which it is esti- 
mated he actually can accomplish in 
the period allowed. 


NEED TO STRETCH THE DOLLAR 


Throughout this whole process of 
definmg objectives, setting up working 
standards and making working plans-—— 
as indeed throughout the entire process 
of making money budgets—codrdina- 
tion, the chief purpose of budgetary 
control, is served at every step. An 
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approved budget of money or time 
represents the combined judgment of 
the man who is to carry out the esti- 
mate, together with one or more of his 
superiors, as to the adjustment between 
the demands for money or time which 
will yield the largest measure of net 
public benefi<s. 

Administrators in charge of Forest 
Service activities, as a rule, feel 
strongly that the money they have 
available is inadequate to do all the 
work which the public interest requires 
to be done. They are convinced that 
larger expenditures would produce 
larger results per dollar expended. 
This is not the place to discuss the 
truth or soundness of this idea, but its 
importance as a force available for use 
in financial control needs to be under- 
stood. Direct and immediate money 
profit as an incentive to skillful finan- 
cial management does not exist in 
government work as in private. Get- 
ting money for a favored project by 
economy or better financial manage- 
ment is not a bad substitute as an 
incentive to better management, and 
has been extensively used. 

Just after the disastrous forest fires 
in 1910, there grew up among service 
officers a strong belief in the extreme 
importance of a larger force of fire 
guards to avoid the recurrence of the 
losses of 1910. Such a program of 
increased guard force could not be 
financed by increased appropriations 
because these could not be secured. 
The need for more fire guards was used, 
however, as an incentive to the 
scattered supervisory personnel to 
search out all the places where inge- 
nuity and plain economy could squeeze 
out dollars which could be diverted to 
the employment of fire guards. 

It will be evident that this process of 
using developments in the trend of 
opinion in the organization and har- 
nessing the resulting desires, is an 


imporzant means of stimulating econ- 
omy end the development of skill in 
financ.al management. To appeal for 
econcmy for its own sake is a cold and 
unproductive thing, but an appeal for 
econcmy in order that some very de- 
sirable thing may be done, gets results 
not merely in dollars saved but in the 
stimulus to ingenuity of management, 
on which in the final analysis true 
economy must rest. 

Such processes have obvious limits 
and there is always danger that en- 
thusiasm for some new activity may 
lead to unwise curtailment of some 
going work; but the extent to which the 
dollar zan be stretched when the active 
interest cf a body of employes can be 
enlisted is a source of gratification and 
sometimes of considerable surprise. 


How BUDGETARY PLANS Arb 
CARRIED Our 


Disr2garding the men in charge of 
certain special activities, three groups 
of officers carry out the budgetary 
plans of the Forest Service. There are 
eight district foresters immediately 
responsible to the chief forester for: 

1. Making the plan of work to be 

performed in each district dur- 
-ng the fiscal year. 

2. Making the estimate of funds 

needed to carry out that plan. 

8. Carrying out the plan itself, as 

anally approved, after funds are 
appropriated. 

Under the district foresters are a 
total cf 146 forest supervisors, each in 
charge of a national forest, and under 
the forest supervisors are a total of 842 
distric: rangers each in charge of a 
ranger {istrict averaging 215,915 acres 
in size. These are the last responsible 
administrative officers in the line. 

One of the primary principles urged 
by the authorities in budgetary control 
is that estimates should be made by the 
men who carry them out, and in ac- 
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cordance with this principle, the mak- 
ing of estimates starts with the district 
ranger who has the most intimate 
knowledge of the needs of the district 
under his charge and who will be im- 
mediately responsible for carrying out 
his district’s part of the budgetary 
plans finally adopted. 

The form which the district rangers’ 
estimate takes varies widely. Since 
national forests are found scattered 
from New Hampshire to Arizona and 
from Florida to Alaska, a wide variety 
of work and needs exists. Because of 
this and the exigencies of national for- 
est administration, the type of men 
employed as district rangers varies 
from the cowboy who never did “paper 
work” before entering the service, to 
the fully-trained man with a master’s 
degree in forestry. In some cases 
ranger districts are in charge of veter- 
ans who know every corner and turn of 
their districts and all the plans and 
problems connected therewith, while in 
too many cases the service has been 
forced to employ as district ranger an 
inexperienced recruit direct from a 
civil service eligible list. 

By methods which are necessarily 
unstandardized and often very in- 
formal, the district ranger participates 
in the preparation of the estimates from 
the very beginning, inorder that hemay 
contribute to it all he has of specific 
knowledge, foresight and hindsight, 
and may become familiar with every 
detail of the estimates designed to 
cover the costs of a plan of work which 
he will be called upon to carry out. 

The preparation of estimates for the 
national forest by the forest supervisor 
is & more serious, more formal and more 
standardized matter. Before the nu- 
merous sheets, which compose the 
forest supervisor’s finished financial 
plan for the coming fiscal year, are 
finally typed and forwarded to the 
district forester, there will be attempts 


to forecast the fluctuations of timber 
sale and other business which must be 
foreseen and provided for in the plan. 
There will be efforts to adapt the num- 
ber, location and period of employment 
of fire guards more perfectly to forest 
fire experience. Items such as travel 
expenses of each member of the force 
and the smal] expenditures for supplies 
which must be bought locally will be 
analyzed to see that they are in line 
with the experience of the previous year 
and free of amounts which would be 
“nice to have,” but which would only 
invite the slashing blue pencil of the 
budget officer who will pass on the esti- 
mates for the district forester. 

Estimates will be made up for perma- 
nent improvements such as fire lookout 
structures, fire telephone lines, roads, 
trails and bridges that are needed in the 
management of the forest. The forest 
supervisor will have no expectation of 
getting allotments for all the improve- 
ments with which he knows his forest 
should be equipped. He has learned 
by bitter experience that money for 
such permanent equipment is particu- 
larly hard to get. He will select from 
his permanent records of needed im- 
provements those projects which he 
thinks may possibly be approved for 
the coming year and pare the estimates 
for each as close as he dares, in order to 
avoid having the projects thrown out as 
based on unnecessarily high figures. 

In making this national forest budget 
there will be conferences with district 
rangers and any technical or adminis- 
trative assistants attached to the super- 
visor’s office; there also will be a 
conference with the district forester or 
his assistant in charge of budget mak- 
ing, in which the proposed estimate will 
be tried in the fire of analysis by a man 
of wide experience and versed in all the 
latest devices for making one dollar do 
the work of two. There are likely to 
be group conferences of several super- 
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visors and the district forester or his 
budget officer. At these conferences 
ideas on financial methods: are ex- 
changed and each supervisor sees the 
grilling that his fellow supervisors re- 
ceive and is reassured as to the good 
faith and fairness with which estimates 
for each national forest are handled by 
his superior cfficers. 

When the process is completed the 
estimates go forward to the district 
forester on large sheets. These esti- 
mates are accompanied by supporting 
sheets giving the details on which such 
items as travel and supply estimates 
are based. At the office of the district 
forester when all estimates are in from 
the national forests, the figures are com- 
piled, analyzed and studied in the light 
of relative needs of the national forest 
district as a whole and in their relation 
to Service pclicies, as well as in con- 
nection with past and future needs of 
each national forest unit. 

Summaries are prepared for sub- 
mission to the chief forester showing for 
each group of employes and each class 
of expenditures how many men were 
employed or how much money was ex- 
pended in the previous and the current 
fiscal years separately; also the amount 
which it is proposed to expend during 
the coming fiscal year and the number 
of employes if the allotments remain 
unchanged. Additional needs which 
cannot be met without an increase of 
funds are listed for consideration and 
discussion with the chief forester. 

A separate estimate for the district 
forester’s office is prepared. This car- 
ries the overhead of the national forest 
district and includes other items which 
while not overhead sometimes seem to 
be so. Since it is always an “open 
season” on overhead, some of the 
hardest-fought battles in allotment 
conferences center around these esti- 
mates. 

On a prearranged date the accumu- 


lated pile of estimate sheets, supporting 
sheets. memoranda of plans and ex- 
planations of details are laid before the 
chief orester, who, with some of his 
assistants, spends a week at each 
national torest district headquarters 
‘analyzing with the district forester and 
his assistents in charge of major activi- 
ties, <ae fmancial and other plans for 
the coming year. At this time current 
work and that which is proposed for 
apprcral are reviewed with particular 
attenzion to the financial aspects. 
Comparisons made between national 
forest districts and apparent instances 
of gool cr poor judgment disclosed by 
the estimdtes or picked up in previous 
inspections are brought forward for 
discussion and administrative action. 
Naturally, in these conferences with 
the district forester and his immediate 
associates, not all the detail covered in 
making individual national forest esti- 
mates zan be examined nor is it neces- 
sary. During the previous field season 
detailed inspection of the work of each 
district forester has been made by the 
foreste> and one or more of his assist- 
ants. Facs and tendencies disclosed 
by such inspection, together with index 
facts which the chief forester knows 
from 2xperience where to find in the 
estimetes, afford a means of obtaining 
dependable knowledge of the financial 
results and tendencies of the district 
forester’s work with the expenditure of 
a minimur. of time. This method of 
developing and checking financial plans 
by means of personal conference has 
been in use for years and has been found 
extremely helpful in promoting econo- 
my anc unity of policy and practice. 

If for amy reason personal confer- 
ences are not possible, the estimates 
prepared by the district forester from 
those sibmitted to him by the forest 
supervisors are sent by mail for review 
and action by the forester’s office at 
Washington, D, C, 
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When the review of estimates sub- 
mitted by the district foresters is 
complete and the Departmental Ap- 
propriation Bill has been passed by 
Congress, the processes of budget ap- 
proval begin. First the forester makes 
an allotment to each district forester, 
after which details and adjustments 
are worked out by each district forester 
and approved sheets are forwarded to 
the supervisor. Finally the district 
ranger is informed just what men he 
can employ, the approved period of 
employment for each and how much 
money he has for improvement proj- 
ects, travel expenses, purchase of sup- 
plies, etc., during the coming fiscal 
year. Each officer in the chain is in- 
formed how much he has to spend and 
for what purpose he may expend it. 


He is given definite letters of authority 
and written statements of the limita- 
tions, demands and policies under which 
the year’s work is to be conducted. 

In the carrying out of his approved 
budget each officer is subject to close 
supervision and inspection on the 
ground. This inspection serves a 
double purpose. It supplies guidance 
to the local officer from a qualified man 
of wider experience. It also keeps the 
officers charged with responsibility for 
general control of budgetary plans in 
close touch with the exact conditions 
encountered in carrying out the plans 
and thus avoids the destructive tenden- 
cies of a system of centralized control 
over operations about which the con- 
trolling agency lacks intimate knowl- 
edge. 


The Budget in Business 


By ArtHur Lazarus 


In charge of Business Management Service, Policyholders’ Service Bureau, 
Metropolitan Life Insurance Company 


HIS article will 

1. Comment briefly on the present 
interest in the budget; 

2, Show how the budget may be 
applied to a variety of com- 
mercial enterprises, and 

8. Develop such distinctions, 1f 
any, which may exist in the 
budget applied to business as 
distinct from the budget in 
government. 


JI—PRESENT INTEREST IN THE BUDGET 
TO A DEGREE Not ORDINARILY 
APPRECIATED 


The successful operation of the Fed- 
eral Budget, coupled with the dramatic 
value given it by General Dawes, have 
developed a widespread interest in the 
budget applied to business. 

Two opportunities have been af- 


forded me to test out this interest. As 
chief of the Cost Accounting Bureau of 
the United States Chamber of Com- 
merce, a pamphlet was prepared, Budg- 
eting for Business Control, for which re- 
quests for some 10,000 copies were 
received. A year or two later, three 
budget leaflets, prepared for the Policy- 
holders’ Service Bureau of the Metro- 
politan Life Insurance Company, devel- 
oped requests for some 52,000 copies, 
while scores of companies in particula> 
industries asked for the specific budget 
studies issued by the foregoing bureau. 

To date I have either personally de- 
veloped or there have been submitted 
to me budgets applicable to the follow- 


ing Industries: 

Garment Ice Cream 
Newspaper - Department Store 
Hotel Banks 
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Railroad and Public Construction and 
Utility Contracting 

Mines Retailing 

Optical Instruments Metal Products 

Farm Implements Insurance Companies 

Dairy Products Paper 

Chemical Products Electrical Products 

Washing Machines Ice 


The foregoing is a sufficient selection 
to indicate the wide appeal of the 
budget, and yet I am confident that the 
application of the budget to business 
has just started. 


Ti—How tut Bupcer May BE Ar- 
PLIED TO A VARIETY OF ENTER- 
PRISES 


So often business men have stated 
that the budget could not be applied to 
their enterprise because of its peculiar 
nature. Strangely enough, this opin- 
ion is frequently given when, so to 
speak, the competitor down the block is 
successfully using the budget principle. 
The more a business fluctuates the 
greater is the need for the budget, for 
where a business runs more or less on 
an even keel planning becomes auto- 
matic and takes care of itself. Unless 
business becomes stagnant, we can 
never safely predict Just what will take 
place tomorrow, but the very uncer- 
tainty of the future requires that we 
have some deliberate plans. 

The best answer to the question as to 
whether or not the budget is adaptable 
to unusual conditions is to draw upon 
the experience of widely diversified 
business. For this purpose, reference 
will be made to significant phases of 
budget procedure successfully used by 
the following types of business: 
Railroad and Public Utility Paper 
Construction and Contracting Garment 
Dairy Products Newspaper 

Ice Cream 


This discussion will be restricted only 
to budget procedure. The budget aims 
will be discussed later. 


A-—How a Ranroap BUDGETS 


1. Budget of Revenues and Expenses 


It i3 the practice of a large railway to 
compue g detailed forecast of prospec- 
tive earnings, expenses, taxes, etc., by 
months, by means of which some rea- 
sonably accurate idea may be obtained 
of the net results to be expected for the 
year. Information necessary to com- 
pile this budget or forecast is furnished 
by the various departments concerned 
and is based upon past experience as 
well as the present conditions and fu- 
ture outlook. After considerable study, 
this forecast in consolidated form is 
submitted, to the president for ap- 
proval. Naturally, unforeseen condi- 
tions during the year may require an 
entire revision of the forecast. 


2. Conetruciion Budget 


In conformity with the increase in 
busines3 which may naturally be ex- 
pected as the result of the growth of the 
country served, the railway has a fur- 
ther yearly budget which covers pro- 
posed expenditures for improvements, 
additicns and betterments, in the way 
of new motor power, cars, side-tracks to 
serve new industries, grade revisions, 
enlarged station facilities, ete. This 
budget :s prepared by the heads of de- 
partments concerned and is finally 
approved by the executive committee. 
The amount of this budget is, of course, 
influenced by the outlook for earnings. 


8. Checking of Estimates with Perform- 
ances 

In addition to the yearly forecast, the 
operating vice-president of the railway 
calls what are conveniently known as 
monthly expense meetings, to which 
are invited the general superintendent, 
the superintendent of motor power, the 
enginee> of maintenance of way, and 
the division superintendents. 

An allotment is given each depart- 
ment for the month, based on: Past 
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experience, the outlook for business, the 
annual net earnings, and any other 
conditions which may have an effect 
upon the expenditures. 

The allotment is flexible, for ex- 
ample: The transportation expenses 
covering actual train operation will 
automatically permit of expansion or 
contraction in the event of increased or 
decreased traffic. Each department 
head in turn divides his monthly appro- 
priation among his subdepartmerts, 
and his allotment is finally passed on 
down to the individual. It is requiced 
that the head of the department adhere 
strictly to this figure so far as it is not 
affected by fluctuations of business. 
At the next meeting of the staff che 
actual expenditures are checked against 
the allotment. 

As may be imagined, there is con- 
siderable friendly rivalry, particulerly 
among the division superintendents, to 
obtain maximum efficiency as well a3 to 
remain within the allowance. All this 
results in increased efficiency of the 
operation of the property as a whole, 
as well as increased economy. 


B—BupGETING For A PAPER COMPANY 


At the beginning of each calerdar 
year, from the records of its statistical 
department, a paper company forecasts 
with as much accuracy as possible the 
amount of sales of the different classes 
of its product and it records these sales 
in the form of trend charts. These 
records give the total amount of goods 
it intends to manufacture for the year, 
with the relative amounts for each 
month from which it makes its produc- 
tion schedules in anticipation of actual 
sales. As its business is to a certain 
extent seasonal, in order to make these 
production schedules as nearly uniform 
for each week in the year as possible, so 
as to keep a constant force employed 
throughout the year, this company 
makes any new or holiday goods in 


those periods of the year in which its 
sales are less than average. 

Having determined its manufactur- 
ing program from these data, it is only 
a step further to determine its program 
for buying raw materials and it is 
enabled to make up programs for the 
manufacturers, who furnish it with the 
principal raw materials several months 
in advance for deliveries at stated 
times, thus making it easier for them 
and insuring for itself more certain 
deliveries of material on the dates when 
needed. 

As practically all of its production is 
based upon time study methods, it 
budgets to each department a standard 
labor cost per unit so that each depart- 
ment has a standard cost as a basis for 
the year. While this is not exactly a 
budget, it is in effect the budget idea of 
limiting the labor cost in any depart- 
ment to a certain figure which it expects 
the departmental heads to realize in 
operating their departments. 

In its producing departments it does 
not budget productive or nonproduc- 
tive labor as such. The effect, how- 
ever, is obtained by standardizing the 
labor cost. 

At the beginning of each year, in 
dddition to establishing the standard 
labor cost, it also budgets the expenses 
of the manufacturing departments for 
repairs to machinery, tools and fixtures 
and, also, fot sundry supplies. ‘These 
budgets are based upon its experience 
and also upon its plans for the year and, 
once having been established, are not 
to be exceeded unless for some unusual 
cause. 

It also has budgets for its different 
office departments, such as cost, statis- 
tical, order, bookkeeping, etc., as weil 
as budgets covering the repairs and 
maintenance of buildings, roads and 
grounds, employment department ac- 
tivities, power plant expenses and im- 
provements, etc. 


Tae BupGet IN BUSINESS , 59 


C--BUDGETING FOR THE CONTRACTING 
AND CON3TRUCTION COMPANY 


Budgeting for the contracting com- 
pany depends chiefly upon the use to 
which the construction estimate is 
placed. The following is the practice 
in this connection of three construction 
companies: 


All of our estimates are made in detail, 
with complete take-offs, covering all por- 
tions of the work. A summary of this 
estimate goes to the contract manager; the 
complete take-off with prices goes to the 
purchasing agent; and the complete esti- 
mate goes to the erection superintendent, or 
job supervisor. The construction superin- 
tendent on the job is given a revised esti- 
mate which includes the estimate of the 
bare labor necessary for completion of the 
job. This estimate is revised so that all 
overhead items are eliminated, and all items 
of profit. 


The most important use of the estimate is 
in regards to the labor cost of the job. The 
cost clerk in the main office is given a copy 
of the estimated labor cost. The weekly 
costs are divided into the various subdivi- 
sions of labor. These are added up weekly 
and compared with the estimated cost. 
Copies of the actual cost as compared with 
the estimated cost are given from time to 
time to the job supervisor and the construc- 
tion superintendent. In this manner, a 
close check is kept upon the labor cost and 
should it appear to be running over what 
has been estimated, it is caught, and if pos- 
sible remedied during the course of the job, 
rather than at the completion of the job 
when it is too late. 


We make careful estimates of all con- 
struction work on which we take contracts. 
When a contract is closed we make a new 
statement which is called a ‘‘bogey,” fol- 
lowing the terms of golf, which is a very 
careful analysis of the actual job after we 
have had time to give it study, and the unit 
prices are fixed as to what can be done if the 
working force will do their very best, and 
cannot be reached unless they do exert 
themselves completely. This bogey is 
usually much less than the estimate. The 


job timekeeping is subdivided daily and 
each of the operations and important ones 
are workec out mto unit costs daily for the 
superintentent, and the whole thing is 
worked oul once a week. Copies are sent 
to home cice as used on the job. This 
keeps the work under close control. Every- 
one interested has a copy of this bogey— 
contract manager, purchasing agent, job 
supervisor, and construction assistants on 
the jok. Any variation from this score up- 
ward is given very prompt and careful 
study. We also, whenever possible, and 
this is very frequently, set up a task and 
bonus for the superintendent, foremen, 
gang bosses and workmen such as a lump 
sum if they meet the bogey and one-half 
saving if they beat it. 


Summing up then, for budget pur- 
poses, the estimate can be used in at 
least four or five ways: 

1. The zontract manager will receive 
therefrom allowances he may 
have in awarding the various 
subcontracts. 

2. The estimate will set limits for the 
purchasing agent in placing 
orders for necessary materials. 

3. The estimate will enable job su- 
pezvisor and construction as- 
siszants to watch very closely 
lakor costs. 

4. The estimate will enable the plan- 
ning department to schedule 
carefully the work, that it may 
be completed on time. 

5. The estimate will enable the cost 
and financial department to 
check up the profitable or un- 
profitable character of the con- 
tract while in process of com- 
pletion. 


D—Tex Bopeer ror Damy Propucts 


Dairy products offer genuine budget 
difficulties. for the production of milk is 
twice as gr2at in the spring as it is in the 
fall, with sales fairly uniform through- 
out each month of the year. The fol- 
lowing is the budget procedure of one 
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of the large producers and distributors 
of manufactured dairy products: 


In the latter part of each year, our Sales 
Department submits a statement showing 
how many cases of milk it expects to sell 
during each month of the following year, 
by sizes and brands, subdivided as to seling 
territories, states and foreign countries. 
(This geographical division is important, as 
vou will find later on.) 

Concurrently, our Production Depart- 
ment prepares figures showing how much 
milk wil be produced each month during 
the coming year in each territory serving 
our factories. This latter estimate is besed 
on the number of cows in each factory ter- 
ritory, and the average production of milk, 
per cow, based on government ®tatistics, as 
well as our own experience. 

Very seldom does the milk in sight around 
our factories balance with the milk our 
Sales Department expects to sell. Some- 
times there is an abundance of milk, ozher 
times a shortage. Under our budget sys- 
tem, production and sales are brought to- 
gether. Price changes for raw milk and 
_ finished product will sometimes accomplish 
this. The law of supply and demand re- 
quires that this be done. Sometimes other 
methods are used to increase o> lower Dro- 
duction, or increase or lowe> consumer 
demand. The main thing, however, i3 to 
bring production and sales in balance. 

After production and sales are brought in 
balance, the next step is to determine the 
amount of other raw materials needed to 
convert the raw milk into the manufac- 
tured product. Our table of experience has 
shown us, for instance, how many pounds of 
raw milk are required to produce one zase 
of preserved milk of the various sizes; how 
many pounds of sugar are required to pre- 
serve, say, 100 pounds of milk; the amount 
of coal it takes to produce one cas2 of 
preserved milk; the amount of tin plate and 
solder to produce cans to hold the finished 
product; the amount of box shooks or pack- 
ing cases, etc. All this is laid out for each 
of the factories and it shows how much of 
the various materials each factory will need 
for each month of the following year. Each 
of the factories work under a schedule based 
on the amount of milk in sight in their 


territory. . Under this schedule, the fac- 
tories will carry, say, a two weeks’ supply 
of certain raw materials; a four weeks’ 
supply of another kind of material; and a 
two or three months’ supply of still other 
materials. Experience has shown us how 
close we can work on small inventories of 
raw and manufacturing materials. The 
plan is elastic enough to enable us to pro- 
tect ourselves in emergencies, such as coal 
miners’ strikes, or railroad strikes. 

In December of each year the plan gives 
us the following information for each month 
of the coming year: 


1. Production—each month for each 

l factory. 

2. Sales—each month by selling terri- 
tories. 

8. Manvfactured goods on hand—end of 
each month. 

4. Raw and manufacturing materials on 
hand—end of each month. 


We have other budget plans covering 
such matters as selling cost and advertising 
appropriations. We also have the usual 
allotment and sales quota plan for each sell- 
ing territory; goods out on consignment are 
also under control by allotment plan. 
These plans are minor and do not vary 
much from similar plans in other industries. 

Our goods are sold delivered, therefore 
the matter of freight is a large factor in 
meeting local competition, and also a large 
factor in making profits. Our twenty- 
eight factories are scatteted throughout the 
United States and Canada and we endeavor 
to produce goods at these factories to meet 
the consumer’s demand in the various 
freight zones in which the factories are 
located. This is the reason why our budget 
plan requires the Sales Department to 
divide its estimated sales into certain geo- 
graphical divisions, and this estimate also 
forms a part of the allotment and sales 
quota plan previously referred to. 


E—BUDGETING FOR THE NEWSPAPER 


Following is a brief synopsis of the 
budget practices of a southern news- 
paper: 

Our budget is arrived at by forecasting 
the number of lines we run for a period of 
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six months. These lines are multiplied by 
the average rate which gives us our advertis- 
ingrevenue. To this we add our circulation 
revenue, whic gives us our total income. 

Our departments all receive a specified 
percentage of operating expenses, in the 
shape of a budget, and at the end of each 
month the department head is notified 
whether he is over, or within, his budget. 

We also set aside a certain percentage 
known as an emergency fund, to take care 
of unforeseen expenditures or special pro- 
motion work which we may decide to put 
on after the budget has been forecast. 


Bucgeting for the newspaper may be 
divided into budgets of Income and 
Expetses, a separate Budget of Income, 
a Bucget of Editorial and News, of 
Mectanical Expenses, of Circulation 
Expenses, Administrative Expenses 
and Advertising Expense Budgets. 

For purposes of illustration, budget 
forms of Income and Expenses, Edito- 
rial aod News, and of Mechanical and 
Admiristrative Expenses are shown on 
the fcHowing pages: 


@ 
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MECHANICAL Expense BIDGET 
For .. . .. Months Ended .....0....0-002522-, 
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ALLOWED, | ACTUAL, | pe opeasm | ACTUAL DECREASE 
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penses 
Heat, Light and 
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Supplies. .. 
Blankets. .... 
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Type and Me- 
chanical Equip- 


Total .... 
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Salaries 
Executive ... 
Business Office 
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and local) . . 


Power..... 


Depreciation 
Other than 
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BUDGET OF ADMINISTRATIVE EXPENSE 
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THe Opportunity or NEWSPAPERS 


Over one hundred industries have 
undertaken to standardize accounting 
methods and have made substantial 
progress. With some of these indus- 
tries the newspaper publisher comes in 
direct contact. For example, the man- 
ufacturer of paper, who supplies one of 
his principal materials, and the printing 
industry in which the newspaper pub- 
lisher is frequently himself engaged, 
and in both instances the newspaper 
publisher has indubitable evidence of 
the value of standardized cost account- 
ing. Inthe newspaper field the surface 
has been merely scratched and there is 
an opportunity for constructive achieve- 
ment in the matter of standardizing the 
accounting procedure for the industry. 
Properly considered, budgeting is a 
part of such work of standardization. 


F—T Tar BUDGET ror THE Ick Cream 
CoMPANY 


The nearest approach to a budget 
system for ice cream is perhaps found 
in the plant of Tait Brothers, Inc., of 
Springfield, Mass., whose business 
started in a very small way in 1902 and 
has grown in twenty years to over a 
million gallons a year, with manufac- 
turing and distributing plants at Spring- 
field, Worcester, New Bedford and 
New London, and additional distribut- 
ing plants at Holyoke, Northampton 
and Fitchburg. The comptroller of 
Tait Brothers, Inc., G. A. Torrence, 
makes very modest claims for the ac- 
complishments of his office: 


None of our accounting developments are 
what we understand as budgeting, but are 
preparatory to the establishment of a 
budget. Our work so far has been an 
endeavor to standardize costs and methods 
in all of our plants; to provide a ready 
means for holding heads of departments 
accountable within dednite limits; to ex- 
pedite the preparation of financial and 
operating reports; to distribute the heavy 

6 


carrying expenses of the winter months 
equitably on a gallonage basis throughout 
the year, and then to lay the foundation for 


a real budget program. | 


In every standard rate two separate 
forecasts are involved; one of the total 
outlay in dollars for the particular 
operation or group of expenses, and a 
second of the total quantity of the unit 
of measurement, hours, gallonage, 
miles, etc. When operations, as in the 
ice cream industry, are substantially 
alike in character day in and day out, 
and where volume of production, more- 
over, fluctuates widely throughout the 
year, standard rates become a vital part 
of, and more than a prelude to, budget 
making. “If each division of the ice 
cream business is placed on a standard 
rate, operations will be as effectively 
controlled and at a lower cost than 
when, as in the usual budget system, 
definite money values and limits are 
allotted in advance for each distinct 
item of expense. 

For purposes of illustration, the 
budget discussion is limited to Budget- 
ing of Material, Labor and Overhead, 
and of Advertising. 

Material 

Owing to the fluctuations in the price of 
milk and cream, it is extremely difficult to 
forecast mazerial costs. Tait Brothers, 
Inc., make no attempt to do so, and have, 
however, correctly charged milk and cream 
into costs at the weekly average market 
price, even though their own creameries 
very largely supply these products. 

Although it is contrary to the consensus 
of opinion generally maintained in the ice 
cream industry, it is felt that there are no 
insuperable difficulties to estimating mate- 
rial costs, and certainly not in terms of 
percentage of sales. The total fluctuations 
each year for a series of years, and the 
rapidity of such fluctuations, can be charted, 
and on the basis of such calculations and 
prices at the beginning of the year, material 
costs may be estimated. Such estimates 
can be revised when conditions during the 
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course of the year seem to make changes 
necessary. 

For purposes of illustration, the percent- 
age of material costs to sales is set at 334 
and in amount per gallon at 45 cents, to 
include the cost of cream, milk, condensed 
and other, sugar, gelatine, flour, fruits and 
nuts, cocoa and eggs. 


Labor and Overhead 


Standards for Labor and Overhead in the 
Hardening Room have been established by 
Tait Brothers, Inc., at a certain number of 
cents per gallon from the best figures ob- 
tainable at each of the Company’s seven 
plants. Some of the predetermined stand- 
ards are apparently closely set in some of 
the plants, while in others the variances are 
so great that the Company will, in all 
probability, have to change them. The 
single most important factor in predeter- 
mining costs of Labor and Overhead in the 
Hardening Room is the forecast of volume. 
If that is fairly accurate, actual operating 
results will closely approximate the prede- 
termined standards. 

Under Overhead in the Hardening Room 
the following expense groups are included: 
Repairs Ice Cream Supplies 
Refrigeration Building Expense 
General Overhead Miscellaneous Charges 


General Burden Laboratory 

Fixed Charges General Stores 

Power Washing 
Laundry 


For purposes of illustration, a standard 
for Labor and Overhead in the Hardening 
Room of 15 cents is used. 


Advertising 


Tait Brothers, Inc., now set aside 24 per 
cent per gallon of estimated sales for adver- 
tising, which compares interestingly with 
the policy of another company which sets 
aside 3 cents per gallon for the same pur- 
pose. If the estimated sales for the year 
are a million gallons, the advertising appro- 
priation of Tait Brothers, Inc., will be 
$25,000. 

The budget officers of the Company con- 
trol the gross amount to be spent for 
advertising. Its disposition by months, to 
territories, by kinds of advertising, and for 
verious products, lies within the discretion 
of the Advertising Manager. 

The shrewd business man advertises 
heaviest when business is most difficult to 
obtain, so Tait Brothers, Inc., spend the 
bulk of their advertising appropriation in 
the first four months of the year. The 
Advertising Manager is given considerable 
leeway as to the manner in which the ad- 
vertising appropriation is to be spent. It 
is only reasonable to believe, however, that 
ke carefully plans for the outlay of this 
edvertising allowance. 


Detailed budgets in dollars and cents 
are not so essential in the ice cream 
‘ndustry as are certain standards for 
the main divisions of expenses. Stated 
in terms of per gallon and in terms of 
percentage of sales price per dollar, a 
typical set of such standards based not 
on actual figures, but close enough to 
operating conditions, is shown. 


ILLOSTRATED Income, Costs AND PrEovits or [cmp Cream per GALLON 


INCOMA PER GALLON 


Costa in Hardening Room 
Labor and Burden,..........-- 15 


3 
5 
eu 
8 

O R 


Total Delivery Cost.............-. 
Advertising and Selling............. 
General and Administrative........ 


Total Costs per gallon.......... 
Net Profit per gallon.........., 


Amount $1.35 PERcENTAGE 100 

60 45 
„17 12 
25 19 
10 vi 
.10 7 

1.22 90 per cent 

13 10 per cent 
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Masten BUDGET OF SWEET-ORR & Company 





4. Opening Inventory ......... 
5. Material Purchases... . . 


6. Value of Returns .. .... 


10. Total (4, 5, 6, 7, 8, 9) 

Il. Less Closing Inventory. . 

12. Cost of Sales.......... 

18. Manufacturing Earnings (3-13) 
14. Administrative Expense... . 


18. Warehousing and Shipping 
19. Loss on Returns........... .. 
20. Bad Debts.................. 


21. Distribution Expense 
(14, 15, 16, 17, 18, 19, 20)... 


23. Other Expense ............ 
94, Other Income ............. 
25. Profit and Loss........ ....... 


The master budget is the most important form used 
by Sweet-Orr & Company, Inc., for it gives a complete 
picture of the business by sales, inventories, purchases, 
direct labor, manufacturing overhead, distribution, ex- 
penses, and finances for the entire fourteen factories 
and four shipping points. 


The form reproduced is that substantially employed 
by the Company, which has improved upon earlier 
forms. ‘The report shows which part of the busineas is 
operating within or exceeding the budget. The sup- 
porting budgets give the details of operation. 


In setting up budget accounts, works managers and 
department heads responsible for the expenditures are 
called in conference with the budget committee and 
such conferences establish for the next six months the 
lowest amount necessary for the various classes of ex- 
pense. Thereafter any expenditures above the quotas 
allowed must be satisfactorily explained. 


It is to be noted that the Company, out of its exten- 
sive experience, has found it desirable to discount the 
value of returned merchandise. This loss on returns is 
considered a distribution expense. 
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H—BUDGETING IN trap GARMENT IN- 
DUSTRY 


For purposes of illustrating the use 
of the budget in a garment plant, the 
Master Budget of Sweet-Orr & Com- 
pany is given on page 67. 


Buswwess Bupasrs HELP 


Whether the commodities manufac- 
tured or distributed are few or many, 
whether the items are staple or influ- 
enced by style, whether the industry is 
subject to strict government regulation 
or comparatively free of it, whether the 
enterprise is of a jobbing or process 
character, a budget procedure can be, 
and is being, successfully applied. 


IH-—Drstwerions BETWEEN THE 
GOVERNMENT AND Business Bupaer 


In certain respects the fundamental 
conception of the government and 
business budget is identical. In either 
case the budget must be administered 
impartially and must be advisory 
rather than directive in character. 

The budget provides the chief execu- 
tive with information of what is taking 
place.. It serves as his eye and ear. 

But the main drive of the budget in 
government has been for economy. Its 
justification has been the tremendous 
slashes it has produced in government 
expenditures. 

The budget in business works quite 
as effectively for economy, but that is 
not its chief object, as may be gleaned 
from the two following quotations 


given by officers of companies where 
the budget is in successful operation. 


Some of the major results secured from 

tae budget plan are as follows: 

1. Release of large sums of money pre- 
viously tied up in raw material 
inventories. 

2. Carrying small stocks of raw materials, 
therefore, not running much risk in 
possible depreciation—value as well 
as deterioration. 

8. Producing approximately the same 
quantity of goods that we sell, there- 
by eliminating the element of specu- 
lation in carrying large inventories 
of finished products. 

4. Enables us to forecast our financial 
requirements in plenty of time to 
arrange for bank credits. 


The result of budgeting our expenses and 
scheduling our work in the way indicated 
in our manufacturing departments is that 
we insure more constant employment for 
a minimum force, produce our various lines 
when wanted, manufacture them at the cost 
at which we intended they should be manu- 
factured and, at the same time, our stock of 
manufactured goods and our stocks of work 
in process and raw materials are reduced. 
Tke budgets for the remaining items men- 
tioned have the advantage of enabling the 
company to work throughout the year on a 
detinite and well considered plan of expend- 
iture within the limits of which it confines 
itself without difficulty. 

In the last analysis the budget in 
business links itself up with the move- 
ment to regularize production and 
employment. That, too, will be the 


effect of the budget in government in 
the not distant future. 


Half-Time Budget Methods 


By Lenr D. Upson 


Director, Detroit Bureau of Governmental Research, and Professorial Lecturer in Municipal 
Administration, University of Michigan 


REAT results were promised from 
modern budget methods. Pro- 
fessor A. R. Hatton, in editing the vol- 
ume on “Public Budgets,” in The 
Annals, issued by the American Acad- 
emy of Political and Social Science in 
November, 1915, said: 


It may be made one of the most potent 
instruments of democracy The 
budget provides a means through which 
citizens may assure themselves that their 
effort which has been devoted to common 
ends is not used for private gain, is not 
misused, or frittered away, but is applied to 
the accomplishment of those purposes 
which the community approved and is made 
to produce the maximum results for the 
efforts expended. 


During the fifteen years since modern 
budget methods were inaugurated in 
New York City, through the efforts of 
the New York Bureau of Municipal 
Research, the budget has been one of 
several administrative reforms that 
have contributed to the present high 
effectiveness particularly of city gov- 
ernment, Combined with adequate 
accounting, centralized purchasing, ca- 
pable civil service, and standardized 
salaries, plus the elimination of ward 
elected councils and partisan national 
politics, an entirely new spirit has been 
brought into municipal housekeeping. 

But the budget has not become one 
of the most potent instruments of 
democracy,—not that Professor Hatton 
was wrong as a prophet, but because 
the public cannot make full use of the 
instrument in their hands. Budget 
procedure has stopped halfway in its 
development. Accomplishing magnifi- 
cent results in its inception, the special- 


ists in administration either have been 
satisfied or have found the second half 
of the 'task too difficult. 


Waar tur Bopeet Has AccomMPLIsHED 


As a deterrent to reckless expendi- 
tures, modern budget methods, as 
applied in city government, at least, 
have produced decidedly tangible re- 
sults. ° 

Appropriations represent an adminis- 
tratiwe program. This improvement 
has been expedited through the adop- 
tion by several hundred cities of city 
manager or the strong mayor-council 
type of government, which place both 
fiscal and administrative responsibility 
directly upon the executive. It is now 
unusual to find a city budget prepared 
by a committee or committees of the 
council who are unfamiliar with depart- 
mental needs, who frequently have 
political axes to grind, and who are not 
actually responsible for the conduct of 
government. The chief administrative 
officer prepares a fiscal program and 
presents it to the legislative body for 
adoption or amendment, which usually 
means a carefully prepared plan of 
expenditure. 

Expense is limited to revenue. Per- 
haps the most severe criticism leveled 
at former methods of appropriation 
was the frequent absence of correlation 
between anticipated revenue and an- 
ticipated expense. Even were some 
effort made to secure a statement of 
anticipated revenues, in the absence of 
centralized responsibility, no one could 
be found willing to assume responsi- 
bility for reducing departmental esti- 
mates to such estimates. Frequently 
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the entire requests were allowed with 
the verbal warning that revenues must 
not be exceeded, an admonition more 
honored in the breach than observance. 
Modern budget procedure has elimi- 
nated this source of extravagance. 

The budget is classified in understand- 
able fashion. Ten years ago, to para- 
phrase Mr. Henry Bruere, who had 
much to do with budget development, 
the average appropriation was a license 
to spend public funds, with only such 
restrictions as were imposed by general 
descriptive titles of appropriations or 
specific statutes. Frequently, the unit 
of appropriation was the department, 
and in a single appropriation, as in 
Philadelphia in 1911, were to be found 
funds for postage stamps, stenographic 
salaries, and oats,—whether wild or 
tame not specified. Committees from 
the Board of Commerce or other civic 
agencies could mull over such an appro- 
priation item to their hearts’ content, 
learning little about the operations of 
the city or the efficiency with which 
such operations were conducted. 

Modern city ‘budget procedure re- 
quires that budget requests shall be 
classified: 


A. By department,—police, health, ete. 

B. By fund,—police, health, welfare, 
etc., when such segregations of 
moneys are prescribed by charter. 
Such funds are a relic of times 
when specific tax levies or reve- 
nues were segregated for specific 
purposes, and now serve no val- 
uable purpose. 

C. By activity,—for police as to street 
patrol, traffic control, etc. sin 
order that the value of city 
activities may be weighed one 
against the other. 

D. By .character,—current operation 
and maintenance, debt service, 
capital outlay, and deficit. 

E. By object or purpose,—personal 
service, supplies, contractual serv- 
ice, equipment, etc., each of these 
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being further subdivided as may 
be necessary. Such a classifica- 
tion compels the departments to 
speak the same language in mak- 
ing requests; items of a similar 
character can be compared over a 
period of years; and the purchas- 
ing authorities of a city have a 
guide by which to formulate their 
purchasing plans for a fiscal 
period. 


This is a brief outline of the proce- 
dure that has been adopted with modi- 
fications here and there, by most im- 
portant governmental units. With it 
has gone the requirement that there be 
furnished to the fiscal authorities com- 
parative data of preceding years which 
wil indicate the trend of governmental 
expenditures, and the supplying of such 
supplementary information as will per- 
mit an intelligent consideration of 
municipal services as a whole,—finan- 
cial reports, status of improvement 
projects under way, encumbrances of 
funds, balances available, inventories, 
bonded debt condition, debt limits, 
bonds authorized but not issued, etc. 
Finally, there is normally a summary 
statement with increases and decreases, 
particularly as relating to personnel 
and its compensation. This last is par- 
ticularly valuable when there is a 
standardization of salaries and grades 
which permits a comparison of em- 
ployes and compensation within defi- 
nite schedules. 

Anyone interested in the detailed 
procedure by which these ends are 
accomplished is referred to the numer- 
ous articles in the budget volume 
already mentioned. Budget procedure 
has not changed materially since this 
volume was published and the articles 
stand as valuable now as they were 
when written. 

‘In brief, this system, which may be 
made the most potent instrument of 
democracy and which is to bring about 
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a thoroughgoing control of public ex- 
penditures, has actually accomplished 
the following,—provided that city 


appropriations be definitely formulated — 


by a responsible administrative officer 
in the form of a fiscal program; that 
this program be measured by and be 
kept within revenues available; and 
that requests made by the departments 
be presented in terms understood by 
the legislative body and by citizens who 
ultimately pay the bill. 


Waat THE Bupart Has Nor 
ACCOMPLISHED 


Yet in the face of this modernized 
method of handling public funds, there 
has been a constant aggravation of 
expenditures. Professor David Friday 
has pointed out that in the single state 
of Michigan, between 1911 and 1921, 
city taxation increased from $12,000,- 
000 to $49,000,000. In Detroit alone, 
the tax budget increased from $7,000,- 
000 to $40,000,000 and the net debt 
from $8,000,000 to more than $100,- 
000,000. In the decade from 1900 to 
1910, Detroit’s population a little less 
than doubled, while tax collections 
doubled, as did the debt. In the 
decade following, population doubled 
again, and taxes were multiplied by five 
and the debt by ten to fifteen. 

Frequently this increase in cost of 
local government is charged to the un- 
precedented undertaking of new activi- 
ties,-—to frills and fads,_—‘‘ the constant 
and increasing pressure upon govern- 
ment to undertake more and more and 
to leave less and less to private initia- 
tive and responsibility,” to quote a 
recent editorial of the New York Times. 

In reality this increase in expenditure 
has its origin in the recent common use 
of steel for construction purposes; the 
adaptation of electricity to lighting, 
manufacturing and transportation; and 
` the development of the automobile and 
truck. ‘There were big cities before 


these inventions, but not complex and 
expensive cities. Skyscrapers, loft 
manufacturing, and rapid transit have 
required high pressure fire protection, 
traffic comtrol, safety engineering, and 
more police. The automobile has 
brought more traffic control, street 
widening, and heavier pavements, plus 
new efforts by the health and police 
authorities to check the spread of dis- 
ease and crime that this form of rapid 
transportation facilitates. Also when 
the meckanic rides in His own jitney 
and enjoys necessities that were lux- 
uries a generation ago, he is not adverse > 
to the cizy building parks and boule- 
vards, lighting streets, and providing 
free education equal to the best that 
can be oktained privately. With these 
higher standards of living has come 
apparently a finer concept of social 
justice, as seen in supervised play- 
grounds, free clinics, regulated com- 
mercial recreation, better prisons, more 
adequate disease control, and unem- 
ployment relief. ` 

This recent progress is largely re- 
sponsible for the extension of city ac- 
tivities and expenses. Detroit, typical 
of the large and growing city, once 
limited its activities to those common 
to local government since the beginning 
of history. They consisted of a legis- 
lative ard an administrative authority; 
a systen of assessing, collecting, and 
disbursing taxes; means of apprehend- 
ing, judging, and correcting offenders 
against the public peace; maintaining 
highways; rudimentary protection 
against fire; and the providing of 
elementary education. At first the 
increase in number of city activities was 
gradual and had to do with the diversi- 
fication of Jong accepted activities. 
Public works grew from street grading 
to the construction and maintenance of 
paving and sewers. Constables were 
supplanted by paid police, including 
inspectors of weights and measures, 
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sanitation officers, harbor patrol, and 
detectives. A volunteer fire depart- 
ment became a paid institution. The 
elementary school system was ex- 
panded to include evening and high 
schools. 

Since 1910 seventy activities have 
been added, as compared with 114 new 
activities assumed during the entire 
ninety years preceding. These newly 
established activities are now impor- 
tant city services, and include nutrition 
of school children, prison farm, psycho- 
pathic clinic, tuberculosis camp, mater- 
nity hospital, medical college, women 
police, extension of probation, con- 
tinuation school, city planning, com- 
munity centers, junior college, control 
of grade separation, vice control, school 
gardens, hospitals, education of the 
blind and anemic, and civil service,—to 
mention a few. 

Curiously, these new activities are 
not as costly as the expansion and “do- 
ing better” of old ones. For example, 
in 1992 ordinary elementary and high 
school education cost four-fifths the 
school budget. This leaves less than 
one-fifth for new educational activities, 
—the “‘frills,”—kindergartens, evening 
and summer schools, junior college, 
special schools, etc. 

This raises the question as to how far 
new activities can be added and old 
ones expanded in the next ten years, —- 
since larger cities are approaching the 
limits on real estate taxation. Appar- 
‘ently such economy cannot come 
through the elimination of frills, and 
citizens will be reluctant to curtail old 
and established functions. However, 
efficiency is still applicable,—not the 
efficiency that concerns itself only with 
improving the mechanics of operation, 
but the efficiency that will challenge 
these operations and evaluate their 
worthwhileness, 

Courage to question the efficiency 
with which established activities are 
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conducted requires an unusual fact . 
basis, and it is exactly this fact basis 
that modern budget procedure does not 
provide. Modern budget procedure 
has created definite fiscal programs and 
kept those programs within the limits 
of available finances; and has afforded 


humerous opportunities for trimming 


minor items here and there, large in the 
aggregate, but not sufficient to effect 
the marked trend of city expenditures 
upward. The average city official con- 
fronted with the budget finds nothing in ut 
ihat enables him to determine in a large 
way the value of the activities that are 
rendered the public, or in a lesser way the 
degree of efficiency with which such ac- 
tivities are conducted. 


Waart ras Bupent SHOULD 
ACCOMPLISH 


Modern budget procedure, valuable 
as it is, does not meet entirely present 
requirements in the following respects: 

The actimty rather than function 
should be made invariably the unit of 
appropriation. For example, police 
protection is a function of government. 
Foot patrol, traffic control, and detec- 
tion of crime are among the principal 
activities that constitute police protec- 
tion. Neither legislators nor the pub- 
lic can measure administrative empha- 
sis unless such activities are authorized 
and adhered to. ‘The frequent com- 
parisons of police departments on the 
basis of area or population are almost 
worthless unless the relative strengths 
detailed to traffic, detective, harbor, 
sanitation, and clerical forces are 
known. Police departments are only 
illustrative. The same principle ap- 
plies generally. 

This principle has been well sie. 
stood since the beginning of budget 
improvement, but has not been well 
executed. City departments are not 
anxious to carry segregation in any ° 
further detail than required and there 


Harr-Ime Bupest METHODS i 78 


is a constant incentive to eliminate 
activity in favor of departmental ap- 
propriations. The average city that 
definitely accepts an activity classifica- 
tion finds it obsolete in ‘a few years 
unless efforts are made to keep it up to 
date. 

The budget should present a complete 
picture of what is hoped to accomplish 
ultimately by governmental means. Few 
know whether departments are doing 
100 per cent of the task assigned to 
them. For example, health depart- 
ments do not state the practical mini- 
mum death rate that can be expected, 
the aost in dollars to secure that mini- 
mum, and the plans for accomplishing 
that ideal. Similarly, the percentage 
of the recreation problem being met is 
unknown; and so forth. In conse- 
quence, cities take on activities that 
they are not in a position to assume 
completely, and seldom know how 
close they approach to assuming them. 

A request for funds whether to secure 
a low death rate, clean streets, or the 
use of playgrounds, has no quantitative 
value until compared with some other 
figure. To this end, a‘request should 
be accompanied by a statement of 
exactly what ideal is to be anticipated 
in that particular service; what per- 
centage of that ideal can be achieved 
through the appropriation requested, 
and leave the ideal open to criticism by 
those who may not be as enthusiastic 
about the project as the specialist in 
charge. 

The budget should be expressed in 
terms of work to be accomplished as well 
as in material things to be purchased. 
Administrative officers seldom amplify 
requests with definite statements of 
work to be done—of a specific number 
of visits by nurses, of so many lives that 
will be saved, so many more miles of 
streets to be cleaned, and recreation 
provided for so many more children. 
These matters may be discussed in- 


formally and incompletely before the 
legislative body, but they are seldom 
set down in intelligible shape for public 
information. It was a great improve- 
ment in budget making when lump sum 
appropriations were broken into a uni- 
form classification of things to be 
bought. The next big step in budget 
making may be putting these segre- 
gated items together again in terms of 
actual results to be secured. The 
merits of such a proposal are obvious. 

The budget should include the untt 
cost of work done and estimated unii cost 
of work proposed. Private business 
through he income statement and 
balance sheet has automatic measures 
of its operations. Public business has 
no such automatic and definite meas- 
ures. ‘Tere is no profit or loss, and 
surpluses and deficits are not neces- 
sarily an indication that an adminis- 
tration hss been good or bad, but only 
whether there has been a careful ad- 
herence tc appropriations. The public 
balance sheet, when it exists, does not 
furnish even a rough criterion of effi- 
ciency and adequacy of services. Fur- 
ther, ther2 is no competition in public 
business, which is the great stimulus to 
effective and wasteless operation in 
private business. Rarely is a city in 
direct competition with private indus- 
try, and when it is, the operating fig- 
ures are usually too obscure to permit 
compariscns. ‘Therefore, an effective 
budget must be based upon unit cost 
figures so framed that comparisons can 
be made between years, between sec- 
tions of the same city, and between 
similar cities. Departments will then 
support budget requests with state- 
ments of unit costs of work done, with 
proper comparisons, and the reason for 
decreases Dr Increases. 

These facts in connection with the 
production of services for the benefit of 
the public are as essential as they are 
in the manufacture of automobiles for 
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the mutual benefit of the public and 
stockholders. The only reason these 
facts have not been developed is be- 
cause the public has furnished prac- 
tically unlimited funds for which no 
detailed accounting has been neces- 


sary. 

The budget should be supplemenied by 
an operation audit that will measure the 
effectiweness of expenditures as thor- 
oughly as financial audits measure the 
legality of expenditures. Every year 
cities spend thousands of dollars seeing 
that expenditures are not made unless 
properly authorized, in examining the 
additions of vouchers, and in assuring 
the public that their servants have been 
honest in the strictest sense of the word. 
But scarcely a penny is spent for audit- 
ing operations, in checking the effec- 
tiveness of these honest expenditures, 
in indicating the amount of work pro- 
duced, and in assuring the public that 
their servants have been efficient as 
well as honest. 

Lastly, the budget should be supple- 
mented with operation reports. Facts 
cannot be gotten annually for the 
appropriation ordinance unless facts 
are currently available for administra- 
tive guidance. If the administrator 
knows daily the units of work and the 
unit costs of such work, he is in a posi- 
tion to check daily the operations. of 
subordinates. He may have before 
him daily, monthly and yearly, con- 
solidated statements of such operations 
which will permit him to modify his 
methods and meet the exigencies of 
occasions. Such consolidated reports 
coming from every department and 


covering every activity of the city, will 
furnish a clear statement of the prog- 
ress of departments from day to day, 
week to week, and month to month. 
Given to the press and to the public, 
these operating statements will furnish 
a control over expenditures at present 
unknown. 

Such operating reports also will fur- 
nish somewhat adequate tests of effec- 
tive government. Perhaps the next 
job for the applied political scientists is 
to set up certain definite standards 
which will enable us to take cities of 
comparative size and locations and 
evaluate the numerous activities of 
each, giving a proper ranking for each 
subject. Nothing will stimulate the 
public official more than to know that 
his work is not only being measured by 
the work he did last year, but by the 
work similar officials did in other com- 
munities. 

In summary, budget procedure is 
designed to control the fiscal operations 
of government in two ways: first, by 
requiring that its programs be under- 
taken after mature thought; and sec- 
ond, by requiring that these programs 
be carried out with economy and effi- 
ciency. To date, budget procedure 
has gone about half way in making 
these controls effective. Budget pro- 
cedure now works during the few 
months that the preparation of the 
budget is actually going on, then it 
stops, leaving the most important 
evaluations unsecured. It is a half- 
time budget procedure. ‘The next step 
is the development of budget procedure 
on a full time basis. 


Fiscal Control of State Expenditures 


By GEORGE Sumas CALL 
Director of Accounts, Commonwealth of Pennsylvania 


HE introduction of the budget sys- 
tem among state governments in 
recent years has been a noteworthy 
improvement in state financial meth- 
ods, and it has resulted in increased 
efficiency and decreased expense in the 
conduct of state business. Yet the 
budget alone is not a cure for all the 
financial ills of the state. The budget 
is a careful and systematic study of the 
probable revenue of the state and the 
apportionment of that revenue among 
the various departments and institu- 
tions, so that each one of the state’s 
activities will receive its fair share of 
the available funds. 


I. PURPOSE OF FISCAL 
CONTROL 


The budget provides a method for 
planning an equitable distribution of 
the state’s revenue and for preventing 
appropriations in excess of that reve- 
nue, and it is prepared and submitted 
to the legislature as a guide in making 
appropriations. After the appropri- 
ations have been made, the budget has 
served its purpose and a system of fiscal 
control must be installed im order to 
make sure that the state actually lives 
within the appropriations. 

In any well-managed private corpo- 
ration, some system is used for report- 
ing to the officers and directors the 
financial condition and financial prog- 
ress of the company each month or 
each quarter. Such reports enable 
those interested to keep in close touch 
with the affairs of the company; to 
study the actual revenue and expense; 
the expenditures for new construction 
and equipment; the working capital of 
the concern; and the various other 
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factors that enter into the financial side 
of the business operations. In addi- 
tion, the financial condition and finan- 
cial progress for the current period are 
compared with the corresponding fig- 
ures for the previous period or previous 
year, so that it is possible to make an 
intelligent study of the trend’ of the 
business and to compare the fluctu- 
ations of the different items of assets, 
liabilities, fevenués and expenses. 

‘The operations of a state differ from 
those of a corporation organized for 
profit, and yet many of the principles 
of accounting and finance, which have 
been applied to private corporations, 
can also be introduced in state account- 
ing methods. The chief executives of a 
state need the same information con- 
cerning financial condition and finan- 
cial progress that are needed by the 
officers and directors of a corporation: 
and, due to the fact that the appropri- 
ations of the several state departments 
are fixed for a year or two in advance, 
particular care must be taken to pre- 
vent any overexpenditure of those ap- 
propriations, just as the officers of a 
corporation must see that operating 
costs are kept below the revenue of the 
company. 

In the old days, before the intro- 
duction of the budget, deficiency ap- 
propriations were popular. A state 
department which used up its original 
appropriation before the end of the 
one- or two-year period simply asked 
for an additional amount from the next 
legislature in order to carry it through 
the remaining months. This scheme 
amounted to self-appropriation by the 
different department heads and it 
largely forestalled any attempts made 
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by the legislature to keep the state 
expenditures within the expected reve- 
nue. 

In the budget system there was in- 
cluded a definite program of expendi- 
ture for each state agency for the 
appropriation period—so much for the 
various operating expenses such as 
salaries and wages, materials and sup- 
plies, traveling, postage, etc., so much 
for the capital expenditures and fixed 
charges. But there was still a chance 
that some department head might 
through carelessness, oversight, or 
deliberate intention, spend his entire 
appropriation long before that appro- 
priation period had elapséd, and so 
thwart the plans for a balanced budget. 
And so various methods have been de- 
vised to establish a system of control 
which would keep the actual expendi- 
tures within the appropriations for the 
respective departments. 

In addition to the prevention of 
overexpenditure there are two other 
important functions of the systems of 
fiscal control: 


1. To provide information covering 

comparative costs, 

2. To afford a study of comparative 

competency. 

Comparative unit costs can be ob- 
tained for the various classes of state 
institutions according to uniform clas- 
sifications of objects of expenditures. 
A statement of costs for the current 
period according to objects can be used 
to make valuable comparisons with 
similar statements covering prior pe- 
riods, and a study of this kind presents 
interesting information concerning the 
fluctuations of the different items of 
expenditure. The costs in the current 
period of all institutions carrying on 
similar activities can also be compared, 
and this will throw some light on the 
relative competency of the officers in 
charge of the several institutions. 

The question of competency cannot 


be determined merely by a study of 
comparative costs, however. ‘There 
should also be an investigation of the 
quality of service rendered by the 
various state agencies, and this study 
should be correlated with the statistics 
on comparative costs in order to get a 
test of the comparative competency of 
the different officers and agencies. A 
decrease in the costs of a certain item 
cannot be taken as an indication of true 
economy, if it is obtained by lowering 
the standard of service to a point below 
the normal requirements. 


I. METHODS OF FISCAL 
CONTROL 


a. In Pennsylvania 

The budget estimates in Pennsyl- 
vania are built on a uniform system of 
accounts composed of twenty-three 
items, and this same chart of accounts 
is used in the system of fiscal control. 
After the appropriations have been 
made, each department is asked to 
submit estimates by months of tts nec- 
essary expenditures for each year of the 
biennium, according to the uniform 
classification of accounts, which is as 
follows: 


A-1 Salaries 

Wages, Fees, ete. 

Office Supplies 

Motor Supplies 

Food and Forage 
Miscellaneous Supplies 
Postage 

Telephones 

Telegrams 

Express, Cartage, etc. | 
Traveling Expenses 
Printing 

Newspaper Advertising and Notices 
Heat, Light and Power 
Contracted Repairs 

Office Equipment 

Motor Equipment 
Miscellaneous Equipment 
Land 

Buildings and Construction 


MOMMY OOCOPEREE 
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M Rents 
N Subsidies 
O Other Items 


For the fiscal year ending May 81, 
1924, the first year of the current 
biennium, the Governor requested the 
appointive departments to limit their 
expenditures to not more than 45 per 
cent of the appropriations for the 
biennium, leaving the balance to be 
expended in the second year if neces- 
sary. Copies of. the departmental 
estimates by months for the first year 
were sent to the Department of State 
and Finance. At the end of each 
month each department is required to 
prepare a statement of expenditures 
according to the twenty-three accounts 
above listed, and a copy of each state- 
ment is sent to the Department of State 
and Finance by the tenth of the follow- 
ing month. In the latter department 
the actual expenditures are compared 
with the estimates and, if any consider- 
able overexpenditure is noted in any 
items, the department is asked to ex- 
plain the discrepancy and to take steps 
to prevent any recurrence in the future. 
In addition, a summarized statement is 
prepared for the information of the 
Governor each month showing the 
names of the departments which have 
spent more than their estimates, the 
percentages of overexpenditure and 
the reasons given by the departments 
for the excess of the expenditure 
over the estimates. ‘These statements 
keep the chief executive of the state 
in close touch with the financial prog- 
ress of the government and enable 
him to check any tendency on the 
part of certain agencies to spend their 
money too freely and to incur a def- 
icit. 

The Department of State and Fi- 
nance has prepared sets of charts which 
show, in graphic form, the actual ex- 
penditures by months of each depart- 
ment for the 1921-1928 biennium, the 


estimated expenditures by months for 
the currert fiscal year and the actual 
expendituzes for the current year. One 
set of charts portrays the total expendi- 
tures of each department;' another 
represents salaries and wages; and the 
other two sets cover traveling expense 
and telephone and telegraph respec- 
tively. Each month’the actual ex- 
penditures for the preceding month are 
entered on the charts, so that each 
chart presents an up-to-date compari- 
son of the past biennium, the estimate 
of the present and the actual of the 
present. Two of these charts are 
shown as exarnples on pages 78 and 79. 

These chgrts are on display in the 
Governor’3 reception room and in the 
office of tae Department of State and 
Finance, where they are open to the 
inspection of the public. Photo- 
graphic prints of the charts are sent 
each month to the several departments, 
so that each department head can tell 
at a glance whether his department is 
keeping within the limits of the esti- 
mated expenditure. 

Materials and supplies and printed 
matter consumed by the different de- 
partments are obtained by them, for 
the most gart, through the Department 
of Property and Supplies. The latter 
departmert is given an appropriation 
sufficient to provide printing and sup- 
plies for all departments, and that ap- 
propriation is then allocated to the 
departments, each one being given an 
allotment for printing and binding, and 
another allotment for materials and 
supplies. The amounts of printed 
matter ard supplies requisitioned by 
the depactments are then charged 
against the respective allotments. and 
the charges are watched to see that no 
department exceeds its allotment. A 
reserve is provided for both supplies 
and printmg, so that in case of emer- 
gency an additional allotment can be 
given to any cepartment if the original 


t 


78 


ALA EXPO Us ed i er TO Mey Sos 
mane ESTIMATED CXPCNMEXTURED AE t WE TO MARY N ies 
oem ACTUAL EXPLPONTURLS SURE 1 MLI TO May Y, meth 


PENNSYLVANIA STATE POLICE 


EXPENDITURES FOR SALARIES AND WAGES 





COMMONWEALTH OF PENNSYLVANIA 


THE ANNALS OF THE AmmRICAN ACADEMY 


CaS S SS SEE. 

cts Hee eta 
i i a ERNEDS: 
rere VEretTye ee 
LLY rTrrerrre i 
TPCELELEeeee gy 
TELE T TTT yyy 
Trrryy Terry ye 
CEPT YyTTrrrrey 
RR eee 
CECE eer et 
TPPATerer yy eft 
TCC et 
Ltr itt ry erty} 
TPP ye 
SES eee 


L 
TESES SNNENE 
EEVEE pe ee 
CCACEYTT a 
Ren Annee 
COCALO 
JAC e 
Wt 
Ea Si ee ee ee ee E 


a a RE 





BY MONTHS 


PCTOAL EXPEROVTVRES JUNE LL To may3 25 





DEPARTMENT oF STATE ao FINANCE 
LEGEND 


` MONTHLY EXPENDITURES 


IN DOLLARS 


COMMONWEALTH OF PENNSYLVANIA 


I Amendments 


tifutiona 


ding Notaries Public Fees 


ctun 


xXchusve of the Bureau of Accounts 
u 
a 


lishing Cons 


Fiscau CONTROL OF STATE EXTENDITURES 79 


Ooo 
Os 
ee 
CCE eee 
es a 
COOLER 
Oe EN NERA 
ee 





80 THe ANNALS OF THE ÅMERICAN ACADEMY 


allotment proves insufficient to meet 
the legitimate requirements. 

The Administrative Code of Pennsy]- 
vania provides that the appointive 
departments must submit to the Gov- 
ernor, as requested by him, estimates of 
the amounts of money required for the 
following month, quarter or whatever 
other period the Governor may pre- 
scribe. If these estimates do not meet 
with the approval of the Governor, 
they must be revised and resubmitted 
to him. In case any department 
should refuse to submit estimates or to 
revise its estimate, the Governor is 
empowered to notify the Auditor Gen- 
eral, who must then refuse to draw any 
warrants to the department until it has 
complied with the Governor’s wishes. 

This provision of the Administrative 
Code gives the Governor power to con- 
trol the finances of the appointive de- 
partments. By his refusal to approve 
of the estimates of expenditure of any 
department, he can hold up any further 
payments to that department and so 
bring the department head to comply 
with his wishes. 

Under the Administrative Code, the 
duties of the Department of State and 
Finance have been enlarged to include 
the installation of uniform systems of 
accounting and reporting in the ap- 
pointive departments and also the 
preparation of a budget. The Secre- 
tary of the Commonwealth, who is the 
head of the Department of State and 
Finance, is appointed by the Governor 
and serves during his pleasure. There- 
fore, the Governor has in this depart- 
ment an organization directly under 
his control, which can aid him in super- 
vising the finances of the state and in 
supplying him with the information 
that he needs as financial controller. 


b. In Ohio 


The Department of Finance in Ohio 
is charged with the duty of establishing 


and maintaining a system of fiscal con- 
trol for the state. In carrying out this 
responsibility, the department has 
prescribed the following forms of re- 


ports: 
(a) Annual Departmental Esti- 
mates. 
(b) Departmental Quarterly Requi- 
sitions. 


(c) Departmental Records. 

(d) Departmental Monthly Reports. 

(e) Biennial Budget Estimates. 

The annual estimates are submitted 
by the department heads to the Di- 
rector of Finance on or before June 20 
of each year, and they cover the pro- 
posed disbursements for the fiscal year 
beginning July 1. These estimates 
serve the purpose of departmental 
budgets through which the operations 
of each department can be controlled, 
and they are prepared according to a 
uniform classification of accounts. 

The quarterly expenditure estimates 
or requisitions afford an opportunity 
for the revision of the annual estimates 
at least once each quarter. The Su- 
perintendent of the Budget compares 
the quarterly estimates with the annual 
estimates and notifies the Director of 
Finance of any revisions which will be 
necessary in the annual estimates. The 
annual estimates are filed with the De- 
partment of Fimance before the be- 
ginning of each fiscal year, and they 
show the estimated expenditures of 
each quarter. The quarterly estimates 
show the amount spent in the last quar- 
ter and the estimates for the next quar- 
ter, and so they serve as a check on the 
accuracy of the annual estimates. 

The departmental records include 
lists of vouchers and series of files for 
Unfilled Orders, Orders Filled and Bills 
Holding, and Orders Filled and Bills 
Passed. 

The monthly reports show the bi- 
ennial allotment for each account, the 
bills paid to date, the total en- 
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cumbrances consisting of unpaid bills 
and contracts and orders outstanding, 


and the free available balance at the , 


end of the month. 

The various officers of the state make 
use Of the monthly reports of their re- 
spective offices in the following ways: 

1. The reports afford a comparison 
of bills passed to date with the annual 
allotments for each account and so they 
serve as a check on any tendency to- 
ward overexpenditure. 

2. The reports show the amount of 
bilis which are payable, but holding at 
the close of each month, and also the 
character of any outstanding encum- 
brances such as orders and contracts 
not yet filled. 

3. The free available balances of the 
different appropriations are shown on 
the monthly reports, and these bal- 
ances can be used as a basis for plan- 
ning the future activities of the 
departments. 

4. A study of the monthly reports 
will indicate any necessity for revision 
in the annual estimates and, where such 
a change is indicated, the Director of 
Finance will have the proper informa- 
tion to submit to the controlling board, 
in order to transfer funds from one ac- 
count to another in the classification. 
The laws of Ohio provide that, if a 
department has a surplus of funds in 
one or more classifications and a deficit 
in others, request may be made to the 
controlling board for the necessary 
transfer of funds, 

5. A monthly summary is prepared 
from the reports of the several depart- 
ments and this summary is used to 
present to the attention of the Gov- 
ernor any disbursements which are in 
excess of the quarterly or the annual 
estimates, and also any disbursements 
which are of an abnormal or unusual 
_character. The attention of the Gov- 
ernor is also called to any failure to 
effect a reconciliation between the cash 
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disbursements reported by the depart- 
ments and those shown on the books of 
the State Auditor. 


c. In Illinois 


The Department of Finance in Jili- 
nois exercises a strong centralized con- 
trol over the expenditures made by 
agencies responsible to the Governor. 
The department is authorized to pro- 
vide a uniform system of accounting 
and reporting for the state and it has 
the power to approve or disapprove of 
all vouchers, bills and claims of the 
several departments. It also has the 
duty oi preparing estimates of the 
revenuss of the state and submitting a 
budget to the Governor. 

In supervising the expenditures of 
the departments, the Department of 
Finances uses two monthly reports 
which are of particular interest. One 
is a “‘Subclassification of Vouchers 
Passed for Payment,” and on this form 
each cepartment lists in numerical 
order the vouchers issued during the 
month reported. The amount of each 
voucher and the distribution are also 
shown, and a summary at the bottom 
of the sheet presents the total vouchers 
for the month charged to each account 
of the uniform classification, the totals 
previously reported, and the totals to 
the end of the month. 

The other monthly report covers 
appropriations, bills passed and en- 
cumbrances, and it is similar to the 
form used by the Department of Fi- 
nance of Dhio. The Illinois report, 
like that of Ohio, is used to arrive at 
the free available balance of each ac- 
count for the remainder of the year, 
after deducting all bills passed, bills 
holding and contracts and orders out- 

The Departments of Finance in 
Ilinois anc Ohio are endowed with the 
powers of approving or disapproving 
the proposed expenditures of the state 
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departments before the expenditures 
are actually made. In Pennsylvania 
the Department of State and Finance 
has no such authority. Instead, the 
plan of fiscal control in Pennsylvania 
calls for control of policies rather than 
of individual items of expense. This 
form of control is not nearly so rigid as 
that of Illinois and Ohio, yet it secures 
the desired results without hampering 
the department heads by unnecessary 
restrictions. 


' d. In Connecticut 


The State Board of Finance, consist- 
ing of three electors and the treasurer, 
comptroller and tax commissioner, has 
supervision over the disbursements of 
the state departments in Connecticut. 
An act of 1919 gives to the Board of 
Finance authority to examine the 
books and accounts of all departments 
and institutions and to conduct an in- 
vestigation in any case where it appears 
that the state funds are being spent 
extravagantly or for some unauthor- 
ized purpose, or where there is any 
evidence of inefficiency or possible ex- 
penditure in excess of the appropria- 
tions. 

During the continuance of such 
an investigation, the appropriations 
granted to that particular department 
or institution may be withheld or ad- 
ministered by the State Comptroller. 
This provision gives to the Board of 
Finance an opportunity to exercise 
effective control over any department 
which shows a tendency to spend its 
money too freely. 

Forms of quarterly report of expendi- 
tures are used for each department, on 
which are shown the names of the 
several appropriations, the amount of 
one eighth of each appropriation appli- 
cable to the current quarter, the actual 
expenditures for the quarter, the 
amounts of expenditures over or under 
the appropriations and the reasons for 


the variation, 1f the latter amount to 
10 per cent or more. 


"e. In Uteh 


The Department of Finance and 
Purchase in Utah has powers and du- 
ties somewhat similar to the Depart- 
ments of Finance in Ohio and Illinois. 
The Department of Finance and Pur- 
chase is authorized to prescribe a uni- 
form system of accounts and reports, to 
approve or disapprove all requisitions 
and proposed expenditures of the state 
departments, and in general to make 
such investigation of the financial ac- 
tivities of the various departments as 
may be deemed necessary. This de- 
partment also controls the purchasing 


` of all departments and institutions, and 


has the power to refuse to purchase any 
supplies requisitioned by the depart- 
ments if it considers that such purchase 
1s unnecessary. 

After the appropriations have been 
made, the Department of Finance and 
Purchase divides them into eight equal 
parts, and each department and insti- 
tution is advised that it must remain 
within one eighth of its appropriation 
for each quarterly period. At the end 
of each quarter a report is made and 
submitted to the Governor showing the 
percentage expended during the period. 
If the proper percentage has been ex- 
ceeded, explanations are requested and 
the department is ordered to economize 
in the future periods to equalize the 
overexpenditure in the past. 


f. In Other States 


The methods of fiscal contro] in the 
other states are, for the most part, less 
rigid than the strong centralized sys- 
tems of control in Jllinois, Ohio and 
Utah. In some states dependence is 
placed, in part, upon laws which pro- 
vide penalties for any state officer who 
overdraws his appropriation. For ex- 


ample, the budget amendment to the 
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constitution of Maryland prohibits any 
state officer from contracting obliga- 
tions im excess of the amount of any 
budgeted item. In Arkansas a statute 
makes the disbursing officer’s bond 
responsible for any overexpenditures, 
and the laws of Wisconsin provide a 
penalty for any officer who overdraws, 
diverts or forestalls an appropriation. 

In some states the state comptroller 
or auditor is made responsible for see- 
ing that expenditures are made only 
for items properly covered in the ap- 
propriation acts, and that the balances 
are not overdrawn; and in still other 
states fiscal control is exercised by the 
governor through the power to with- 
hold appropriations from departments 
and institutions which exceed their al- 
lowances. 


No ADEQUATE Fiscal CONTROL OF 
FEDERAL EXPENDITURES 


An act of 1906 provides that no de- 
partment of the Federal Government 
shall expend in any one fiscal year any 
amount in excess of its appropriations, 
or involve the Government in any con- 
tract or other obligation which would 
result in an overexpenditure, unless the 
obligation is authorized by law. Fine 
and imprisonment are provided for any 
person violating the provisions of the 
act. This law also specifies that all 
appropriations for general purposes 
shall be apportioned by monthly or 
other allotments. 

In accordance with the provisions of 
the above act, the Bureau of the 
Budget prescribed a system of peri- 
odical reports to be made by each gov- 
ernment department or establishment. 
The form of report now in use is made 
up quarterly and it shows the title and 
amount of each appropriation, the 
apportionment of each appropriation 
among the four quarters of the fiscal 
year, the actual payments and obliga- 
tions applicable to each quarter and the 


difference between the apportionments 
and the actual expenditures and obli- 
gations. ‘This form of report does not 
provide a close and prompt check on 
the expenditures of the government 
departments, for the reports are not 
submitted to the Bureau of the Budget 
until the latter part of the quarter fol- 
lowing that covered by the report. 

Thus there is no effective fiscal con- 
trol of federal expenditures, and no 
adequate control can be established by 
a system of quarterly reports on ac- 
count of the length of time that elapses 
between the dates of payments and the 
date of the report. Even if the report 
is prepared and transmitted promptly 
at the end of the quarter, a period of 
three months has elapsed between the 
earliest payments and the date of the 
report. When a system of monthly 
reports is used a prompt check on ex- 
penditures can be made. _ 

It should be added that when ap- 
propriations are made for a period of 
one year only, as is the case with the 
Federal Government, there is not such 
urgent necessity for rigid control as is 
the cas2 with appropriations for a two- 
year period. Many of the states make 
appropriations for a period of two 
years, and, in the absence of a plan of 
fiscal control, the expenditures of the 
second year are apt to consume the bal- 
ances cf the appropriations before the 
end of the biennium. Such overex- 
penditures ere not so apt to occur dur- 
ing the shorter period of one year. 


Resuits oF Fiscat CONTROL 


Prior to the introduction of budget 
systems, there was no effective check 
on the expenditures of state depart- 
ments and institutions. In many 
cases no attempt was made to plan the 
expenditures so that the appropriations 
would last until the end of the fiscal 
periods. Instead, the departments 
asked for deficiencies and so avoided 
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living within their income. With the 
introduction of the budget and the va- 
rious methods of fiscal control which 
accompanied it, there. came at last an 
effective method of limiting the state’s 
expenditures and keeping them within 
the revenue during each fiscal period. 
The financial and accounting sys- 
tems of state governments have not 
reached a highly developed stage, and 
the next ten years will probably witness 


many changes and improvements. 
And yet the methods of fiscal control in 
use today have done much to eliminate 
the waste and extravagance of former 
years. The present systems of ac- 
counting and reporting afford the in- 
formation necessary for intelligent 
planning and for the continuous study 
of comparative costs, which will lead to 
further economy and efficiency in the 
conduct of state business. 


Fiscal Control in Oklahoma 


By Freperick F. BLACHLY 
Professor of Goverment, University of Oklahoma 


AND 


MmumĮm E. QATMAN 
Assistant Secretary, Oklahoma Municipal League 


EW states in the Union exercise a 
control over both state and local 
financial operations so comprehensive 
as that exercised, on paper at least, by 
Oklahoma. 

The control over state finances in- 
cludes budgetary control, which is 
placed in the hands of the Governor; 
purchasing and supervisory control, 
vested in the state board of affairs; 
accounting and auditing control, exer- 
cised by the State Examiner and In- 
spector and the State Auditor; and 
control over the issuance of bonds, 
which is a function of the Attorney- 
General, 

The municipal subdivisions of the 
state, which include cities, counties, 
townships, school districts and inde- 
pendent school districts, are controlled 
in their budgets and their tax levies by 
the County Excise Board. The Exam- 
iner and Inspector and the Auditor ex- 
ercise a certain degree of control over 
their accounts and audit their books; 
and their bond issues, in respect to 


legality, are under the supervision of 
the Attorney-General. 

It is obvious that Oklahoma, has es- 
tablished a large number of uncodrdi- 
nated and independent fiscal agents. 
In this study it will be our purpose to 
discuss the control exercised by each of 
these authorities, and to criticise’ the 
actual operation of such control. 


Tan Strats Bopaerr 


In 1919 the state legislature enacted 
a so-called budget law! which was very 
closely patterned after the Virginia law 
of 1918. Evidently the legislature did 
not stop to consider whether or not the 
Virginia law would harmonize with the 
fiscal provisions of the Oklahoma con- 
stitution, or the constitutional provi- 
sions regarding state officers, for the 
law and the state constitution are in- 
compatible in several places. 

The essential features of this budget 
law are as follows: 

On the first day of November in even 


18. L. Okla. 1919, Ch. 142. 
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numbered years, every state depart- 
ment, bureau, division, officer, institu- 
tion, etc., asking or receiving financial 
aid from the state, must submit to the 
Governor an itemized estimate of the 
amount of money needed by it for each 
of the next two fiscal years. This pro- 
vision is due to the fact that regular 
sessions of the legislature are convened 
in the January of odd-numbered years. 
The estimates are made according to a 
classification prepared by the Governor, 
and are submitted on forms sent out by 
him. The State Auditor is required to 
submit the estimates for the legislative 
and judicial departments. The presid- 
ing officer of each house of the legisla- 
ture signs the legislative estimates, 
while in the preparation of those for the 
judicial department the Auditor follows 
the laws establishing salaries. As 
these latter estimates must be included 
in the budget without revision, the Gov- 
ernor is deprived of any control over 
legislative and judicial expenditures. 
All estimates must be accompanied by 
detailed explanations regarding in- 
creases or decreases. 

The next step is the preparation by 
the Governor of a “‘complete and item- 
ized plan of all proposed expenditures” 
for the two ensuing fiscal years, to- 
gether with an estimate of money avail- 
able from revenues or loans to meet 
such proposed expenditures. In pre- 
paring this plan the Governor is not 
entirely dependent upon the estimates 
furnished by the various state agencies, 
as he may require the Auditor to supply 
certain information. The law provides 
that the Governor or his budget officer 
or assistants shall make a careful survey 
of each state agency in order to obtain 
a proper working knowledge for pre- 
paring the financial plan. 

To enable the people to express their 
opinions on the budget, the Governor is 
directed to arrange for public hearings 
on “any or all estimates” during the 


month cf November, and to require the 
attendance at these hearings of the 
heads o? state agencies or their respon- 
sible repzesentatives. 

Within five days after the beginning 
of each regular session of the legisla- 
ture, th2 Governor must submit to the 
presidirg officer of each house printed 
copies of the budget, accompanied by 
prescriked nancial information re- 
garding the state. He is required to 
submit at the same time a tentative 
appropriation bill covering all appro- 
priations. 

The tudget and the budget bill are 
considered by a legislative joint com- 
mittee, composed of the appropriations 
committees of the Senate and of the 
House of Representatives. Sessions of 
this commiitee must commence five 
days after the submission of the budget 
to the legislature. The Governor, his 
represectatives, the governor elect, and 
all other persons interested in the esti- 
mates, Have a right to be present and be 
heard st these meetings. The com- 
mittee may require the attendance of 
state officiels and the submission of 
information by them. 

The law provides that the legislature 
may noz, except in case of emergency, 
consider other appropriation bills until 
the bucget bill has been disposed of, 
and thst all bills subsequently consid- 
ered shall de classified in accordance 
with tke classification of the budget. 
The legislature may exercise its dis- 
cretior in increasing or decreasing 
items m the budget bill. 


Dsrects 


So much for the law. How has it 
worked in practice? Though but two 
budgets have been prepared under this 
law, certain features of its operation 
may ke noted. In preparing the first 
budge. the Governor adopted the 
Virginia classification of expenditures, 
which i faulty in several respects, par- 
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ticularly in that certain fund transac- 
tions are regarded as expenditures. In 
neither budget were the estimates 
sufficiently summarized to be intelligi- 
ble to the ordinary member of the legis- 
lature. Many members openly claim 
that the immense budget volume, with 
its elaborate “function, character, ob- 
ject,” classification, is worse than mean- 
ingless to them. So difficult, in fact, 
have they found it, that at the last 
session they had a small bulletin pub- 
lished for their own information, which 
merely listed all the state agencies and 
the sums asked by each. 

A serious fault of the estimates is 
that they represent merely pious wishes 
rather than rock bottom requirements. 
This is due to the fact that they are not 
fixed at an amount which the budget- 
ary authority and the state agency 
have worked out by a series of confer- 
ences, but are figures submitted by the 
agencies independently, and ordinarily 
“padded” to allow for possible down- 
ward revision by the Governor in the 
preparation of the budget, and for 
practically certain further reduction by 
the legislature. 

No survey of the state institutions 
such as the law contemplates has been 
made by the Governor or his budget 
officer, to date. This is due in part to 
the fact that the budget officer has not 
been an expert, and in part at least, 
during the preparation of the first 
budget, to the failure of the legislature 
to make sufficient appropriation for 
such service. 

The public hearings have in practice 
amounted to nothing. 

A study of the financial system of the 
state was prepared for the first budget, 
which gave certain information regard- 
ing the wealth and expenditure of the 
state, the taxation and revenue system, 
the funded debt, the appropriation and 
budget system, the state funds and the 
accounting and reporting system. The 


bulk of this information was also pub- 
lished in the second budget. Some 
diffculty was experienced during the 
preparation of the first budget in secur- 
ing adequate financial information 
from certain state officials, due to bitter 
feeling between them and the Governor. 

Instead of preparing an appropri- 
ation bill in regular form, the Governor 
has merely made a few recommenda- 
tions in connection with the estimates, 
usually suggesting a lump sum for each 
state agency. ‘To all intents and pur- 
poses he has simply gathered together 
and. turned in the unreliable estimates 
of the heads of these agencies, for the 
joint committee to work over as they 
saw fit. He has in no sense attempted 
to make a real executive budget. ‘This 
was no doubt due in part to the fact 
that the legislature was free to alter his 
estimates; but there were certain ad- 
ditional reasons. ‘The first legislature 
to work under the new budget plan had 
a lower house of a different political 
party from that of the Governor, thus 
ensuring unfavorable action upon any 
bul which he might prepare. When 
the second budget was submitted, the 
Governor was going out of office and a 
new Governor was coming into office at 
the same time that the legislature met. 
This did not make the retiring Governor 
enthusiastic, to say the least, in formu- 
lating a real financial plan for the state, 
which would continue over two and 
one-half years of his successor’s four 
year term.? 

The action of the Governor and the 
legislature on each of the two budgets 
furnishes much food for thought to 
those who believe in an executive 
budget. 

As has been mentioned, the first 
legislature to operate under the new 


3 The Governor takes office in January, while 
the fiscal year ends on June 80. The plans for 
the budget cover a two year period beyond the 
close of the current fiscal year. 
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laboratory supplies, books for the li- 
braries of educational institutions, and 
similar goods, are purchased through 
this board, although the institutions 
could secure just as favorable if not 
more favorable prices, and could also 
save much time in obtaining the sup- 
plies. 

Manifestly, the functions of this 
board are also too wide. A purchasing 
authority should not exercise control 
over penal and eleemosynary institu- 
tions. 


ACCOUNTING CONTROL 


Accounting and auditing control 
over state authorities is exercised by 
two officers, the State Examiner and 
Inspector, and the Auditor. 


The Examiner and Inspector 


The office of Examiner and Inspector 
is established by the constitution, and 
most of his duties are laid down in that 
document. According to the consti- 
tution, he must have had a minimum of 
three years’ experience as an expert 
accountant. At least twice in each 
year he examines the books of the state 
and county treasurers, their accounts 
and cash on hand; and also the books of 
all officers whose duty it is to collect, 
disburse, or manage funds of the state. 
When called upon by the Governor, it is 
his duty to examine the books and ac- 
counts of any officer of the state or his 
predecessors. Upon the request of the 
county commissioners of any county, or 
upon a request to the Governor signed 
by five per cent of the legal voters of 
any county, and by order of the Gover- 
nor, the Examiner and Inspector exam- 
ines the bocks and accounts of all or 
any custodians of county funds. He 
prescribes a uniform system of book- 
keeping for all treasurers of public 
funds. It is also made his duty to ex- 
amine and report upon the books and 
financial accounts of educational, chari- 


table, penal and reformatory institu- 
tions of the state. He prescribes and 
enforces correct methods of keeping the 
financial accounts of such institutions, 
and examines their books and accounts 
at leest once a year. The law also 
provides that he shall instruct state and 
county officers in the “proper mode of 
keeping tie accounts.” 

Officers and institutions must afford 
him <ull facilities for investigations. 
He may exercise the power of issuing 
subpcenas and administering oaths in 
order to obtain information. His re- 
port 3 submitted to the Governor on 
the fizst day of November of each year; 
and taese feports are the only official 
documents which ‘present anything 
approximating a complete financial 
picture of the state. 


The Auditor 


Like zhe Examiner and Inspector, 
the A.id:tor is an elected constitutional 
officer. He possesses no large con- 
trollirg and supervisory powers, but 
serves as a sort of chief accountant of 
the staze. All accounts or claims 
against the state must be presented to 
him fr examination and adjustment. 
If they are found to be legally due he 
issues warrants upon the Treasurer for 
payment, Before issuing any warrant 
he mey require additional information, 
and for tais purpose he may call wit- 
nesses before him and examine them 
under cath. He prescribes revenue 
forms and instructions for the county 
authorit-es whose duty it is to assess, 
collec: and account for public reve- 
nues. 

The Auditor must make a semiannual 
report to the Governor, and is also re- 
quired to submit to the Governor before 
each regar session of the legislature a 
report which the Governor in turn 
transmits to the legislature. The law 
lays d>wn in detail the contents of this 
report, which is not a series of signifi- 
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cant and comprehensive financial state- 
ments, but consists in “A statement of 
date, number and amount of each war- 
rant, the person in whose favor, and on 
what appropriation or fund each war- 
rant is drawn,” and other information 
quite useless to the legislature in formu- 
lating a financial program. The mate- 
rial supplied by the Auditor under the 
budget law is much more significant. 
The Auditor’s books, accounts and 
vouchers must be submitted to the in- 
spection of the legislature or the Gover- 
nor when they so request. 


CRITICISM OF STATE ACCOUNTING AND 
ÅUDITING Contra. 


The framers of the Oklahoma con- 
stitution evidently contemplated that 
the Examiner and Inspector should ex- 
ercise general controlling and super- 
visory jurisdiction over state finance, 
while the Auditor should be merely an 
auditing authority to examine into the 
correctness of accounts. Action by the 
legislature, however, has confused these 
two functions, by giving the Auditor 
powers of reporting to the legislature, 
requiring him to prescribe revenue 
forms, and requiring him to submit in- 
formation for budget purposes. Logic- 
ally, all these functions should be per- 
formed by the Examiner and Inspector. 


If the Examiner and Inspector is to 
become a real controlling and super- 
visory authority, certain fundamental 
changes should be made. Instead of 
being an independent elected official, he 
should be an officer of the legislature, 
to assist that body in exercising an ade- 
quate control over all state .financial 
operations. As an agent of the legis- 
lature, he should check up on both 
administrative organization and the 
operation of state departments. It 
should also be his duty to give advice 
and information to the legislature re- 
garding county organization, methods 
of doing work, and county expendi- 
tures; and he might well be given 
certain supervisory powers over the 
fiscal operations of municipal subdivi- 
sions. 

The work of the Auditor should be 
strictly limited to passing upon the 
correctness of accounts and claims. 
He should not perform any controlling 
functions. 


CONTROL Over Stats Bonn Issuxs 


No bond or indebtedness of the state 
is valid unless certified by the State 
Auditor and the Attorney-General to 
the effect that it is issued pursuant to 
law and is within the constitutional 
debt limit. 


PART If. FISCAL CONTROL OVER MUNICIPAL SUBDIVISIONS 


Tue County Excist BOARD 


The chief controlling authority over 
local finance in Oklahoma is the 
County Excise Board, which was es- 
tablished by law in 1910.2 ‘This is an 
ex oficio board in each county com- 
posed of the following county officials: 
judge, treasurer, clerk, attorney, su- 
perintendent of public instruction, as- 


3? The present law, amending the earlier one, 
was passed in 1917 (H. B. 418). 


sessor, and one commissioner selected 
by the board of county commissioners. 
The control of the Excise Board ex- 
tends to all municipal subdivisions of 
the state, including counties, town- 
ships, school districts, independent 
school districts, cities and towns, ex- 
cept such of the so-called home rule or 
charter cities as have provided their 
own machinery for passing upon the 
budget and levying taxes, 

The principal duties of this board 
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consist in examining the financial plans 
and estimates of all municipal authori- 
ties, revising these, making appropri- 
ations for the “lawful and necessary 
expenditures” of the municipalities, 
and levying taxes to meet such appro- 
priations, The procedure is as follows: 

The spending authorities of each 
municipal subdivision of the state meet 
on a fixed day of July in each year and 
prepare their financial statements. 
Each statement must show the fiscal 
condition of the municipal unit at the 
close of the preceding fiscal year, and 
must set forth the estimated needs and 
probable income from sources other 
than ad valorem taxes for the ensuing 
fiscal year. The financial statement is 
supported by schedules whose content. 
is laid down by law. When the state- 
ments are prepared, they are published 
in some newspaper of general circula- 
tion in the county or, if there is no such 
paper, they are posted in at least five 
public places; after which they are sent 
to the County Excise Board. This 
soard meets at the county seat on the 
last Saturday of July to consider the 
statements, and may adjourn from day 
to day until it has completed its work. 

The Excise Board has authority to 
revise and correct the estimates made 
by the various authortttes;-by_striking 
out, Increasing Or decreasing specific 
items, or by adding items. However, 
no Increases-or additions may be made 
until the proposed change has been 
published in a paper of general circu- 
lation in the county. When its revi- 
sion is completed the Excise Board 
approves the items, which must be 
classified according to a plan set forth 
in the statute. However, the Excise 
Board may itemize its appropriations 
in further detail, at its discretion; and 
may also “impose and prescribe such 
additional restrictions as to the ex- 
penditures of any item as it 
may deem meet and proper.” Manda- 


tory items are the amounts required by 
law to 3e raised annually for sinking 
funds to pay interest, bonds and judg- 
ments; and estimates covered by levies 
within the legal limit, voted by school 
districts for school purposes. In case 
any municipality should fail to submit 
an estimate to the Excise Board, the 
board may prepare one, advertise it, 
approve it, and make a levy to cover it. 

The several items of the estimate as 
made and approved constitute appro- 
priations. Each clerk or issuing officer 
must open and keep an account for 
each item of appropriation. No war- 
rant or other certificate of indebtedness 
can be issued against any appropriation 
for a purpose other than that for which 
the appropriation was made. Pro- 
vision 1s made in the law for so-called 
supplemental appropriations, which 
are really transfers authorized by the 
Excise Board, “whenever the public 
welfare or the needs” of any local unit 
shall require, from funds having a sur- 
plus tc funds needing an increase. If 
such trensfers fail to meet the need, the 
Excise Board may cancel in whole or in 
part, after publication and hearing, any 
appropriation against which no claim is 
pending, and may apply the sums thus 
released to the account which it desires 
to supplement. 

After the board has computed the 
total of the several items of appropri- 
ation, it adds 10 per cent for possible 
delinquent taxes. From this amount 
it deducts any surplus revenue or levy 
on hand from the previous fiscal year 
or years, together with the probable 
income from all sources other than ad 
valoren taxes. The amount of such 
estimated income must not exceed the 
actua. collections from the various 
sources for the previous fiscal year. 
The Excise Board now ascertains the 
total assessed valuation of property 
taxed on an ad valorem basis in the 
county and each municipal subdivision, 


92 THE ANNALS OF THE AMmRICAN ACADEMY 


and divides the appropriation of each 
subdivision by its assessed valuation to 
determine its levy. The rates of levy 
for current expenses and sinking fund 
purposes must be made separately. 
The secretary of the Excise Board 
certifies the appropriations so made to 
the clerk or issuing officer of each mu- 
nicipality. 

In case any estimate calls for a levy 
in excess of that provided by law, if in 
the opinion of the Excise Board it is 
necessary, they enter the fact upon the 
record of their proceedings and call for 
a special election upon the question of 
increasing the levy. At least 50 per 
cent of the “qualified electors as shown 
by the last preceding election” must 
vote in order to make this special elec- 
tion valid. If the election is in favor 
of the levy, the Excise Board certifies it 
to the county clerk, who extends the 
levy upon the tax roll. The completed 
roll is given to the county treasurer, 
who collects the taxes listed therein. 


Criticism of the County Excise Board 


For years there has been a steady 
stream of criticism against the County 
Excise Board. City officials and heads 
of school systems criticise the board’s 
control in that it limits them unduly in 
their activities. The very broad 
powers bestowed upon it give it an 
opportunity to control municipal poli- 
cies and operations which is greatly 
resented. The board has the power, if 
it desires to use it, to dictate “policies 
and programs by determining salaries, 
kinds and quantities of supplies, by de- 
ciding buildings, building site, and 
equipment, acquisition, or repairs, and 
by influencing appointment and period 
of service of personnel.’ Local of- 
ficials maintain that they are much 
better able to pass upon appropriations 


t Public Education in Oklahoma, U. S. Bur. of 
Ed., p. 88. 


for such purposes than is the ex officio 
Excise Board. 

Private citizens claim that the board 
has neither decreased the expense nor 
increased the efficiency of local govern- 
ment. Criticism is often made that 
the excise boards devote themselves to 
playing politics, by making a great 
show of reducing taxes. If the mem- 
bers of the board are of the opposite 
political party from the municipal of- 
ficials, they may advertise themselves 
in this way, while injuring these of- 
ficials by altering their estimates so as 
to decrease the efficiency of their ad- 
ministration. On the other hand, the 
claim is heard that if the board and the 
city officials agree politically, the board 
merely makes the appropriations and 
levies as a ministerial duty, without 
any real revision. Members of the 
board are accused of log-rolling and 
trading favors for their respective 
offices and localities. It is a matter of 
public record that excise boards have 
not always been successful in seeing 
that mandatory amounts, such as sink- 
ing fund installments, are placed in the 
budget. 

Probably these criticisms are all 
justified. There are two principal 
reasons why control by the Excise 
Board hasnot proved effective. The 
first of these is the fact that the board is 
not constituted properly. It consists 
of ex officio elected officers, who, obvi- 
ously, can know little regarding the 
financial problems of cities,‘ counties, 
and school districts. They have no ex- 
pert knowledge of accounting, law or 
administration; and their chief duties 
lie in very different fields from that 
which they are called upon to enter 
when serving on the Excise Board. 

The second reason why the County 
Excise Board is not operating efficiently 
lies in the inadequacy of its control. 
Since it has no staff to make investi- 
gations or to check up on the work of 
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the municipal subdivisions, it cannot 
work intelligently even when it may 
desire to do so. A bill is now pending 
in the legislature which would transfer 
the powers of this board to an elected 
board of freeholders. It should be 
manifest, however, that this is not an 
adequate solution of the problem, as it 
does not secure the expert knowledge 
necessary to the proper supervision of 
local finance. 


CONTROL Over MUNICIPAL Accounts 
AND BONDS 


The functions of the Examiner and 
Inspector and the Auditor in respect 
to municipal finance have-already been 
described. 

Control over county and municipal 
bond issues is in the hands of the At- 
torney-General, who acts as state _hend> 
commissioner. He prepáres forms, 
and prescribes in detail methods of 
procedure for the issu 
all municipal subdivisions of the state. 
He also passes upon;the legality of all 
municipal securitj except special 
assessment bonds Such a security, 
when certified by the Attorney-Gen- 
eral, is incontestable in any court of 
the state unless suit is brought within 
thirty days. ` 


Criticism of Fiscal Control Over Munici- 
pal Subdivisions 


No criticism of fiscal control over 
municipal units in Oklahoma should be 
attempted without a preliminary con- 
sideration of the problems involved. 
The state contains nearly six thousand 
local authorities with power to levy 
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taxes gnd expend money. By and 
large, these authorities are all amateur 
in nature, having had no training in ac- 
counting, finance, or business manage- 
ment; ret they spend annually some 
$60,009,000, and borrow large sums of 
money. About 96 per cent of the di- 
rect taxes collected in the state are ex- 
pended for local purposes. It seems 
evident, therefore, that in the absence 
of adequate fiscal control, a great deal 
of money will be wasted, expended 
foolishly and even misappropriated, 
and tket the functions of government 
will nct be carried out efficiently. 

The ärst step in securing such con- 
trol is to Substitute the county unit 
system of education for the present 
district system, thus doing away at 
once with more than five thousand 
small amateur authorities. 

The second step needed is the cen- 
tralization of controlling functions in a 
competent agency of the state. This 
should imply the establishment of a 
‘uniform accounting and reporting sys- 
tem, the adoption of a compulsory 
budget system, a careful audit by an 
author-ty not connected with any local 
unit, the creation of a central purchas- 
ing agency, and the setting up of a 
state-wide civil service commission 
which should establish salaries and 
grades and give examinations for all 
positions in local government to which 
civil service requirements should logic- 
ally be applied. 

Th:s control could be established 
either by enlarging the powers of the 
Examiner and Inspector, and supplying 
him with an adequate staff, or by the 
creation of a local government board. 


Administrative Control in the Commonwealth of 
Massachusetts 


By Morris B. Lamprn 
University of Minnesota 


HE Commonwealth of Massachu- 
setts has been conspicuous for its 
experiments in problems of govern- 
ment. From 1780, when it accepted its 
constitution, to the more recent years 
of 1918-1928, when it formulated the 
present budget procedure, reorganized 
the administrative departments, and 
created the strongly fortified Commis- 
sion on Administration and Finance, 
there has been a continuous succession 
of political and administrative devices, 
some lasting and some temporary, yet 
each adding to the sum total of gov- 
ernmental progress. This state has 
not hesitated to study its own defects, 
to try the new when the old has out- 
worn usefulness and to add more serv- 
ices when these would seem to benefit 
public welfare. It is in this state, to 
take a few examples selected solely on 
the side of administration, that we find 
the first prison department, the first 
board of education, the first normal 
school, the first institution for the in- 
sane, the first board of health, the first 
bureau of statistics, and the first rail- 
way commission. As a happy conse- 
quence, other states will bear witness 
that many of the experiments have 
proved successful. 

With this tendency to dare and to 
achieve, Massachusetts provides an ex- 
ceptionally fertile field for the special 
object of this article. Any state which 
has reached its stage of development, 
necessitating highly specialized and 
socialized activities, may measure the 
degree of success or failure in serving 
modern society by the ability to main- 
tain intelligent administrative and 
financial control. It is not enough to 
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legislate activities. There must also be 
a steadying force on duty day and 
night to avoid scattering of effort, to 
conserve energy and expense, and to 
keep the administrative machinery in 
gear true to the officially authorized 
purpose. It is upon these staff and 
control aspects of administration that 
Massachusetts with characteristic fore- 
sight has recently given attention. 
During the périod-of-1910 to 1922 
many experiments suggested an un- 
mistakable trend until finally the leg- 
islature in creating the Commission on 
Administration and Finance (1922) is 
now testing\to the utmost a plan of 
concentrated executive control focused 
in a single stall agency. It has en- 
dowed this Commission with almost 
super powers. The decision was clear- 
cut. There was no compromise.! 

This Commission fortified with 
power to require the attendance and 
testimony of witnesses, to Insist upon 
the production of papers and docu- 
ments, to prescribe u for hearings 
and to receive court \enforcement, 
represents the highest development of 
centralized fiscal control. {t stands for 
Massachusetts’ latest experiment in 
the field of administrative ‘organiza- 
tion. It is practically the last word in 
delegating sweeping authority over the 
business management of the state’s de- 


1 One careful student of public administration, 
Dr. Luther H. Gulick, fortunately employed by 
the state as an advisor in formulating the present 
budget procedure and accepting the unusual op- 
portunity to record observations, has given us 
the steps and advances in fiscal management 
from earliest times to the year 1920 in his Evolu- 
tion of the Budge in Massachusetts. The Mac- 
millan Company, 1920. 
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partments to an agency responsible 
only to the Governor and council for its 
actions and decisions. Nor is it a 
paper organization. In addition to the 
four commissioners there are fifty-nine 
employes performing the staff work. 
There was a total expense of $137,048.- 
16 for maintaining the Commission 
during the fiscal year ending Novem- 
ber 80, 1923. 

This experiment has introduced a 
new type of organization, with each of 
the commissioners individually respon- 
sible for definite phases of the Com- 
mission’s work, while all commissioners 
meet together in one body and act asa 
board. Here the element of individual 
responsibility and singleness of action 
for processes that are purely adminis- 
trative is combined with the element of 
group thought and conference for the 
process of rule making. And in all of 
its work the Commission is able to give 
individuality and vigor to its decisions 
and performances by having a chair- 
man in whom the entire work of the 
Commission may be personified. 

Taking the new Administrative Code 
as a base, using the new budget pro- 
cedure, and checking largely through 
the Commission on Administration 
and Finance, Massachusetts is now 
ready for its business and fiscal con- 
trol? How are these processes actually 
carried out? What are the outstanding 
powers? How are they codrdinated? 
It is to these questions that we shall 
direct ourselves. 


CONTROL PROCESSES 
Receipts and the General Fund 


“All money receipts on account of 
the Commonwealth from any source 
whatsoever shall be paid into the 
Treasury thereof.”* And the law 

716th and 19th Amendments to the Constitu- 
tion; General Acts: ch 244, 1918; ch. 20, 1919; 
ch. 52, 1919; ch 350, 1919; ch. 545, 1922; ch. 300, 
1928; ch. 862, 1928. 

2 Constitutional Amendment No. 16, Sec. 1. 


furthermore provides that all revenues 
collectsd by the several departments 
shall ke turned into the treasury daily 
unless for sufficient reason the Treas- 
urer permits otherwise. To facilitate 
the orderly collection of these revenues 
and tc make them a matter of record, 
the Comp-roller, a member of the Com- 
mission on Administration and Finance, 
prescribes all forms for collection and 
recording within the departments and 
also keep3 central accounts of these 
receipts in his own office. The Comp- 
troller performs these functions, not 
only for the purpose of control and 
check on the collection departments 
and the Treasurer, but also for the pur- 
pose of predicting revenue amounts 
for the income side of the budget and 
for preparing financial statements. 

The important consideration for con- 
trol purposes is that all moneys are 
cleared through one general fund 
guarded by the Treasurer and recorded 
in the central office of the Comptroller. 
Thus there is a check. There is no 
tolerance of the scores of separate un- 
contrcllable revenue funds found in 
many of our states. 
Fiseal Year 

The fiscal period begins December 1 
and ends November 30. It is timed 
and tuned to be of maximum infor- 
mational advantage to the legislature 
which convenes annually on the first 
Wednesday in January. The execu- 
tive and legislative branches in scru- 
tinizing eens! expenditures for the 
succeeding period thus have a fairly 
accurate measure of actual expendi- 
tures of departments at a period im- 
mediately prior to the submission of 
the budget. 
Preparation of the Budget 

The Budget Commissioner, who is a 
member of the Commission on Admin- 
istration and Finance, holds the key 
position in preparing the budget con- 
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tents. Estimates both for ordinary 
maintenance and for capital outlay 
must be submitted to him on or before 
October 15 annually. The blank forms 
on which these estimates are entered 
are prescribed by him, upon approval, 
however, of the Comptroller. This 
teamwork on the part of the Budget 
Commissioner and the Comptroller, 
both of whom are members of the 
same commission, assures that account- 
ing records for departments and insti- 
tutions shall be adaptable to budget 
purposes and vice versa. By Decem- 
ber 26 the Comptroller sends to the 
Budget Commissioner (and also to the 
clerk of the House of Representatives) 
statements covering anticipated rev- 
enues, cash balances, estimates of 
claims and debt expenditures; and he 
also submits comparative figures cov- 
ering appropriations for the preceding 
fiscal year and actual expenditures for 
the preceding three fiscal years. 

The Budget Commissioner, in the 
process of assembling budget esti- 
mates, fortifies himself with other in- 
formation which has been gathered by 
the Commission through independent 
investigations and departmental con- 
ferences, and subsequently advises the 
Governor regarding the cost. of admin- 
istering the Commonwealth. His ad- 
vice is submitted to the Governor in a 
document, the budget report. There 
is no definite time specified for the 
submission of this report except that 
the constitution requires the Governor 
to submit his formal budget to the 
legislature within three weeks after 
assembling; t.e., by the fourth Wednes- 
day in January. 

It should be observed again that the 
Budget Commissioner is alone responsi- 
ble in preparing the budget for the 
Governor. The Commission on Ad- 
ministration and Finance, as such, is 
not concerned. It so happens that the 
present Budget Commissioner is also 


chairman of the Commission; but Mr. 
Homer Loring submits the budget 
recommendations to the Governor in 
the capacity of Budget Commissioner 
and not as chairman of the Commission. 
This singleness of responsibility re- 
tains a directness which would be 
Jacking under the plural-headed board. 


The Contents of the Budget 


The budget report of Governor Cox 
submitted to the legislature January 
17, 1924, contains first of all a four- 
page statement of recommendation 
couched in general terms accepting as 
his own the proposals submitted in the 
report of the Budget Commissioner. 
For detail the legislature is referred to 
the statements of Mr. Loring which 
are contained under the same cover. 
The Governor’s budget report, there- 
fore, is for all practical purposes the 
report and recommendations of the 
Budget Commissioner, whose views are 
taken to be the views of the Governor. 
This gives rise to a convenient arrange- 
ment whereby the Governor assumes 
full responsibility and attaches his 
name to statements but confesses al- 
most complete reliance upon the judg- 
ment of his Budget Commissioner. 
This acknowledgment strengthens the 
standing of the Budget Commissioner. 
It also makes him a buffer for many 
attacks. 

The Commissioner’s report for this 
year covers 161 pages with detailed 
recommendations presented in five 


summary financial statements. 
Statement I (two pages). Condition 
of State Debt. 


The debt information is listed in the 
following form: 


Latest Sinking Annual 
of Debt Maturity Amount Fund Interest 
Totals 
Less sinking funds 
Net direct debt 
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Two types of debt issues are each 
listed separately. The one includes 
twenty-two “direct debts,” t.e., bond 
issues that are a direct obligation to 
the Commonwealth as a whole, e.g., 
armory bonds, state highway bonds, 
state house construction bonds, and so 
forth; while the other contains the 
sixteen “contingent” debts, t.e., bond 
issues that are assumed by the Com- 
monwealth but contingent upon pay- 
ment from local areas, e.g., Cambridge 
Subway bonds, Charles River Basin 
bonds, Metropolitan Water bonds, and 
so forth. 

These statements set forth clearly 
and concisely the exact status of the 
state debt, giving the gross amount, 
the condition of the sinking funds, the 
annual interest charges, and the net 
debt. Even the citizen who does not 
understand the intricacies of public 
indebtedness may have a comprehen- 
sive idea of the state’s debt obligations 
and burden by a cursory glance at 
these tables. It is significant that, 
while many of the states have increased 
their debts during recent years, Massa- 
chusetts has reduced her obligations to 
the lowest amount since 1908. ‘This 
simplicity of presentation, one of the 
essential elements in publicity, may 
have aided in the reduction. 


Statement II (four pages). General 
Summary of Financial Requirements 
for the Fiscal Year 1924. 

The information is listed in three 
separate tables. The first gives sum- 
mary recommendations for expendi- 
tures classified by organization unit, 
character, and source of revenue from 
which expenditures are to be paid. 


The form is headed as follows: 
Organi- Salaries Sources 
zation and Other Capital of 


Unit Wages Expenses Outlay Revenue 


Here are listed the proposed expendi- 
tures for each unit of government in- 
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cluding the legislature, judiciary, ex- 
ecutiv2, and the administrative de- 
partmants. A total of $41,853,069.76 
for proposed expenditures tallies with 
the amount of anticipated receipts as 
estimated in one of the other tables. 
In preparing the information under the 
heading “Capital Outlay,” the Budget 
Commissioner is aided by forecasts for 
permanent improvements and outlay 
submitted by the department heads 
under three headings: (1) “necessary” 
when a part of a fixed and continuing 
program is unavoidably necessary; (2) 
“desirable” signifying advantageous 
but might | be postponed; and (8) con- 
tingent” suggesting dependency upon 
developments which cannot be prede- 
termined. In the column, “Sources of 
Revenue,” are listed the funds from 
which respective departmental ex- 
penditures are paid. Except for special 
assessments and one or two isolated 
fees devoted to special purposes, the 
payments are derived from “ordinary 
revenue” and ‘“‘state tax,” in other 
words. the general fund. 

Supplementing this first form are two 
other tables in Statement IJ. The 
second presents the estimated receipts 
classifed by collecting agency and mis- 
cellaneous, t.e., interest, escheats, taxes, 
transfers, assessments; and the third 
presects in parallel columns, (1) the 
requests of the departments for expend- 
itures, and (2) the recommendations of 
the budget commissioner upon these 
requests. 


Statement IIT (188 pages). Detaled 
Statement of the Proposed Expenditures 
for the Fiscal Year 1984. 


Tis comprises the vital information 
of the report, setting forth for each 
organization unit and subunits the 
expenditures proposed. These expend- 
itures are listed to accord with a uni- 
form classification of accounts as pre- 
scriked by the Budget Commissioner 
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and the Comptroller. For this informa- 
tion the following form is used: 


Item Organi- Citation Expenses, 


No. zation Unit of Statute 1922 
Amount Final Ap- 
Expenses, Requested, Recom- propriation, 
1928 1924 mended 1924 


In all there are 666 separate items in 
the 1924 budget proposals. These 
items, or “‘votes,” to use the English 
term, are entered by activity or func- 
tion and by object of expenditure. In 


other words, there is neither a distinct . 


activity nor a distinct object classifica- 
tion. For each departmental organi- 
zation unit there are several Jjtem num- 
bers; but each institution or school is 
listed with only one item number under 
which are many subsidiary expenditure 
accounts by way of explanation. This 
evidently means that the legislature 
does not care to vote upon details of 
Institutional expenditures with the 
same refinement used in voting upon 
the expenditures for administrative 
departments. 


Statement IV refers entirely to the 
proposed expenditures for the Metro- 
politan District. 


Statement V (one page) is the last in 
the report and merely gives summary 
information regarding the income tax 
receipts for 1924, indicating the 
amounts that will be distributed to the 
cities and towns and to the general 
school fund. 


Legislative Action on the Budget 

With this information presented by 
executive message and stamped with 
executive approval, the legislature is 
ready to prepare the general appro- 
priation bill. It has before it, as re- 
quired by law, statements for opera- 
tion and maintenance; deficiencies or 
overdrafts in appropriations in former 
years; recommendations for new con- 
struction, additions, improvements and 


other capital outlay; interest on state 
and public debt; sinking fund and 
serial bond requirements; and the 
recommendations of the Governor for 
financing the expenditures. 

It is upon this information that the 
legislature must act. After submission 
it is referred to the Ways and Means 
Committee, where public hearings are 
held, at which department heads may 
appeal from any recommendation of 
the Budget Commissioner. Prior to the 
final passage of the general appropria- 
tion bill, the legislature is prohibited 
by the constitution from enacting any 
special appropriation acts except upon 
recommendation of the Governor. 
Decision is therefore speedily precipi- 
tated upon the single comprehensive, 
all-inclusive plan submitted by the 
Governor upon whom will fall the task 
of carrying on the state’s activities. 

The legislature is not restricted in 
procedure while reviewing the esti- 
mates prior to the passage of the ap- 
propriation act, and in formulating 
conclusions may increase, decrease, add 
or omit items in the budget proposals. 
It is only checked by the veto power of 
the Governor, who may disapprove or 
reduce items or parts of items. The 
Governor, with his veto power, only 
resubmits to the legislature those items 
meeting his disapproval. All other 
parts of the bill become law upon his 
signature. 


The General Appropriation Act 


The general appropriation act, like 
the budget proposals, is arranged by 
organization unit. Each of the “lines” 
voted upon carries an item number 
referring to the corresponding line in 
the Governor’s budget proposals. Thus 
there are 666 major items proposed by 
the Governor, and 666 major items in 
the general act. The purpose of each 
itemized line is explained in broad 
terms. 
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Subsequent to the passage of the 
general appropriation bill, special ap- 
propriation acts may be passed by the 
legislature upon its own initiative, but 
in these instances the constitution re- 
quires the legislature to provide the 
means for defraying the additional 
expense. This prevents the tapping of 
revenues already allotted to specific 
purposes by the general act. 

While appropriations are made to 
apply to the end of the fiscal period, 
i.e., November 80, a period of approxi- 
mately nine months, they, as a matter 
of fact, continue until the next appro- 
priation act is passed, usually early in 
the following March, for the law states 
that appropriations may continue at 
the rate authorized until the general 
court provides otherwise. The appro- 
priation period and the fiscal year 
therefore do not coincide. 


ADMINISTRATIVE CONTROL 


The passage of the general appropria- 
tion acts is the signal for clamping on 
the processes of control so that there 
may at least be an approach to that 
ideal of all administration, which, as 
Bentham would say, links a maximum 
of service and aptitude with a minimum 
of expense. These control processes, as 
heretofore noted, are now centered in 
the Commission on Administration and 
Finance. No commission was ever 
more advantageously and independ- 
ently located. Its existence and suc- 
cess will depend entirely upon the 
ability to get results. 


Control and Audit 


Prior to the creation of the Commis- 
sion on Administration and Finance in 
December, 1922, the State Auditor, an 
elected constitutional officer, was the 
central figure in finance control. He 
had audit power, and, acting through 
the deputies, was one of the chief 


advisers of the legislature. Under 
present arrangement, however, he plays 
only a minor rôle. The law, to be sure, 
states that he “shall annually make a 
carefu audit of the acts of all depart- 
ments, offices, commissions, institu- 
tions and activities of the common- 
wealth ;” but for all prac- 
tical purposes he acts merely as a check 
upon the Comptroller. It is the latter 
officer who now keeps the watchful eye 
on expenditures and applies the brake 
when the departments rush ahead too 
fast. 

The Comptroller is a member of the 
Commissicn on Administration and 
Finance, appointed for four years, and 
assigned by the Governor and council to 
the specific task of accounting control. 
As ccmptroller, he is independent in 
his acts and in forming judgments; he, 
with ais assistants, designs, prescribes, 
and installs all accounting records and 
books im the departments and pub- 
lishes a guide of accounting rules in 
order to assure uniform practice. (No 
forms or books may be used without 
his approval.) He keeps general con- 
trol books of account to determine the 
extent and character of subsidiary ac- 
counts in the departments and institu- 
tions; he furnishes, when required, all 
annual accounting statements relating 
to the financial status, funds, costs of 
operetion, and is empowered to provide 
ai intermediate monthly periods any 
information needed to effect economy 
in d3partments and to assure that 
appropriations will not be exceeded. 
(This latter is audit by way of fore- 
sight.) He not only watches the major 
appropriation items, but when there 
are subsidiary accounts, as in the in- 
stituzions and schools, he checks these 
as well as the all-inclusive item; he 
verifies all expenditure statements in- 
cluded in reports of departments; as 
already noted in the budget process, he 
prepares all statements of anticipated 
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income and past expenditure; he pre- 
scribes the budget estimate forms and 
the classification of accounts. 

In keeping rigid control upon ex- 
penditures the Comptroller examines 
and certifies all accounts, vouchers, 
payrolls and demands against the 
Commonwealth. All bills, vouchers 
and contracts are filed in his office. No 
payment from the state treasury, ex- 
cept for the payment of interest on 
principal of debts, and for one or two 
other provisions, can be made on war- 
rant from the Governor unless the ac- 
count has been verified and certified by 
him with vouchers properly approved 
and filed in his office. He also performs 
a number of miscellaneous control 
duties, including the measuring of all 
state printing; the determination of 
salaries for district attorneys, which are 
automatically adjusted in accordance 
with a classification based upon the 
number of cases tried in court; the 
keeping of reports on maintenance and 
operation of state-owned motor vehi- 
cles (there were 872 in 1923); the de- 
termination, as a member of a separate 
board, of the uniform style of headings 
for letterheads to be used by all execu- 
tive and administrative officers and 
departments and institutions; the au- 
diting of traveling expenses; fixing 
amounts of bonds for state officers 
making the amounts uniform, if possi- 
ble; and the keeping of statements 
of receipts and of auditing all ac- 
counts of Massachusetts Agricultural 
College. 

Here is the almost complete account- 
ing control centralized in a single execu- 
tive staff officer, who acts without inter- 
ference, yet shares offices with the Budg- 
et Commissioner and other associates 
who in turn are also guards of the treas- 
ury. With these officers he meets 
formally and informally and has ready 
access to all information necessary for 
the performance of his duties. 
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Purchase and Storing 


Again the Commission on Adminis- 
tration and Finance vlays the major 
rôle, acting largely through one of its 
members who is officially designated as 
the state purchasing agent. The proc- 
ess of achieving the centralization was 
a gradual one, evolving from the old- 
time complete decentralization, coming 
up through intermediate steps with 
control partially centralized in three 
departments, and ending in the trans- 
fer to the new commission in 1922 of 
all purchasing powers except for legisla- 
tive and military supplies. 

The present task is no mean one. 
According to the last ennual report of 
the Commission the state of Massa- 
chusetts 


feeds, clothes, provides lodging, and in- 
struction for approximately 29,000 people. 
It maintains 44 important institutions—1l6 
hospitals for the mentally ill, 4 for tuber- 
cular patients; 1 general infirmary; 1 hos- 
pital for crippled children; 4 prisons and 
reformatories; 1 state farm; 3 reform 
schools; besides 10 normal schools, 8 textile 
schools, the Nautical Training School and 
an agricultural college with a registration of 
about 800 students. The state 
operates 80 farms with $3,000 cows and 2,500 
hogs. It manufactures shoes, office furni- 
ture, metal ware, clothing, mattresses, un- 
derwear, brooms, brushes, eutomobile plates 
and numerous other items. 


This statement suggests why ap- 
proximately ten million dollars’ worth 
of materials are now purchased annu- 
ally through the state purchasing 
agent or with his consent. 

Under the present system the Com- 
mission acting as a board formulates, 
subject to the approval of the Governor 
and council, the rules, orders and regu- 
lations governing methods and specifi- 
cations, while the state purchasing 
agent, who must have had extended 
experience, has sole power of approving 


the actual purchases, The rule-making 


ADMINISTRATIVE CONTROL IN MASSACHUSETTS 


power of the Commission is limited 
only to conform with existing laws 
relative to purchase of articles made by 
inmates of penal institutions and by the 
blind. The rules may be of general or 
limited application and are uniform in 
so far as practicable. They extend to 
advertisements for bids and competi- 
tion (advertisements may not be re- 
quired for purchases involving less 
than $500); the purchase of supplies 
without competition in cases of emer- 
gency requiring immediate action; 
contracts; time for submitting esti- 
mates; delivery; standardization of 
forms and estimates, orders and con- 
tracts; standardization of specifications, 
quality, grades and brands; local pur- 
chase; use and disposal of products of 
state institutions; salvage; transfer of 
supplies and property from one de- 
partment to another; storage; tests for 
commodities, supplies and samples; 
and the hearing of complaints. No 
rules or regulations, however, shall 
restrict the departments as to the 
quantity of supplies. This latter is 
controlled solely by the appropriation 
authorized. To stimulate co-operation, 
harmony and easy exchange of opinion 
among the departments, there has been 
set up an advisory standardization 
board composed of representatives from 
all major organization units with the 
state purchasing agent as chairman. 
Here, again, is almost complete pur- 
chasing control to assure economy of 
expenditure and standardization of 
product. The danger of rigidity and 
overcentralization of purchase which 
may lead to disastrous consequences is 
avoided by allowmg local purchase 
when desirable. Administration is 
centralized in a single officer. Rule- 
making authority is given to the Com- 
mission acting as a board. That the 
legislature has full faith in this type of 
control is evidenced by a threat com- 
pelling all administrative officers to 
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conform to the Commission’s rules 
upon penalty of removal by the Gover- 
nor and council after a hearing in case 
of refusal >r negligence. 

Anyone desiring to note the econo- 
mies effected and methods used should 
read the last report of the purchasing 
agent. It shows that the Commission 
makes use of a modern equipped testing 
laboratory operated in conjunction 
with the Food and Drug Laboratory of 
the Depertment of Public Health. 
Some 2,CC0 analyses of samples were 
tested during the last year. It suggests 
how the -ime factor in purchasing coal 
saved thcusands of dollars this last 
year. Instructions are frequently is- 
sued, Onz of these, for instance, dealt 
with the stering of coal, stating that 
“the bituminous coal will heat and fire 
if stored properly. It always has; it 
always will.” To help the observance 
of this pacticular mstruction the Com- 
mission assigned an experienced fire- 
man to visit the plants and suggest 
means for proper storing and firing. 
This resuted in the saving of $2,200 
for one month in one institution. It is 
estimated that $175,000 may be saved 
from this >ne source alone. By cutting 
down thə three hundred different 
styles of letterheads to fifty, three 
million sheets of paper, previously cost- 
ing $178 per thousand sheets, were 
ordered at 50 cents per thousand. 
Large contracts for meat and supplies 
have eliminated the former scores of 
smaller accounts. These are only iso- 
lated examples. 

There is no reason why the state 
should noz receive the lowest prices for 
materials. Nowadays, textbooks to 
the contrary, the states can and do pay 
promptly and should receive the best 
discounts for cash, The answer is one 
of organrzation and method. 

Personal Service Control 

There ere approximately 9,600 full- 

time employes on the state payroll. 
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Personal service for each organiza- 
tion unit is budgeted in a lump, except 
when there are specific salary rates 
authorized by statute. Thus in the 
Administrative Bureau of the Depart- 
ment of Education, to take a random 
sample from the appropriation act of 
1928, the salary of the Commissioner 
of Education is itemized separately at 
$9,000, while all other personal service 
is lumped into the one sum of $79,800. 
There is, however, rigid control of the 
number of positions in this particular 
bureau, the titles, the work require- 
ments, qualifications and individual 
salary rates to make certain that this 
$79,300 is well spent. This is secured 
largely through the Director of Person- 
nel and Standardization, one of the 
members of the Commission on Ad- 
ministration and Finance, who is now 
responsible for carrying out the pro- 
visions of the salary standardization 
act of 1918, passed after a complete re- 
classification survey resulting in stand- 
ard specifications for each grade of 
service in the recognized vocations, 
trades, or professions required in the 
Commonwealth’s employ. 

This control of personal service takes 
form in the following manner: As a 
starting point each civil position in the 
state’s service is recorded in the Direc- 
tor’s office with information giving 
title, minimum qualifications for en- 
trance, duties, salary rate and service 
history of the present incumbent. 
Furthermore, the Director has on file 
the number of positions, titles and 
salary rates for each organization unit. 
A department head desiring to make a 
new appoimtment or promotion, either 
to fill a vacancy or to create a new 
position, must notify in writing the 
Director of Personnel and State, (1) the 
title of position in question, (2) the 
vocational group, (8) the standard 
grade, (4) the name of previous incum- 
bent if the vacancy is to be filled or if 
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the position is new the statement of the 
proposed duties, (5) statutory citation, 
if any, and (6) the proposed salary rate. 
The Director, upon receipt of this infor- 
mation, then investigates the budget 
of the department in question to as- 
certain the needs of the department. 
If after consultation with the depart- 
ment head he decides that a need is 
apparent, he will approve the request, 
on condition that the change is to be 
made in conformity with the specifica- 
tions for personal service. This as- 
sures a standard title and salary rate 
consistent with the duties to be per- 
formed. Also, upon approval he sub- 
mits a copy of his report to the Civil 
Service Commission if the position is 
in the competitive service, whereupon 
the Civil Service Commission certifies 
to the department head the names of 
competent employes for appointment. 
If the position in question is not sub- 
ject to the rules and regulations of the 
Civil Service Commission, the Director 
of Personnel then authorizes a change, 
but he still insists that the title, quali- 
fications and salary rate shall conform 
to the standard specifications. When 
the transaction is completed the Comp- 
troller is notified and thereafter this 
position may be officially listed on the 
department’s payroll. 

This description illustrates procedure 
when a change, which may occur at 
any time, is made in a single office. 
The Director also has wide powers in 
checking budget requests for personal 
service. While the budget is in process 
of preparation, he receives from the 
department heads itemized statements 
of present and proposed positions 
entered by title and salary rates. 
These are checked to the cards in his 
office to ascertain whether or not each 
position, title and salary has been pre- 
viously authorized. In this process he 
is aided by the Comptroller who also 
audits and certifies payrolls. 
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The Civil Service Commission, it 
should be noted, is limited almost en- 
tirely to the task of recruiting, t.e., in 
finding the right man for the position 
or job. The determination of the need 
for the job, its requirements and speci- 
fications is deemed to be a problem for 
the budget. 

Massachusetts has the most thorough 
system of personnel control of any 
state in the Union. There is a fixed 
plan and policy to establish orderly 
procedure; information is available for 
budgeting personal service; the legis- 
lature in appropriating for salaries has 
reasonable assurance that all incum- 
bents have qualifications for perform- 
ing respective duties; the procedure 
under civil service laws is expedited; 
the shifting of duties by department 
heads is prohibited except temporarily, 
In case of emergency, yet at the same 
time reasonable flexibility may be 
allowed. Most important of all, there 
is & reasonable assurance that all em- 
ployes performing substantially the 
same duties are paid on the same basis 
and are designated by the same titles 
regardless of the department in which 
they may be employed. 

In addition to these general control 
duties, the Director is also empowered 
to carry on, under direction of the 
Commission, departmental research 
tending to greater co-ordination and 
standardization of administration, and 
he may conduct examinations and in- 
vestigations and make recommenda- 
tions. The status of the Director, how- 
ever, is somewhat different from the 
other members of the Commission, for 
while in charge of the division of per- 
sonnel and standardization, an appeal 
from his decisions may be made to the 
Governor and council. It is also the 
Governor and council rather than the 
Commission on Administration and 
Finance which has final say regarding 
the classification and specification for 
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personal service. But in conducting 
personnel investigations withm the de- 
partmentszhe Director of Personal Serv- 
ice acts as the agent for the Com- 
mission. 

Control of Publications and Printing 


The problem of printing has always 
presented hard knots to unravel. 
What should the departments be al- 
lowed to prmt? Who shall edit the 
reports? Shall the department heads 
be permitted to include in their 
printed reports their own hobbies and 
special departmental achievements 
which may or may not be of widespread 
public interest or of major importance? 
But, on tae cther side, is it fair to have 
an independent agency such as the 
Commission on Administration and Fi- 
nance, a trifle removed from the work- 
ings and needs, prescribe the limits to 
the contents of departmental reports? 

Prior tə the creation of the Commis- 
sion on Acministration and Finance the 
superviscr of administration was re- 
quired tc edit departmental reports to 
assure eccnomy of space and expendi- 
ture. This experiment was 30 success- 
ful during a six-year trial that the leg- 
islature cid not hesitate to transfer the 
powers to the new commission. It 
even added additional duties, so that 
now no state documents or publication 
or annual or special reports of depart- 
ments may be issued until the Director 
of Persoral Service and Standardization 
has approved their size, and determined 
the number of pages, character of con- 
tents, including maps, plans, photo- 
gravures, wood cuts and other illustra- 
tions. Appeals from the decision of 
the Director may be made to the finance 
committe of the Governor’s council 
whose findings are final. There are 
a few publications including reports 
of the legislature, Attorney-General, 
Treasurer, Auditor and Secretary of 
State that are accepted. 
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Savings from this audit may be illus- 
trated by the Commission’s statements 
that the cost of miscellaneous printing 
was reduced $201,475 in the year 1923 
from the cost in 1922; that the Auditor’s 
1921 report contained 796 pages, while 
the 1922 report was condensed to 389 
pages by placing limits on statistical 
tables; and that the report of the De- 
partment of Public Welfare, which con- 
tained 680 pages in 1921, was reduced 
to 146 pages in 1922. By studying 
problems of the size of type, length of 
line, size of page, and so forth, econo- 
mies totaling thousands of dollars have 
resulted. For instance, a saving of 
$3,000 was effected by* reducing the 
size of the page of the General Laws of 
1923 by three sixteenths of an inch. 
During the first few months of printing 
supervision, hardly a printing order was 
received which was not reduced in cost 
50 per cent by expert handling. 

The Director also determines the 
number of copies of each report to be 
printed, and no additional reports may 
be printed at state expense. In No- 
vember, 1923, there were 12,000 vol- 
umes of the reports of the constitutional 
convention originally costing $15,000, 
which were sold as scrap paper for $637. 
By basing judgment upon experience 
the Director is now in a position to 
prevent losses of this character. 

The problem of advertising state 
notices in newspapers may also be 
considered under the heading of print- 
ing. The letting of advertising con- 
tracts to newspapers has always been 
difficult to handle because when un- 
controlled it has allowed political 
leaders to have a whiphand over the 
subservient press. Under the present 
law the Commission on Finance and 
Administration has full power to 
regulate advertisements of bids for 
purchasing. All bills for public ad- 
vertising are verified by the Comp- 
troller. Also notices of public hearings 
before the legislature are published 
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only in those newspapers receiving the 
designation of the chairman of the 
respective Senate or House committee 
and the clerk of the committees, subject 
to the approval of the committee on 
rules. Even these payments for ad- 
vertisements are certified by the 
Comptroller. 


SUMMARY 


Has the Commission on Administra- 
tion and Finance been criticized? 
Yes, and if it continues to exist it 
always will be criticized. Many de- 
partment heads do not like interference 
in the matters of personal service con- 
trol. Others have objected to the 
procedure in making purchases. The 
Commission was made the brunt of 
attack when the auto plates were late 
at the time of registration in January 
this year. There have been attacks in 
the legislature. There have been head- 
lines in the papers. Anyone visiting 
Beacon Hill may hear some talk 
throughout the State House corridors. 
The president and trustees of Massa- 
chusetts Agricultural College have 
taken exceptions to the decision of the 
Director of Personnel who failed to 
approve the publication of certain 
reports. Members of the Massachu- 
setts Supreme Court did not like the 
recommendation of the Commission 
reporting against a new court building 
and advocating an expenditure of 
$15,000 to improve the present quar- 
ters in the Suffolk County Court 
House. 

The commissioners will not stand in 
well with overzealous department heads 
who are so engrossed in their own work 
that they lose the perspective of the 
whole. The commissioners will also err 
at times in their judgments. They too 
may lose perspective in the anxiety to 
curtail and economize. Criticisms, 
nevertheless, illustrate the difficulties 
and also the advantages of extreme 
centralized control. The commission- 
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ers merely in being at the center of 
attack on administrative problems 
perform their greatest service, for 
issues involving administrative judg- 
ment can best be aired and clarified 
when genuine disagreements are cleared 
through one focal point. 

Will the Commission survive the 
test of politics? Is there danger of 
autocratic and bureaucratic control? 
The answer again is dependent upon 
the human qualities of the members of 
the Commission. The legislature, how- 
ever, has contrived to assure a mini- 
mum of abuse and at the same time to 
allow for freedom of action, initiative 
and discretion so necessary to success. 
It has endowed the Commission with 
great powers,—so great that the best 
qualified public servants in the state 
should be attracted into the service. 
It has made the Commission promi- 
nent. The deeds and decisions are 
known and open knowledge brings 
protection to the public. The terms of 
office are fairly long—four years and 
overlapping—so that no governor, 
unless reélected, can control a com- 
mission through appointment. These 
are reasonable safeguards. And the 
legislature meeting every year is a 
threat against autocratic tendencies. 
The Commission’s work should be 
discussed far and wide. If this brings 
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it into politics it may be a healthy sign 
of public interest. At all events the 
Commission should never be shielded. 
On the contrary it should be open to 
the most minute legislative inspection. 
And this is a part of the plan. It 
cannot avoid this scrutiny. 

Has the system of control been a 
success? ‘The accomplishments have 
been many. But it should be remem- 
bered that the present system has been 
operating in a most favorable setting. 
Massachusetts during the last eight 
years has had a Republican executive 
and a Republican legislature. This 
has secured a harmony of interest. 
Also in Mas&achusetts, as elsewhere, 
there has been an organized public 
demand for economy and expenditure. 
Rigid control under these circum- 
stances may even receive popular 
approval. Will the system of con- 
centrated control work equally well 
when there is a change in the political 
complexion? Will it survive the su- 
preme test when per chance a Demo- 
cratic governor may meet a Republican 
legislature? ‘There can be no answers 
made az this time. All that we can 
do is to hope that it will survive and 
flourish, for some such system, perhaps 
differing in detail, must continue if our 
faith in popular government remains 


unshaken. 


Fiscal Control in Ohio 


By R. E. Miss 
Director, The Ohio Institute 


OR convenience, we may divide 

our consideration of fiscal control 

in the state government of Ohio into a 

discussion of the law, the practice and 
the results. 


I. Toe Law 
Organization 


Apart from the General Assembly 
and the Governor, who are elected 


biennially and take office in January 
following their election, the principal 
officials concerned with the exercise of 
fiscal control in the state government 
are the Auditor of State; the Director 
of Finance with his two subordinates, 
the Superintendent of Budget and the 
Superintendent of Purchases and Print- 
ing; the Emergency Board; and the 
Controlling Board. 
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The Auditor of State is elected quad- 
rennially and holds his office for a term 
of four years commencing on the second 
Monday of January next after his elec- 
tion (Section 235, G. C.). He receives 
a salary of $6,500 a year. 

The Director of Finance, like the di- 
rectors of the other seven major depart- 
ments established by the Administrative 
Code, is appointed by the Governor by 
and with the advice and consent of the 
Senate, and holds his office during 
the pleasure of the Governor (Section 
154-4, G.C.). The Director receives a 
salary of $6,500 annually (Section 2,25), 
G. C.). 

The Superintendent of Budget and 
the Superintendent of Purchases and 
Printing are appointed by the Director 
of Finance and hold their offices during 
his pleasure (Sections 154-6 and 154-7, 
G. C.). Their salaries are $4,000 and 
$5,000 per year respectively (Section 
2,250, G. C.). 

With the approval of the Governor, 
the finance director may establish 
divisions within his department and 
distribute the work of the department 
among such divisions. Similarly the 
director may consolidate any of the 
offices in his department (Section 154- 
8, G. C.). 

The Emergency Board consists of 
the Governor or a designated officer or 
employe, if appointed by the Governor 
for such purpose, the chairmen of the 
finance committees of the Senate and 
House of Representatives, the Attorney- 
General, and the Auditor of State (Sec- 
tion 2,812, G. C.). 

The Controlling Board consists of 
the same officers as the Emergency 
Board (Biennial Appropriation Act). 


Powers and Duties 


The Governor is required to submit 
to the General Assembly a state budget 
in the form of an appropriation bill or 
bills and suitable supporting state- 
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ments (Section 154-84, G. C.). Ap- 
parently the Governor may exercise his 
own discretion as to the form in which 
the budget is prepared and submitted. 
Likewise the legislature has full power 
to pass the appropriation act in such 
form as it may see fit. The Governor 
is vested with constitutional power to 
disapprove any items in any bill mak- 
ing an appropriation of money; his 
veto, however, may be overridden by a 
three-fifths vote of the members of both 
houses of the General Assembly (Ar- 
ticle I], Section 17). The constitution 
further provides that no money shall be 
drawn from the treasury except in 
pursuance of a specific appropriation 
made by law, and no appropriation 
may be made for a longer period than 
two years (Article II, Section 22). 
Under a statute long im existence, the 
Auditor of State is made the chief ac- 
counting officer of the state and is 
required to keep in his office full and 
accurate accounts of all money, bonds, 
stocks, securities and other property 
paid into or deposited into the state 
treasury, and of all money. bonds, 
stocks, securities and property paid out 
of or transferred from the state treas- 
ury; and to manage and direct all ne- 
gotiations and correspondence concern- 
ing them (Section 241, G. C.). The 
Auditor of State is also made the chief 
inspector and supervisor of public 
offices with power to inspect and super- 
vise accounts and reports of all state 
offices and institutions (Section 274, 
G. C.), and to prescribe and require the 
installation of a system of accounting 
and reporting for such offices and insti- 
tutions (Section 277, G. C.). Other 
duties of the Auditor of State are to 
make an annual financial report (Sec- 
tion 253, G. C.), to collect claims in 
favor of the state (Section 268, G. C.), 
to institute action against certain de- 
linquent officers concerned with the 
collection of public revenue (Section 
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259, G. C.), and to audit the accounts 
and inventories of officials leaving 
office (Section 278-1, G. C.). 

Under the Administrative Code 
passed in 1921, the Director of Finance 
is charged with the administration of 
the Department of Finance, the prin- 
cipal powers and duties of which are 
important and hence quoted in detail 
in the footnote.? 


1Section 164-28. The Department of Fi- 
nance shall have power to exercise control over 
the financial transactions of all departments, 
offices and institutions, excepting the judicial 
ard legislative departments, es follows: 

(1) By prescribing and requiring the instal- 
lation of a uniform system of accounting and 
reporting, as to accruals of revenue and expend- 
itures necessary in certifying that funds are 
available and adequate to meet contracts and 
obligations. 

(2) By prescribing and requiring uniform 
order and invoice forms and forms for financial 
reports and statements, and by requiring finan- 
cial reports and statements. 

(8) By requiring itemised statements of 
expenditures proposed for any specified future 
period to be submitted to the department, and 
by approving or disapproving all or any part 
of such proposed expenditures. 

(4) By requiring orders, invoices, claims, 
vouchers or payrolls to be submitted to the 
department, where such submission is pre- 
scribed by law or where the Governor shall 
deem such submission necessary, and by ap- 
proving or disapproving such orders, invoices, 
claims, vouchers or payrolls. 

(6) By supervising and examining accounts, 
the expenditures and receipts of public money 
and the disposition and use of public property, 
in connection with the administration of the 
state budget. 

(6) By prescribing the manner of certifying 
that funds are available and adequate to meet 
contracts and obligations. 

(7) By prescribing uniform rules governing 
forms of specifications, advertisements for 
proposals, opening of bids, making of awards 
and contracts, governing purchases of supplies 
and performance of work. 

(8) By reporting to the Attorney-General for 
such action, civil or criminal, as the Attorney- 
General may deem necessary, all facts showing 
illegal expenditures of the public money or 
misappropriation of public property. 

(9) By prescribing rules and regulations for 
carrying into effect any or all of the other 
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powers Lerein granted. No provision of law 
authorizing o? requiring any department, 
officer or ins-icution to keep accrual, encum- 
brance cr cost accounts or to exercise fiscal 
managernoant and control over or with respect 
to any institution, activity or function of the 
state, shal be so construed as to exclude such 
department, ofice or institution from the con- 
trol of the Department of Finance herein speci- 
fied, but the power of the Department of Fi- 
nance herein provided for shall apply and 
relate tc such accounts and reports of all such 
departrents, offices and institutions. 

Section 164-£0. If any requirement of the 
Departmen: of Finance respecting the submission 
of statements cf proposed expenditures, or orders, 
invoices, claims, vouchers or payrolls is not com- 
plied with, or if any statement of proposed ex- 
penditure >r any order, invoice, claim, voucher 
or payrol. is submitted to and disapproved in 
whole or in parby the Department of Finance, 
the department shall have authority to notify 
the Auditcr of State thereof, and such Auditor 
shall not issue any warrants on the treasury in 
payment ol such expenditure, claim or voucher. 

The Department of Finance may certify to the 
Auditor cf State any order or statement of pro- 
posed expenditures approved by it, and direct the 
proper appropriation account or accounts to be 
charged th2rewith, or with the estimated amount 
thereof, in which event the sum so certified shall 
be a prio> charge on such appropriation account 
or accounts, available only for the payment of 
invoices issued against such order, or expendi- 
tures within such statement, until the final in- 
voice ther=for is filed with the Auditor of State, 
or until tke Department of Finance shall certify 
that such order and the obligation recited therein 
have ceased to be an obligation against the state, 
or such proposed expenditures have been made 
or abandoned in whole or in part. 

Whenever any commodity or service included 
in any such order or statement so certified is de- 
livered or performed, or whenever any payment 
is due upr any contract or obligation covered 
thereby, sm invoice shall be filed with the Auditor 
of State therefor. The total of all invoices issued 
against amy such order shall not exceed the sum 
of such coer or the estumated sum appearing on 
such ordez. 

Section 154-81. 
shal]: 

(1) Prepare and report to the Governor, 
when recuested, estimates of the income and 
revenues af the state, and devise new forms of 
revenue for the state; 

(2) Prepere and submit to the Governor 
bienn:ally, not later than the first day of Janu- 
ary peeceding the convening of the General 
Assembly, state budget estimates; 
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(3) Publish, from time to time, for the in- 
formation of the several departments and of the 
general public, bulletins of the work of the 
department; 

(4) Investigate duplication of work of the 
departments and the efficiency of the organi- 
zation and administration of departments, ard 
formulate plans for the further co-ordination of 
departments. 

Section 154-85. Each department, office and 
institution of the state government, other than 
the legislative and judicial departments thereof, 
shall, before any appropriation to such depart- 
ment becomes available for expenditure, prepare 
and submit to the Department of Finance an 
estimate of the amount required for each specific 
purpose within the appropriation, or items af 
appropriation, as made by the General Assembly, 
and accounts shall be kept and reports rendered 
to the Department of Finance showing the ex- 
penditure for each such purpose. The Depart- 
ment of Finance shall exercise such control ovez 
items of appropriation accounts created by the 
General Assembly, with respect to changes and 
e.djustments therein within the general scope of e 
specific appropriation, as may be committed to it 
by any act making appropriations, and shall ir: 
general exercise such control over the expendi- 
ture of appropriations, in addition to that specif- 
ically provided for in this chapter, as may be so 
committed to it. 

Section 2,288-2. It shall be unlawful for any 
officer, board or commission of the state to enter 
into any contract, agreement or obligation in- 
volving the expenditure of money, or pass any 
resolution or order for the expenditure of money, 
unless the Director of Finance shall first certify 
that there is a balance in the appropriation pur- 
suant to which such obligation is required to be 
paid, not otherwise obligated to pay precedent 
obligations. 

Through its division of purchases and 
printing, the Department of Finance 
aiministers centralized purchasing of 
supplies, materials, equipment, print- 
ing, and telephone and telegraph serv- 
ice, for all state departments, offices 
and institutions excepting the Military 
Department and institutions adminis- 
tered by boards of trustees (which are 
chiefly universities), and also excepting 
supplies, materials, and equipment for 
use by the Department of Highways 
and Public Works on so-called force 
account, 7.6., direct performance of 
work without contract (Section 154- 
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87, G. C.). No state officer, board or 
commission may print at public ex- 
pense any report, bulletin or pamphlet 
without the approval of the Depart- 
ment of Finance, which may determine 
the form and number of copies (Section 
178-2, G. C.). 

The Director of Finance is made ex 
officio the secretary of the State Tax 
Commission in control of “all clerical 
and other agencies for the execution of 
the powers and duties vested in the tax 
commission,” except such employes as 
may be designated by the Governor to 
be subject to the authority of the com- 
mission (Section 154-38, G. C.). 

The Emergency Board is authorized 
to make supplementary appropriations 
or to allow the expenditure of money 
not specifically provided by law (Sec- 
tion 2,818, G. C.). The total amount 
which may be so allowed by the Emer- 
gency Board is set forth in the Bien- 
nial Appropriation Act. 

The Controlling Board is authorized 
to permit transfers between appropri- 
ation items within the total amount 
appropriated for “personal service” 
and for “maintenance” (i.e. non- 
salary operation, repairs and replace- 
ments) in each department, etc. (Bi- 
ennial Appropriation Act, Section 8). 

Each of the eight major departments 
established by the Administrative Code 
is empowered to employ, subject to the 
civil service laws in force at the time 
the employment is made, the necessary 
employes, and, if the rate of compensa- 
tion is not otherwise fixed by law, to 
fix their compensation (Section 154-19, 
G. C.). The Administrative Code it- 
self fixes the salaries of the directors of 
the eight departments and of a consid- 
erable number of the managing officers 
of the divisions within these depart- 
ments (Section 2,250, G. C.). Mis- 
cellaneous provisions of permanent law 
fix the salaries of many other officials 
in the state government. 
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The Biennial Appropriation Act 
fixes salaries of state officials and em- 
ployes in considerable detail, the chief 
exceptions being the employes of social 
welfare institutions and of educational 
institutions. The Appropriation Act 
regularly fixes for each department a 
total amount allowed for personal 
service which cannot be exceeded with- 
out additional allowance by the Emer- 
gency Board. The maximum amount 
at the disposal of the Emergency Board 
is itself fixed by appropriation. 


If. Tae PRACTICE 


Changes of Personnel 


From July 1, 1921, when the Admin- 
istrative Code took effect, to February 
20, 1924, the date of writing this article, 
there have been three Directors of Fi- 
nance, four Superintendents of Budget, 
and three Superintendents of Purchases 
and Printing. 


Central Accounting Control 


A considerable degree of central ac- 
counting control seems to have been 
achieved. The Finance Department 
accounts are designed to reflect not 
only the cash condition of appropri- 
ations, but also all outstanding orders 
and contracts. With most depart- 
ments, it is in a good position to enforce 
this control through its central purchas- 
ing division which executes no pur- 
chase orders without a certificate from 
the budget division that a sufficient 
unencumbered balance, legally appro- 
priated,is available. This machinery is 
calculated to give full force and effect 
to the limitation on expenditure im- 
posed by the appropriation, and re- 
duces the possibilities of overdraft to 
a minimum. 


Central Control over Expenditures 

It appears that the powers of the 
Finance Department to reduce the 
current expenditures of other depart- 
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ments, even where authorized by ap- 
propriation, have not thus far been 
drastically applied. Evidence is not 
found that departmental appropri- 
ations duly made by legislative process 
have been reduced by executive order. 

The monthly or quarterly financial 
reports required from individual de- 
partments are used chiefly as a means 
of checking up the accuracy and 
promotness of entry in departmental 
accounts. In the regulations govern- 
ing the Department of Finance, how- 
ever, the monthly reports are referred 
to also as a basis for scrutiny of de- 
partmental expenditures in excess of 
the pro-rafa proportion, or of an unu- 
sual character. To the extent that they 
are systematically used for this pur- 
pose, they furnish the means, in 
connection with the legal powers of the 
Finance Department, for preventing 
the zreation of situations ostensibly 
demanding supplementary appropri- 
ations from the Emergency Board. 

It is interesting to note that the 
amount at the disposal of the Emer- 
gency Board, exclusive of a sum to be 
used for the National Guard in case of 
riot or catastrophe, is only $250,000 a 
year,as compared witha, total appropri- 
ation for all state purposes of approxi- 
mately $36,000,000. 

A decision of the Ohio Supreme 
Couzt in 1923 denied the power of the 
Director of Finance to prevent the let- 
ting of contracts by other departments 
and added that: 

Itis . . reasonable to conclude that 
the Governor is supreme over all the depart- 
mens, in so far as is provided by law, and 
that each of the departments has its own 
special function; the essential policies of 
each being separate and distinct and free 
from control of the others. 


The power to disapprove individual 
claims seems to have been employed 
mainly in such matters as regulating 
traveling expense accounts, etc. 
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Ceniral Control over Personal Service 


Central control over quantity of 
personnel seems to be effectually exer- 
cised through existing procedure, 
perhaps in some cases even too effectu- 
ally. The appropriation segregation 
of salary items is carried to a degree 
which restricts departmental discretion 
within narrow limits. Through per- 
manent statutory provisions, detailed 
appropriation items, and powers of the 
v finance department to reduce, the 
mechanics of control are entirely ade- 
quate to prevent pay-roll inflation, 
either in number of employes or in 
scale of compensation. On the whole, 
these mechanics have been actually 
operative. It is probable that a really 
scientific appraisal, were one possible, 
would reveal instances where both the 
number of employes and the scale of 
compensation have been kept too low 
to permit the full discharge of the re- 
sponsibilities imposed by law. 


Central Control over Purchases 


The purchasing for most of the state 
departments is directly performed by a 
central division in the Department of 
Fimance. Specifications, where used, 
are said to be formulated by the operat- 
ing department, subject to approval by 
the purchasing division. Inspection 
of deliveries is made chiefly by the 
storekeepers, either at the central 
warehouse maintained by the purchas- 
ing division, or at the department 
ordering. ‘The amount of purchases is 
restricted only by the unencumbered 
appropriation available. In the case 
of printing, however, the Superintend- 
ent of Purchasing may and does exer- 
cise his discretionary powers to reduce 
the proposed expenditure, chiefly by 
reducing the quantity of the edition. 


A separate appropriation for printing - 


is made to each department. 
Apparently no restriction other than 
that in the appropriation act is placed 


THE Annas OF THE ÅMERICAN ÀCADEMY 


upon expenditures for telephone and 
telegraph service. “Communication 
service” is set up as a separate item in 
the appropriation for each department. 


IO. Tar Resurrts 


As the present system has been in 
effect less than three years, it is hardly 
possible to make any valid sweeping 
assertions as to its actual operation. 
Some observations, however, may be 
offered. 

The operation of any administrative 
system is vitally affected by the degree 
of continuity in service of its personnel. 
A frequent turnover renders progres- 
sive achievement difficult, if not prac- 
tically impossible. Under the present 
provisions of law in Ohio, the occa- 
sional reélection of a governor seems 
the only ground for expecting any 
longer term of service than two years 
for fiscal officers, while on the other 
nand changes may occur even within 
the two-year term. It seems doubtful 
whether the best results can be expected 
under such short tenures. 

With the possible rejoinder that the 
remedy lies in the adoption of a four- or 
six-year term for the Governor, to be 
reflected (presumably) in longer terms 
cf officials appointed by him directly 
cr indirectly, the writer is not in sym- 
pathy. In his opinion, the Governor is 
and should be a political official, and as 
such, his principal function should be to 
exercise leadership in the policy-form- 
ing functions of state government. 
The great bulk of these functions in- 
volve action in concert with the legis- 
leture. The probabilities of concerted 
action are diminished by any difference 
in term between the executive and 
legislative branches—very greatly so in 
states where the political parties are 
evenly matched. In the writer's 
judgment, the remedy should be sought 
in the direction of relieving the Gover- 
nor as far as possible of administrative 
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functions, and endeavoring to establish 
greater permanency in administrative 
personnel. 

A commendable advance has un- 
questionably been made in setting up 
a more effective accounting control. 
When appropriations are regarded 
merely as restrictions upon disburse- 
ments, serious abuses are likely to 
arise in the form of overdrafts, accumu- 
lation of floating indebtedness, etc. 
When the control is applied at the 
earlier stage of incurring the obliga- 
tions, it may be made really effective. 

It might be contended with consider- 
able reason that the powers of the 
Department of Finance, as written in 
the law, are extreme, in that they would 
enable the Director of Finance to ham- 
string any department at his pleasure. 
The experience thus far does not indi- 
cate how far these powers may prove 
excessive, as they have not been radi- 
cally applied. It is obviously difficult 
to ascertain how far the expectation of 
disapproval by the Finance Depart- 
ment may operate, whether for good 
or ill, to prevent the several depart- 
ments from presenting additional ex- 
penditure proposals. 

The decision of the Supreme Court 
already quoted may be expected to 
moderate somewhat any tendency to 
wield arbitrary power. 

It would appear that the framers of 
the Administrative Code did not find it 
possible to distinguish clearly the func- 
tions of the Department of Fimance and 
the Auditor of State. Both now have 
powers of prescribing departmental 
accounts and of examining claims and 
vouchers, as well as duties of maintain- 
ing controlling accounts. A proper 
distinction would seem to suggest con- 
centration of auditing functions in one 
office and financial administrative 
functions in the other. As a matter of 
expense, however, the present duplica- 
tion of powers is not serious. 
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The short tenure now prevailing may 
well be especially detrimental to the 
centrel purchasing division. Famil- 
jarity with the varying needs of the 
numerous offices, institutions, and 
agencies of the state can be acquired 
only ‘after a considerable period of 
time, and a central purchasing system 
cannct be expected to show its full 
merits without stability and long 
tenure in its management. As was to 
be expected, many complaints of the 
new organization have been voiced by 
the Welfare Department since the 
power to purchase was transferred from 
it to the central purchasing division of 
the Department of Finance. As to the 
merics ofthe complaints, it is not feasi- 
ble t reach an independent judgment. 
The purchasing agent of the Welfare 
Department, who was displaced by the 
reorganization, had occupied his posi- 
tion for a long time and was thoroughly 
conversant with the needs of the state 
institutions. The variety and volume 
of purchases for the Welfare Depart- 
ment make its requirements especially 
difficult for a central purchasing divi- 
sion to meet successfully. 

‘The control of printing expenditures 
apparently still awaits satisfactory 
solvtion. The nub of the difficulty is 
to discover any one central authority 
wich can intelligently judge the real 
value of the numerous publications of 
stele departments, while without such 
central restriction, publication expendi- 
tures threaten to become excessive. 
The present practice of setting up sepa- 
rat2 appropriations for printing for 
each department is good as far as it 
gces, but does not escape the difficulty 
of deciding how much should be al- 
lowed in the appropriation. 

Jiscal control is only one aspect, 
though necessarily a most important 
on2, of executive control. It must 
therefore be judged in connection with 
th2 whole system of executive control 
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of which it is a part. The system 
imposed upon Ohio by the Adminis- 
trative Code of 1921 frankly endeavors 
to make the Governor virtually all- 
powerful so far as legal measures can 
do so. Whether this high degree of 
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centralization in its present form will 
“make good,” remains to be seen. 
The writer believes that it will prove 
to be a temporary stage of develop- 
ment, somewhat asthe commission form 
of government was in municipalities. 


Supervision of the Budgets of State 
Educational Institutions 
“State Supervision Must Accompany State Money” 
By Francis B. Haas 


Director, Administration Bureau, Department of Public Instruction, 
Commonwealth of Pennsylvania 


T is not the primary object of this 
brief paper to discuss the budget 
from the point of view of justifying it as 
an instrument of efficiency. Any dis- 
cussion, however, of budget super- 
vision should be premised upon some 
mutual understanding as to the mean- 
ing of the term “budget” and of the 
term “supervision.” 
The budget, as we comprehend it, 
presents as an estimate, in terms of 
money, the medium necessary to realize 
the ideals for which the agency con- 
cerned is created. State supervision 
must accompany state money in order 
to guarantee that full value is received 
when the people spend their own 
money. From this point of view the 
budget is, of course, far more than a 
mere subdivision of a sum of money 
usually estimated at a higher figure 
than can be expected; and supervision 
is far more than the problem of reduc- 
ing the estimate so presented to ap- 
proximately what was expected in the 
first place. It is more than a mere de- 
vice for insuring equality of expendi- 
tures with income. 
Therefore, it is easy to see that the 
budget plan will really function for 
service in its larger aspects in so far as 


the agency responsible for its super- 
vision is able (a) to appreciate the 
ideals of service lying back of the fig- 
ures on the budget sheet, and (b) to 
supply the vision and expert technical 
assistance necessary to evaluate the pos- 
sibilities presented by the estimated fig- 
ures in the light of the objectives sought. 

Thus as a first step, budget super- 
vision of educational institutions, to be 
in any sense adequate, needs as e 
foundation, an administrative organi- 
zation of the state government which 
will insure that the various spending 
agencies will clear, for fiscal purposes, 
through that central agency of the state 
government that is best able to ap- 
preciate the ideals of public service 
which should be the motivating force of 
the institution. This philosophy, in 
large part at least, underlies the allo- 
cation of agencies as visioned by Gov- 
ernor Pinchot in the Administrative 
Code which became effective in Penn- 
sylvania June 15, 1923. The agencies 
clearing through the Department of 
Public Instruction are shown on page 
113. 

The institutions for which the De- 
partment of Public Instruction is the 
responsible fiscal agent fall into two 
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AGENCIES CLEARING Trroves Tam DEPARTMENT OF Pusuo Insrrucrion IN Fiscan MATTERS 


SUPERINTENDANT OF PUBLIC Iverrucrion 


DEPARTMENT OF PUBLIC INSTRUCTION OF PENNSYLVANIA 
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State Normal Schools, four- 


teen (14) 

Pennsylvanias State Oral 
School for the Deaf 

Home for Training in Speech 
of Deaf Children Before 
they are of School Age 

Pennsylvania Soldiers’ Or- 
phan School 

Thaddeus Stevens Indus- 
trial School l 


Pennsylvania Institution vor the 
Deaf and Dumb 

Western Pennsylvania Institution 
for Instruction of Deaf and Dumb 

Pennsylvania Institution for the In- 
struction of the Blind 

Western Pennsylvania Schocl for the 
Blind 

Downingtown Industrial ard Agri- 
cultural School 

National Farm School 

University of Pennsylvania 

University of Pittsburgh 

Temple University 

State College 

Philadelphia School of Design for 
Women 

The Philadelphia Museum 

The Pennsylvania Muserm and 
School of Industrial Arts 

Women’s Medical College 

Philadelphia Nautical Schocl 


Geography 
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Deparimental Boards and 

Commission 





State Council of Education 


Professional Examining 
Boards, thirteen (18) 

Public School Employes’ 
Retirement Board 

Pennsylvania State Board of 
Censors 

Pennsylvania Historical 
Commission 





fairly well defined groups: (a) state- 
(b) state-aided 


owned institutions, 


or for the 


detailed administrative 
policy, yet such public service is ren- 


institutions. 

In the case of the first group the state 
is responsible for the development of 
the policy and for the administration of 
the funds in the realization of this 
policy. In the case o7 the stale-aided 
institutions, while the state is not di- 
rectly responsible, either for the aims 

9 


dered and the standards are such that 
the state is justified in making appro- 
priaticns as an economy of public 
monies. 

Wita regard to both of these groups 
of institutions, there rests also with the 
state the obligation to see that a proper 
sense of proportion is maintained as 
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regards the variety of services being 
purchased. This implies in the clear- 
ing department of the state govern- 
ment, such vision and such technical 
ability as will guarantee the mainte- 
nance of relative values in the super- 
vision of the state funds entrusted to its 
administration. It will be seen, there- 
fore, that real budget supervision be- 
gins by placing each agency in the 
proper department of the central state 
government. 

In Pennsylvania the introduction of 
the budget was made much more diff- 
cult because coincidentally there had to 
be made an allocation of the numerous 
spending agencies to the, central clear- 
ing departments. For example, while 
the normal schools were already cleared 
through the Department of Public 
Instruction, the state-aided deaf and 
blind institutions had been attached to 
the Welfare Department. 

As the next step, practical budget 
supervision must see that the various 
institutions are assigned to those agen- 
cies within the responsible departments 
that are best equipped and organized to 
supply the specific professional help 
and the administrative oversight 
needed. Thus the state normal 
schools clear through the Teacher Bu- 
reau, the Thaddeus Stevens Industrial 
School through the Vocational Bureau, 
and the institutions for the deaf and 
blind through the Bureau of Special 
Education. This means that the 
budget requests must be justified, first, 
as functioning to secure the aim for 
which the institution is created, and, 
second, be justified on the basis of 
relative importance among other in- 
stitutions. It is relatively easy to 
demonstrate that a given institution 
requires a new building or that, accord- 
ing to all modern standards, a given 
building should be abandoned. It is 
more difficult, however, to evaluate in 
terms of services to be rendered the 
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apparently justifiable necessities from a 
dozen or more similar institutions, and 
these again with other institutions 
functioning for a variety of different 
objectives. 


Bup@et Practice IN OTHER STATES 


Great variety of practice is found in 
the various states as regards (a) the 
method of initiating the request for 
appropriation, (b) the agency responsi- 
ble for revising and approving the re- 
quest, and (c) the extent to which 
control is exerted in supervision of ex- 
penditure. 

For the most part fiscal expediency 
and accounting accuracy seem to be 
stressed in budget supervision rather 
than necessity for maintaining service 
standards and developing progressive 
social ideals. The résumé in the Ap- 
pendix to this article is from informa- 
tion supplied by the educational 
departments of the various states. 


APPENDIX 
BUDGET PRACTICE IN OTHER STATES 


Arkansas. The budget requests are ex- 
amined by a special legislative committee and 
the appropriations are made direct to the in- 
stitutions. The expenditures are supervised 
by the State Auditor’s department which makes 
a direct audit of the expenditures. Deficiency 
appropriations are sometimes made by the 
legislature. 

California. The State University presents 
budget through board of regents to the Gov- 
ernor or to the administrative agency desig- 
nated by him to prepare the budget. The 
state teachers’ colleges, the schools for the deaf 
and the blind, and the California Polytechnic 
School are administered through the State 
Department of Education, of which the su- 
perintendent of public instruction (elected), 
acting in the ex officio capacity of director of 
education, is the administrative officer. The 
State Department of Education prepares and 
presents the budget for these institutions as do 
the Regents of the University. The Governor 
alone is given powers of review and recommen- 
dation. In practice, he utilizes the State 
Board of Control (appointed by Governor) to 
make such review. Appropriations are made 
directly to the institutions. Expenditures for 


SUPERVISION OF BUDGETS oF STATA EDUCATIONAL INSTITUTIONS 


the State University are subject to practically 
no supervision. Expendituresfor the teachers’ 
colleges and special schools are supervised by 
the State Board of Control and the State Comp- 
troller (elected). The State Board of Con- 
trol exercises some pre-audit supervision in the 
authorizing of certain expenditures. Both the 
State Board of Control and the Comptroller 
audit claims for payment of expenditures. 
Deficiencies may be created in any appropria- 
tion with the consent of the State Board of 
Control and the Governor, by whom a recom- 
mendation is made to the subsequent legisla- 
ture for an appropriation to meet such 
ceficiency. 

Connecticut. The various institutions pre- 
sent requests in October preceding the opening 
cf the legislature in January, to the State 
Board of Finance. This body makes recom- 
mendations to the legislature and during the 
session of the legislature sits with the appropri- 
ations committee. The institution interested 
introduces its appropriation bill and argues its 
case at a public hearing before the appropria- 
tions committee. The state normal schools 
are included under the activities of the State 
Board of Education and this is the body that 
presents the claims for maintenance. The 
State Board of Finance reviews the estimates. 
Requisitions are drawn upon the Comptroller 
by the executive of the institution and the 
Comptroller in turn draws his order on theState 
Treasurer. The State Board of Finance exer- 
cises & general supervision over the expendi- 
tures, because requests for transfers from one 
item to another as voted by the legislature 
must receive the recommendation of the State 
Board of Finance before being acted upon by 
the State Board of Control. Further, the 
State Board of Finance has the power to ap- 
prove or disapprove the salaries that may be 
paid by the state to any of its divisions, except, 
of course, such salaries as are fixed by statute. 
Requests for deficiency appropriations are 
presented to the Board of Finance to be acted 
upon by the State Board of Control. 

Delaware. In Delaware the budget is 
presented to the Governor and the finance com- 
mittees of the House and Senate, and appro- 
priations are made direct to the institutions, 
The State Auditor supervises the expenditures 
by auditing the accounts. Deficiencies are not 
allowed. 

Ilinois. Budgets are presented to the State 
Finance Department, which in turn prepares 
the budget for presentation by the Governor to 
the General Assembly. The appropriation is 
made direct to the State University, but is 
made to the Department of Registration and 
Education for the five teachers’ colleges. The 
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trustees of the State University and the State 
Finance Department supervise the expendi- 
tures. 

Indiana. No appropriations are made. A 
state tax is levied and institutions take what 
revenue is received. The State Board of Ac- 
count supervises the expenditures by auditing 
the receipts and expenditures, no provision 
being made for deficiencies. 

Iowa. Requests for appropriations for 
public institutions are made direct to the legis- 
lature which acts direct on the requests. Ap- 
propriations are made to the State Board of 
Education For the use of the state colleges. 

Louisiana. All of the state supported 
higher educational institutions, with the er- 
ception of the Louisiana State University, are 
under tke control of the State Board of Edu- 
cation. The state board recommends to the 
legislature a budget of appropriations for each 
institution. which the legislature may or may 
not act “avorably upon. 

Masscchusetts. Public institutions file 
budgets with the Department of Education 
which are acted upon by the State Department 
of Education and the State Department of 
Administration Finance. The appropriations 
are made to the Department of Education and 
supervised by that department. Deficiencies 
are not allowed. 

Michtgan. Public institutions present their 
needs to the Public Commission which first 
acts upon them, sending them to the State 
Administrative Board from which they go to 
the legislature. Practically all appropriations 
are made subject to the supervisory control of 
the Administrative Board. Expenditures are 
supervised, to some extent, by the Budget 
Commisrsion and the Administrative Board. 
Supervision is complete so far as bills are con- 
cerned; otherwise, it is largely a case of seeing 
that the budgets are not exceeded. Deficien- 
cies are permitted only after having been 
passed on by the State Administrative Board. 

Minnesota. Budgets are presented to the 
respective governing bodies and acted upon by 
the Governor, appropriations being made direct 
to the institution and expenditures supervised 
by the State Auditor. All claims must be pro- 
vided for in the budget both as to nature and 
amount and there is no provision as to deficien- 
cies. 

Montana. The constitution absolutely for- 
bids any appropriation for charitable, indus- 
trial, educational or benevolent purposes to 
any person, corporation or community not 
under the absolute control of the stete. The 
University of Montana comprises four insti- 
tutions The administrative officers of each 
unit prepare an advance budget for the bi- 
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ennium, which is approved by the Chancellor. 
This is transmitted to the legislative assembly, 
which makes its appropriations on this basis. 
Revised budgets are then made, in harmony 
with the appropriations, as before. Actual 
payments are made by warrants drawn by the 
State Auditor on the Treasurer of the State 
against the appropriations or other funds, on 
the basis of sworn claims approved by the local 
administrative officers and the State Board of 
Examiners at the Capitol. ALH institutional 
accounts are audited by a state accountant 
who is independent of the educational institu- 
tions. 

Nebraska. Each educational institution in 
the state presents an estimate to the State Fi- 
nance Department, which is under the control 
and direction of the Governor. The estimate is 
gone over carefully by the outgoing Governor, 
who gives’ his recommendations and is 
taken up by the Finance Department under 
the direction of the new Governor, if there is a 
change in that office. In this form the esti- 
mated budget goes to the legislature. Appro- 
priations are made direct to institutions, but 
they must present an estimate each quarter to 
be approved by the Finance Department. The 
quarterly estimate must not incur more funds 
than one eighth of the biennial appropriation 
for the institution. Supervision is by the 
Governor's office through the Finance Depart- 
ment. Under the present law deficiencies are 
practically impossible. The law requires that 
a certain per cent of the funds be withheld for 
each quarter. This insures a reserve and in- 
stead of deficiencies the departments usually 
have a small balance at the end of the bien- 
nium. 

Nevada. The budget is submitted to the 
legislature for the State University. It is gone 
over by the Governor and appropriations are 
made direct to the institutions under the su- 
pervision of the State Board of Regents of the 
University. There is a law against incurring 
deficiencies. 

New Mexico. Budgets are reviewed by the 
Governor’s Budget Auditor and transmitted to 
the legislature, appropriations being made di- 
rect to the institutions. The supervision 
covers the careful inspection of all bills and 
guthorization of expenditures of large amounts. 
Expenditures are supervised by the Sczate 
Board of Regents. Strong opposition is de- 
veloping in the legislature to deficiencies. 

New York. Cornell University and a few 
semi-public institutions apply directly to the 
legislature. All others entitled to state aid 
apply through the State Education Depart- 
ment. Estimates are gone over by the State 
Educational Department and the State Board 
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of Estimate and Control and the legislature. 
Appropriations other than to Cornell and a few 
institutions are made to the State Educational 
Department which supervises the expenditure 
by agents or inspectors. Under the law it is 
a misdemeanor to incur a liability for which 
there is no appropriation. 

North Dakota. State institutions present a 
detailed budget to the Budget Board consisting of 
two members of the legislature, the Governor, the 
State Auditor, and the Attorney-General. The 
Budget Board acts first and the appropriation 
committee checks up the budgets before present- 
ing to the legislature. Appropriations are made 
direct. to the institutions. A board of adminis- 
tration confers with the presidents of the various 
institutions before the budget is presented to the 
Budget Board, but is responsible for the expendi- 
tures. De‘ciencies are now forbidden by law. 

South Dakota. The different educational in- 
stitutions make out a budget biennially in ad- 
vance and submit this to the State Board of 
Regents. That body examines this budget and 
either approves, revises or rejects it. The State 
Board of Regents then forwards a budget for the 
different institutions to the State Budget Board, 
which meets biennially in advance of the meeting 
of the state legislature. This Budget Board is 
composed of the Governor, State Auditor, a mem- 
ber of the State Tax Commission, the chairmen 
of the appropriation committees in the Senate 
and House at the past session of the legislature, 
and one member of the Senate and one member 
of the House from the previous session of the 
legislature, appointed by the Governor. These 
requests from the state educational institutions, 
as submittec by the State Board of Regents, are 
then carefully considered by this State Budget 
Board, and their judgment regarding the needed 
appropriations is made in a report to the legisla- 
ture. The matter then is turned over to the 
committees on appropriations in the Senate and 
House of Representatives of the new legislative 
session, and that joint committee embodies their 
judgment as to appropriations in the general 
appropriation bill. The last session of the leg- 
islature made it a misdemeanor for any head of an 
educational institution, state board, or state 
officer, to create deficiencies in excess of the 
amount appropriated for his institution or office. 

Ohio. Institutions make application to the 
legislature for money needed. Requests are 
passed upon by the Budget Commission and 
finance committees of the House of Representa- 
tives and Senate. Appropriations are made di- 
rect to the institutions and supervised by the 
State Auditor. If a deficiency appears to be de- 
veloping, application may be made to the Emer- 
gency Board consisting of the Director of Finance, 
Attorney-General, State Auditor and the chair- 
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man of the House and Senate Finance Com- 
mittee, who may supply additional money. 
Oregon. Budgets are presented to the Budget 
Commission and after approval submitted to the 
legislature. Appropriations are made direct to 
the institutions. Expenditures are supervised 
by the Secretary of the State. The Governor may 
approve deficiencies not to exceed $200.000.00. 
Rhods Island. No state aid is paid to pri- 
vate institutions as such. Appropriations are 
made for scholarships at Rhode Island School 
of Design, Brown University and Rhode Island 
College of Pharmacy. In each instance the 
amount of the annual appropriation is estab- 
lished by statute, and there is no occasion for 
the annual presentation of needs. From time 
to time the State Board of Education or the 
Commissioner of Education asks for an increase 
in the amount to be made available for scholar- 
ships. Hence the presentation is of a public 
need, and is made by a public school officer. 
As to other institutions: (a) Rhode Island 
College of Education (normal) is controlled 
and managed by a corporate board o? trustees 
which includes the State Board and the Com- 
missioner; the Commissioner, as agent for the 
trustees, presents estimates; (b) Rhode Island 
State College is controlled by a corporate 
board of managers; the Commissioner is presi- 
dent of the board; the president of the college 
represents the board of managers, and receives 
the co-operation of members of the board; (c) 
Rhode Island Institute for the Desf is con- 
trolled by a board of trustees; the trustees 
present the needs of the institute. Under 
Rhode Island statutes every department, 
board and commission is required to present 
annually before January 15 an estimate of its 
needs to the Governor and to the State Auditor. 
Similar estimates are presented to the Finance 
Committees in the General Assembly. Ap- 
propriations are based upon expenditures in 
past years and estimates. Budgets are gone 
over by the Governor, the Auditor, and the Fi- 
nance Committee in the Assembly. Appro- 
priations are paid on orders drawn by the State 
Auditor accompanied by the proper vouchers. 
There is no state supervision aside from general 
management. While bills are not paid beyond 
the appropriations, the department may ask 
for a deficiency appropriation to pay claims. 
South Carolina. The budget is presented 
through the Budget Commission and acted 
upon also by the Ways and Means Committee 
of the legislature and the Finance Committee 
of the Senate. Appropriations are made di- 
rect to the institutions. Deficiencies are not 
permitted. 
Tennessee. Budgets are presented direct to 
the state legislature. They are reviewed by 
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the Stete Board of Education, together with 
the Commissioner of Education, and appropri- 
ations tre made direct to the institutions. The 
beard authorizes expenditures and checks all 
vouchers paid. Expenditures cannot exceed 
the amount of the appropriation. 

Teras. The budget is gone over by the 
State Board of Control and the Finance Com- 
mitteer of the House and Senate. Appropri- 
ations are made direct to the institutions ex- 
cept for institutions for deaf, feeble, blind and 
orphars, which are expended under the Board 
of Ccrtrol. Expenditures are supervised by 
the gorerning bodies of the institutions and de- 
ficienzes ave not allowed unless approved by 
the Gcvernor. 

Uic. The educational institutions of the 
state cf Utah present requests for appropria- 
tions to tha Department of Finance and Pur- 
chase <o be incorporated in the budget. The 
Depar-men? of Finance and Purchase, the Gov- 
ernor, a committee representing the legislature 
consisting of members of the House and Sen- 
ate, end finally the legislature itself passes on 
the bidge. appropriations. The appropria- 
tions ere made direct to the institutions. The 
Depar_ment of Finance and Purchase super- 
vises che expenditures. The Department of 
Finance ard Purchase does all the purchasing 
for the various educational institutions and 
passes on all claims after same have been ap- 
proved by the respective educational boards. 
H it & found that an institution has not suff- 
cient fundas to carry it through its biennial 
period, a request must be made for a deficit to 
the State Board of Examiners before any def- 
cit is 2reated. 

Venort. The budget is reviewed by the 
State Board of Education and partly by state 
officia.s who check up conditions for specific ap- 
proprations made direct to the institutions for 
specia. appropriations. Appropriations for gen- 
eral ecpport are supervised by the State Board of 
Educetion and by state officials on special appro- 
priatiens. Deficiencies may not be legally in- 
currec. A contingent fund is arene however, 
for ecergencies. 

Veryinca. Public institutions prestat needs to 
the Bidget Commission, and then when neces- 
gary to the Appropriation Committee of the Gen- 
eral Assembly. The Finance and Appropriating 
Committees of the Assembly act on the requests. 
Apprcpriations are made direct to the institu- 
tione Lupervised by a Board of Control appointed 
by the Governor and the Auditor of the Budget 
Commission. ‘There is a monthly examination 
of accounts. 

Wet Virginia. The budget agreed upon by 
the vard of Education and the State Board of 
Con-pol goes to the financial committees of the 
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legislature. Appropriations are made direct to 
the institutions supervised by the State Board of 
Control. The State Board of Education elects 
teachers, sets salaries, and determines policies. 
The Board of Control handles all of the finances 
and supervises all expenditures. A small ap- 
propriation is made to take care of unusual situa- 
tions. Large deficiencies have been appropriated 
se in the past, but this is contrary to the budget 
aws. 

Wisconsin. The Department of Public In- 
struction presents financial needs to the State 
Board of Public Affairs. These are reviewed by 
the Board of Public Affairs and a joint financial 
committee of the legislature. Appropriations 
are made direct to the institutions and super- 
vised by the State Board of Public Affairs and 
Government. The Governor may disapprove 
building expense and the Board of Public Affairs 
audits all bills. There is a State Emergency 
Board which acts on all requests ottside of ap- 
propriations. 

Wyoning. Institutions present financial 
needs in the form of a budget to the Governor, 
which is printed before the legislature meets and 
includes the Governor's recommendations. The 
budget is{forwarded to the legislature after ap- 
proval by the Budget Committee and the Gov- 
ernor. Appropriations are made direct to the 
institutions and expenditures are supervised by 
the Board of Trustees of the University and the 
State Auditor. The law does not contemplate 
deficiencies. The University is the only institu- 
tion of higher learning and is supported by a 
direct tax of one-half mill. Appropriations are 
asked only for buildings, extension work, and 
other purposes outside of regular maintenance. 


Buper PRACTICE IN PENNSYLVANIA 


The Administrative Code went into 
effect in Pennsylvania June 15, 1923, 
and while the Governor passed upon the 
request for the current biennium in 
budget form, the present period is one 
of transition for a number of reasons, 
the most important of which are: (1) 
the need for coördinating administra- 
tively various agencies as contemplated 
in the Administrative Code; (2) the 
very great necessity for economy in 
state expenditures in general, due pri- 
marily to the past inequality of income 
and expenditure; (3) the lack of expe- 
rience of most of the ‘officials charged 
with the operation of budget ma- 
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chinery; (4) the lack of uniform ac- ° 
counting systems throughout the 
various agencies; (5) the absence of 
standardization in such lines as pur- 
chases, classification of positions, and 
salary schedules; (6) the insufficiency of 
detailed cost data for the various agen- 
cies, and (7) inadequate service records, 
etc. 

Previous to the passage of the Ad- 
ministrative Code the practice in 
Pennsylvania, for the most part, con- 
sisted of the presentation to the appro- 
priation committee of requests by the 
various agencies with more or less de- 
tail regarding the purpose for which the 
appropriation was desired. When ap- 
proved by the legislature, appropria- 
tions were subject to such cutting by 
the Governor as in his judgment ap- 


‘peared necessary to keep expenditures 


within the income. This system tends 
to invite an excess of expenditure over 
income. 

The Administrative Code, Article 
VI, provides a budget scheme for 
Pennsylvania. 

Most of the factors referred to above 
as operating to make the introduction 
of budget supervision extremely diff- 
cult in Pennsylvania apply to the edu- 
cational institutions with the possible 
exception of the normal schools, which 
for the last four years have been work- 
ing upon and developing a uniform 
accounting system. While monthly 
financial reports have been submitted 
from them in accordance with this ac- 
counting system, little use has been 
made of them administratively in the 
department for other than accounting 
purposes. 

In developing the policy set up by 
the Administrative Code for budget 
supervision during the current bi- 
ennium, the following procedure so 
far developed is proving satisfac- 
tory. The various departments are 
carefully checking the methods in- 
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volved and the results attained, in or- 
der that the aims of the Code may be 
realized and progressive improvement 
assured. 

In presenting requisitions for the 
appropriations to the legislature in 
1923 each institution used the same 
budget forms used by other depart- 
ments. It was extremely difficult to 
do this for the current biennium be- 
cause of the lack of uniform accounting 
systems throughout the spending agen- 
cies, with the accompanying difficulty 
of securing comparable cost data. 

It should be noted here that since the 
Administrative Code was not effective 
until June 15, 1928, many agencies, 
which under the code will clear through 
and be under the supervision of one of 
the main departments, presented 
budgets to the Secretary of the Com- 
monwealth for the Governor. 

In supervising the expenditures for 
educational institutions within the 
Department of Public Instruction an 
accumulative monthly financial state- 
ment is kept. This shows each month 
the exact status of the appropriation to 
the institution. Proper organization 
is being developed to codrdinate fiscal 
supervision with adequate professional 
oversight. 

In addition to this, a chart is kept 
for each institution presenting graphi- 
cally the status of the appropriation 
and showing by a control line any ac- 
cumulated surplus or deficiency. This 
procedure is followed individually for 
all institutions and it will be seen that 
the movement of all expenditures 
against the appropriation is constantly 
under supervision, and while the 
greatest latitude is given to the admin- 
istrative heads of the institutions, 
variations from the estimates are im- 
mediately checked. Conferences are 
held with the responsible officials and 
such adjustments made as seem best 
for the institution, 
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A brief description of the principal 
forms which have been developed to 
assist in this supervision follows: 

1. The Classified Estimated Monthly 
Exzenditures form distributes each ap- 
propriation by months, using the 
captions of the uniform accounting 
system adopted by the Department of 
Finance and Accounts. 

2. The Monthly Accounting Report is 
received monthly from each institution, 


and on the basis of these reports a 


single monthly report is forwarded to 
the Department of Finance and 
Accounts showing the status of the 
appropriations administered by the 
department. 

2, The Monthly Financial Statement 
(Accumulative) tabulates the expendi- 
tures monthly against the figures on the 
Estimated Monthly Expenditures form 
and carries an accumulative balance 
showing the status of each item and of 
the grand total at the close of each 
mecnth. 

4. For purposes of graphic repre- 
sentation a chart is prepared showing 
the expenditures for the corresponding 
periods of the preceding biennium. 

While the period of operation under 
the Administrative Code has been 
short, ample time has elapsed to dem- 
onstrate the soundness of the under- 
lying principle and the possibilities 
of providing for the people of the state 
an efficient and economical adminis- 


tration of their money. 
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Developing Budgetary Control in Relation to the State 
Institutions of Pennsylvania 


By Cremenrt W. Hunt 
Deputy Secretary of Welfare, Commonwealth of Pennsylvania 


HE last ten years have witnessed 
two notable developments in gov- 
‘ernment which vitally affect the man- 
agement of state institutions. One 
tendency has resulted in the establish- 
ment of the budget system in nearly 
every state. In 1915 it was stated in 
The Annals! that “we stand almost 
alone among modern governments m 
that neither our Federal Government, 
‘nor any state, has as yet installed the 
most necessary device for regulating 
our public expenditures,—a modern 
budget system.” Beginning with the 
year 1915, not only has the Federal 
Government enacted laws pertaining 
to the budget system but every state 
save one has taken similar action. 
The other development has to do 
with the reorganization of agencies 
exercising supervision over penal and 


1 Vol. 62, 1915—S. Gale Lowrie, “The Proper 
Function of the State Budget.” 


eleemosynary institutions. This move- 
ment is characterized by a change from 
supervision and inspection by unpaid . 
boards to supervision and administra- 
tion by paid boards of control, and 
more recently by a more highly spe- 
cialized type of supervision and leader- 
ship found in departments of public 
welfare. While Kansas City * was the 
first to establish a Board of Public 
Welfare in 1910, and while many other 
cities were quick to give organized ex- 
pression to the new conception, it was 
not until 1917 that a state, North 
Carolina,? set up a thoroughgoing or- 
ganization called the Department of 
Public Welfare. There are now twelve 
states having such departments, and 
Congress is being urged to establish a 
federal department of welfare. True, 

2 Vol. 105, 19@8—Robert W, Kelso, “The 


Transition from Charities and Correction to 
Public Welfare.” 
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indeed, the name may signify much or 
little so far as effective organization is 
concerned; the point here emphasized is 
that it indicates a noteworthy trend in 
state government in recent years. 

Pennsylvania created a Department 
of Public Welfare in 1921; it enacted a 
budget law in 1928. But effective or- 
ganizations do not spring into existence 
with the enactment of laws providing 
for their creation. So it is that the 
Department of Welfare* in Pennsyl- 
vania is still engaged in developing an 
organization which will enable it to 
render the service contemplated in the 
Act of 1921 and exercise budgetary 
control over its state institutions in 
conformity with the provisions of the 
budget system. 

The state institutions of Pennsyl- 
vania are managed by boards of 
trustees appointed by the Governor. 
This form of management has been in 
operation since the several institutions 
were established. On the whole, it has 
proven to be a commendable plan. 
Trustees are usually possessed of good 
judgment, broad experience, and are 
inclined to take a keen interest in the 
activities of their institutions. It is 
true that there are exceptions, and the 
abuses of boards of managers in Penn- 
sylvania and elsewhere, who put poli- 
tics above the interests of their institu- 
tions, have been notorious. ‘This doubt- 
less accounts for the fact that in most 
of our states,‘ institutions are managed 
by central boards, commissions or de- 
partments, rather than by local boards. 


3 Name changed by Administrative Code to 
Department of Welfare in 1928. 

t Of the thirty-five states which responded toa 
questionnaire sent out by the writer, twenty-one 
reported that their institutions were managed by 
boards of control, three reported that part of 
their institutions were managed by local boards 
and part by central boards; in two states institu- 
tions are managed by the Department of Public 
Welfare, in other states local boards control the 
institutions, 
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INFORMATION AS TO FORMS OF CONTROL 


Tke relative merits of three different 
forms of contro] have been remarkably 
well evaluated by Henry C. Wright in 
his report, “Fiscal Control of State 
Institutions,” published in 1911. For 
comparative purposes he selected In- 
diana, New York and Iowa. In In- 
diana each institution is a separate unit 
controlled by a board of trustees or 
managers. This has been the situation 
in Fennsylvania, as noted above. In 
New York State the hospitals for the 
insane are under the supervision of a 
small commission with limited powers 
headed by an experienced psychiatrist. 
Towa represented the third form of 
orgenization with institutions managed 
by a Board of Control with full power 
to administer the affairs of the institu- 
tions. The substance of Mr. Wright’s 
findings are as follows: 


As to New York: 


This :nvestigation seems to point to the 
adv-sability of a further decentralization of 
the detailed supervision of buying and g 
fuller supervision of the larger problems 
of tke institutions. Experts, rather than 
bookkeepers and clerks, seem to be needed. 


A3 to Iowa: 


Iowa, apparently, bas centralized either 
too much or too little; either the judgment 
of the local superintendents and stewards 
should have been trusted more, or else 
power to decide should have been reposed 
in a number of experts, each competent in 
his own line; the judgment of the Board of 
Control is not materially better than that 
of the superintendents and stewards and 
not up to the standard of experts; the Board 
is not doing better work in buying than the 
purchasing committees of stewards or of 
superintendents in New York and not as 
good work as the individual superintendents 
in Indiana. 

As to Indiana: 

~ndiana secures an economical adminis- 
tration and very satisfactory results under 
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the present form of supervision through the 
Board of State Charities. Its institutions 
are managed more economically and more 
satisfactorily than are the institutions in 
either Iowa with complete centralized con- 
trol, or in New York with a partial cen- 
tralization. 


In general: 


In attempting to draw deductions from 
the conditions found under the three sy3- 
tems, it should not be hastily concluded 
that because conditions were found to be 
excellent in Indiana the type of supervision 
there maintained would be the most ad- 
visable form for other states. 

Under average political conditions, it 
would seem wise to have sonfe form cf 
central control greater than that exercised 
in Indiana and less than that in either New 
York or Iowa. Indiana has secured systern 
and uniformity in the management of her 
institutions which would be difficult to 
duplicate in any other state under a board 
with merely advisory functions. 

A proper system of central supervision 
should be so planned and adjusted as to 
utilize, as far as possible, the knowledge and 
ability of local officers in the institutions, 
and to supplement their knowledge in fields 
where a broader oversight is needed. The 
primary need of the local officers, superin- 
tendents and stewards, is information and 
instruction rather than undue restriction 
and control. 


The Department of Welfare in Penn- 
sylvania believes that local boards are 
essential. They not only give stability 
to the management of institutions, but 
they carry the spirit of the institutions 
home to the public in a way which is 
impossible in a highly centralized form 
of control. It also believes that there 
is a very Important service to be ren- 
dered by a central officé in furnishing 
advice through an expert personnel. 
Moreover, since the care of the insane 
and the incarceration of the criminal 
are recognized as state functions, it 
logically follows that an executive de- 
partment of the state should formulate 
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policies relating to the service to be 
rendered by its hospitals and penal 
institutions. The Department of Wel- 
fare feels that its policies must be 
interpreted to the management of the 
institutions by its representatives and 
also that the activities of these agencies 
must be codrdinated. Such a plan of 
relationship would seem to have the 
advantages of a decentralized admin- 
istration by local boards on the one 
hand, and on the other a centralization 
of control characterized by a service of 
advice rather than by an exercise 
of authority. 

There is a danger which must be 
guarded against in any system of 
central control, and that is the assump- 
tion of administrative authority in 
local affairs by the central office. It is 
easy to assume authority in one way or 
another until the initiative of the super- 
intendent is weakened. Initiative is 
one of the qualifications essential to the 
success of a manager. However, if a 
superintendent is aggressive and eager 
to keep his institution abreast with the 
times, he is not likely to feel that his 
initiative is destroyed by those who 
seek to assist him in his endeavors. It 
is the superintendent whose manage- 
ment has become routinized, whose 
attitude of mind is ultraconservative, 
who is most likely to raise the cry of 
interference. For such a superintend- 
ent, centralized control may indeed 
become of necessity an exercise of 
authority rather than a service of 
advice, if the policies of the state are 
to be carried out. 


ESTABLISHMENT OF UNIFORM 
ACCOUNTING SYSTEM 


The first step in the development of 
budgetary control of institutions in 
Pennsylvania was the establishment of 
a uniform accounting system. Itis not 
necessary here to discuss the impor- 
tance of uniformity in accounting. 
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Suffice it to say that nearly every state 
has recognized it as essential to a 
budget system.5 But the fact should 
be emphasized that a cost accounting 
system was introduced. Instead of a 
mere record of expenditures, the cost of 
provisions, supplies and materials ac- 
tually consumed month by month is 
determined by the new system. The 
purpose of this scheme, so common in 
commercial enterprises, is to enable the 
institutional manager and the Depart- 
ment, in their exercise of budgetary 
control, to know the trend of costs 
month by month. Any marked change 
in the per capita cost can be investi- 
gated at once, whereas, if the account- 
ing is based on expenditures and not 
actual costs, an increase in the cost of 
operation may not become apparent 
until it is too late to avoid a deficit. 

A cost accounting system makes 
systematic stores accounting an essen- 
tial feature of institutional manage- 
ment. This was the second step in 
establishing budgetary control by the 
Department of Welfare. In brief, the 
plan as introduced requires the placing 
of all provisions, supplies and materials, 
which are not purchased for immediate 
consumption, in store to be given out 
on written requisition as needed. Such 
commodities are guarded with quite as 
much care as the money in the cash 
box of the office. A cashier who left 
his cash drawer open to irresponsible 
employes, who in fact left money un- 
guarded in numerous places about an 
institution, would be deemed careless 
and utterly incompetent. Yet such 
carelessness in the handling of supplies 
is all too common in public institutions 
throughout the country. 

The accounting system is designed to 
show the cost of operation by functions. 
Some systems show expenditures or 


E Of the thirty-five stetes which returned the 
writer’s questionnaire, all but seven have uni- 
form accounting. 
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costs in total by objects, 7.¢., salaries, 
supplies, provisions, etc. But the chief 
concern should be to determine the per 
capite cost of a given service analyzed 
as to salaries, supplies, etc. Hence, the 
system now used in the institutions of 
Pennsylvania is divided into functions 
as follows: 


Mental Hospitals and Schools for 
Mental Defectives 


Dept. 

A. Administration 

B. Household 

C. Operation of Plant 

D. Maintenance 

E. Shoes and Clothing 

F. Professinal Care of Patients 

G. Auxillary Agencies and Sundry Ac- 
tivities 

H. Agricultural Activities 

I. Industries 

J. Cepital Outlay 


Penal and Correctional Institutions 


A. Administration 

B. Household 

C. Operation of Plant 

D. Maintenance 

E. Shoes and Clothing 

F. Care of Inmates 

G. Auxiliary Agencies and Sundry Activi- 
ties 

H. Agricultural Activities 

I. Industries 

J. Capital Outlay 


Medical and Surgical Hospitals 
A. Administration 
B. Household 
C. Operation of Plant 
D. Maintenance 
E. Fixed Charges 
F. Professional Care of Patients 
G. Social Service and Out-Patient 
H. Capital Outlay 


The activities or functions of an 
institution would seem to fall quite 
naturally into the foregoing general 
accounting divisions. The first seven 
divisions, Departments A to G inclu- 
sive, have to do with the care of 
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patients and inmates and give the 
bases for determining the per capita 
cost of care. Department H, Agricul- 
tural Activities, is not included in 
computing the per capita inasmuch as 
it does not cover costs having to do 
directly with the care of inmates. The 
produce of the farms and gardens is 
charged to the dietary at wholesele 
prices, and the per capita cost reflects 
the cost of such produce the same as it 
does the cost of provisions actually 
purchased. It is only by such an 
accounting procedure that costs in 
several institutions can be made really 
comparable. The same accounting 
procedure is followed with réference to 
Department I, Industries. And here, 
_ industries are distinguished from oc- 
cupational therapy, which is classified 
under Department F, Professional Care 
of Patients. 

Each functional division of the ac- 
counting system is subdivided as to the 
general character of costs and further 
subdivided as to the more specific 
objects of costs. By way of illustra- 
tion, the character classification under 
Department G, Auxiliary Agencies and 
Sundry Activities, is here given: 
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And Social Service, for example, is 
further subdivided as follows: 


SOCIAL SERVICE 

G-1 Salaries 

G-2 Transportation 

G-3 Supplies 

G-4 Miscellaneous 

The organization of the accounting 

system according to functions is essen- 
tial to budgetary control. It makes it 
possible for the local manager to ana- 
lyze his costs in such a way as will 
discover to him the services which are 
excessively high in cost and which con- 
sequently call for close study. On the 
other hand, the superintendent will 
have brought to his attention the 
service for which better facilities may 
well be provided. Such a study can be 
made highly profitable if a manager 
will make a comparison of the costs in 
his institution with the costs in other 
institutions of the same class. The 
following table shows per capita costs 
of care based on budgetary estimates 
from a group of eight Pennsylvania 
institutions. The variations are wide 
because the figures are based on esti- 
mates submitted upon the introduction 
of the budget system and before the 
institutions had opportunity to ac- 
cumulate cost data. They serve, how- 
ever, to bring home to any one of the 
superintendents of these institutions 
the importance of a comparative study 
of costs. 


TABLE J—Esrmates OF Per Carrra Costs ix Eraut Inerrrorions 


2 o 
. Cyerating of Plant and Care 
of Grounds 
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SIGNIFICANCE OF VARIATIONS 


There are, of course, many conditions 
which affect the costs in Table I. 
Institutional population, for example, 
directly affects the cost of administra- 
tion; the geographical location of an 
institution may result in a high per 
capita for operation of plant if the 
winters are severe; and an institution 
for chronic cases should not show as 
high a per capita for professional care 
of patients as institutions having many 
acute cases. There are many other 
conditions which might be mentioned 
by way of explanation for the variation 
in costs. But a marked variation from 


the average in any given function . 


should cause a superintendent to in- 
quire into the expense of operating that 
department of his institution. For 
instance, if the average per capita cost 
for operation of plant and care of 
grounds is $50, what are the conditions 
in Hospital E, favorably located, which 
should run the cost as high‘as $61? 
When the superintendent of Hospital 
D observes that two hospitals keep 
their inmates in shoes and clothing for 
an average of less than ten dollars per 
capita, he naturally proceeds to in- 
vestigate why it should cost him as 
much as eighteen dollars for each in- 
mate. On the other hand, when social 
service, recreation and other auxiliary 
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agencies cost on the average nearly four 
dollars per capita, the superintendent 
of Hospital E may well ask if he is 
furnishing adequate service in those 
departments of his institution. 

The variations become even more 
significant when the costs are reduced 
to percentages as shown in Table II. 
A superintendent should endeavor to 
develop a well-balanced budgetary pro- 
gram. No one department of an in- 
stitution should profit at the expense of 
the others. Hospital G expends 20 
per cent of its budget in the operation 
of its power and heating plant and in 
the care of its grounds. It would seem 
that this wag out of proportion to the 
cost of other activities. Eventually the 
percentage of the total budget to be 
apportioned to each function will þe- 
come fairly well standardized for this 
system of accounting. It is quite 
probab.e that as time passes the per- 
centages for Professional Care of Pa- 
tients end Auxiliary Agencies, includ- 
ing social service, clinics, recreational 
activitias, etc., will increase and the 
percentage for the other functions will 
become accordingly smaller. The first 
will come in response to an appreciation 
of the reed of more scientific treatment 
of patients; the second as a result of 
more intelligent buying and using of 
supplies and provisions. 


TABLE U—Pxrecentrags Eaca Irex Is or tax Torat Per Caprra Cost 
Percentage Variation in Estimates of Institutional Costs 


~eoh ev env,aaetaeeva er eoeoneere 
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$ RAR and Upkeep. 


agaca 


. Shoes and Clothin 39 

. Professional Care of Patients! 21 S 

. Aunlhary Agencies........-. 1,8 
Total o eers aieeao niak 100 0 
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It is only when the analytical study 
is extended to the details of functional 
costs that one is really able to get at 
the facts. Space does not permit an 
extended discussion of the problems 
revealed in Tables ITI and IV. The 
tables are here presented to show the 
Importance of accounting in budget- 
ary control from the superintendent’s 
standpoint. 
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institutions with recommendations in 
other instances. This right of review 
is exercised by the central board, com- 
mission or department in twenty-five 
of the thirty-five states which returned 
the writer’s questionnaire. When the 
budgetary estimates are finally ap- 
proved, they are sent to the state 
budget officer to be given further 
consideration. 


TABLE Ul—Estmatep Per Carrra Cost or Provistons in Ereut Instrrrurions 










rul 


t 
Dairy Products 
Meit oct. oe era cen aaa 


AID Grven BY CENTRAL OFFICE 


What is the part to be played by the 
central office in the plan of budgetary 
control as here set forth? In the first 
place, the budget law of Pennsylvania 
requires that the Department of Wel- 
fare shall call for the budgetary esti- 
mates from the institutions under its 
supervision. ‘These estimates are sub- 
mitted in detail, a practice followed in 
most states. The Department gives 
careful consideration to the estimates, 
granting hearings in some cases and 
referring the proposals back to the 


8 Detailed budgets are prepared by institu- 
tions in all but two of the thirty-five atates 
reporting. 











F GQ H AVERAGE 
$50. $18 16 819.91 | 324.81 
14. 11.96 | 11.31 12.63 
4 . 66 2 86 4.60 
20 .29 | 21.94 27.11 
18, 81; 13 83 25 28 
$69.96 | 393 Øl 





It is the opportunity to review the 
institutional budgets which enables the 
Department to exercise quite a measure 


of control. If estimates are deemed 
excessive or unnecessary, a conference 
with one or more representatives of an 
institution may result in a justification 
of the estimates or it may bring about 
a revision downward. The state may 
have a policy calling for the develop- 
ment of mental clinics. If it is found 
that certain institutions have made no 
provision for clinical service, the De- 
partment should exercise the right of 
inquiring why budget proposals are not 
included for clinics. Budgetary con- 
trol may be made something more than 
financial statistics; it may be made an. 
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effective means for developing the 
policies of a central office. 

Again the budget law contemplates 
that the Department of Welfare shall 
call for periodical reports on the prog- 
ress of the budget program. These re- 
ports may take the form of studies in 
costs which will enable the central office 
to guard against the creation of a deficit 
by an institution. In a budget system 
deficits are either not allowed or are 
taken care of by a contingent fund.’ 
The Department must keep itself in- 
formed so that it can raise the danger 
signal if a shortage seems to be at all 
likely. But these reports may serve 
another purpose. They can be made 
the bases of the comparative cost 
studies which have already been re- 
ferred to. Such studies should be 
made available to each superintendent. 

The services of greatest importance 
to be rendered by a department to an 
institution are those of consultation 
and stimulation. It should be possible 
for a superintendent or warden to lay 
his special problems before an expert 
on the staff of the central office and get 
helpful advice. This should be true 
not only with reference to professional 
matters relating to the care and treat- 
ment of the inmates and the general 
management of the institution, but 
quite as much with reference to prob- 
lems in other departments. There are 
problems in accounting, purchasing, 
kitchen management and general die- 
tetics, power plant management, engi- 
neering and agriculture ever before 
institutional executives. If a capable 
superintendent can get expert advice 
in dealing with such problems he will 
gladly seek it and will find it profitable 


7 Twelve of the thirty-five states already re- 
ferred to reported that institutional deficits are 
not permitted; deficits are permissible in four 
states with the governor’s approval; and in 
thirteen with the approval of the central board, 
commission or department. 
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and stimulating. It goes without say- 
ing that where the need for such 
advice is apparent, but not sought, the 
central ofice must take the initiative 
and give constructive criticism. Such 
8 move id often necessary if a budget 
program is to be adhered to and a 
deficiency avoided. 


Work ACCOMPLISHED AT 
CONFERENCES 


The Department of Welfare called 
the stewards of the several state in- 
stitutions together in conference last 
summer for the purpose of discussing 
with them better methods of buying 
and handling’ supplies and provisions. 
Some of zhe subjects discussed in a two 
days’ meeting were: 

Stores Accounting—Essential Steps 

Aspecte of Standardization as Related to 

Buying 

Cannec Goods Specifications 

The Function of a Dietitian 
The instructors were recognized ex- 
perts. Among those who spoke, one 
was a wnolesale grocer; one was asso- 
ciated with the National Canners’ As- 
sociation; one was in charge of the 
stores system for a large manufacturer; 
and one was the vice-chairman of the 
Federal Specifications Board. 

Three conferences have been held 
and oth2rs are to follow. The’ third 
meeting was held at State College, 
where there were facilities for demon- 
stratiors. Here superintendents and 
stewards were schooled in the testing of 
butter and.cheese, being given oppor- 
tunity =o actually grade the dairy 
products under the direction of instruc- 
tors. «A half day was devoted to a 
demonstration of meat cutting. Car- 
casses were cut to show the economical 
cuts; the ditferences between steer and 
cow beef; the characteristics of lamb 
and mu-ton; and the methods of grad- 
mg beef. 

At th:s third conference, committees 
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on the standardization of supplies and 
provisions had interesting meetings and 
laid the foundation for much construc- 
tive work. The committee on the 
standardization of shoes discovered 
that no less than fifty-seven styles were 
being purchased by the institutions; the 
committee reduced the number to 
fourteen. The committee on dairy 
products agreed that butter testing 
from 88 to 90 should prove satisfactory 
for institutional use and that it was not 
economical to purchase butter testing 
higher than 90, since it must be pur- 
chased ordinarily at a premium. The 
developments in other committees were 
equally interesting, anf show how 
stewards can be stimulated to study to 
improve their work. 

It is proposed to exercise budgetary 
control over construction work in the 
institutions in the same general way. 
The state must have a building policy 
and a building program looking ahead 
two, four, and ten or more years. A 
local board cannot be permitted to dis- 
regard this policy and program. It is 
enough that the central office should 
have the right to approve all plans 
and contracts. With such authority 
granted, it becomes highly expedient 
that the local management should keep 
the Department fully informed of pro- 
posed developments. The local board 
is usually in need of the technical ad- 
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vice which the central office can furnish. 
The Department of Welfare is finding 
that its institutions are looking to it for 
this service. It is also observing that 
its boards of trustees, possessing men 
experienced in manufacturing and com- 
merce, are able and enthusiastically 
willing to give intelligent, serious con- 
sideration to the problems of construc- 
tion. It is hardly conceivable that a 
central board or commission could 
render such an intimate service to each 
of its numerous institutions. 

The transition in Pennsylvania from 
the methods of supervision employed 
by an unpaid board to the more 
aggressive leadership of a Department 
of Welfare has been under way now for 
about two and a half years. The 
budget system has been in effect for 
nine months. Readjustments have not 
as yet been completed. The Depart- 
ment, however, is satisfied that the plan 
of budgetary control herein discussed 
will prove to be highly satisfactory to 
all concerned. The line of demarca- 
tion is being carefully drawn between 
the administrative functions of the 
local officers in the institutions and the 
advisory, policy forming, and budget- 
ary functions of the central office. It 
is believed that the plan will have all of 
the advantages and none of the ob- 
jectionable features of types of organi- 
zations found elsewhere. 


The Application of Comparative Unit Costs to the 
Highway Engineering Business 


By Wriuram H. CONNELL 
Engineering Executive, Department of Highways, Commonwealth of Pennsylvania 


VERY business should have some 
means of measuring the service 
rendered by the individuals who turn 
out the work. The kind of work, of 
course, varies with the character of the 
business, but in these days, in order to 


be successful in business, the measuring 
of the service rendered by the employes 
is essential. This becomes more uni- 
versal as competition becomes keener. 
Comparative unit costs in the high- 
way engineering business enable you to 


"i 


pam ereraa 


Unit Costs AND Highway ENGINCERING BUSINESS 129 


compare not only the quantity but the 
cost of like work performed by different 
individuals or groups of individuals. 
This is simply a sound business engi- 
neering principle and one that I have 
successfully applied to two other big 
highway organizations similar in many 
respects to the Department of aca 
ways in Pennsylvania. 

In the steel business the service of 
the individual is measured on & piece- 
work basis. This method is also very 
generally applied in the manufacturing 
business. In the coal business the 
service of the individual is measured on 
@ quantity production basis. In steno- 
graphic and clerical work the compara- 
tive measure of service is based upon 
the amount of work turned out by the 
individual. Even bricklayers have 
been working for years on a production 
basis. 


APPLICATION OF COMPARATIVE 
Unir Costs 


The application of comparative unit 
costs to this business in the state of 
Pennsylvania can be very readily vis- 
ualized if we bear in mind that Pennsyl- 
vania has an area of about 45,000 
square miles, and the highway system, 
under the jurisdiction of the Depart- 
ment of Highways, comprises 10,777 
miles. The plan by which the mainte- 
nance work is controlled consists of 
dividing the state into four geograph- 
ical divisions, each under the super- 
vision of a division engineer. The 
state is further divided into districts of 
which there are fifteen in the state, 
each under the supervision of a district 
engineer. These district engineers re- 
port to their respective division engi- 
neer. The districts are further divided 
into sections, of which there are fifty 
two In the state, each under the super- 
vision of a maintenance superintendent 
who reports to his respective district 
engineer. These sections are further 
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divided into sub-sections of which there 
are one thousand seventy two in the 
state, each under the supervision of a 
foreman to his respective superin- 
tendent. 

The comparative unit costs are for 
all classes of maintenance work. The 
first aralysis of these costs compares 
the costs cf the work under the juris- 
diction of each division engineer and as 
he in turn holds the district engineers 
responsible in their respective districts, 
the cosis ave subdivided to compare the 
work under the jurisdiction of each 
district engineer. Since the district 
engineer in turn holds the superin- 
tendents responsible for the work in 
their respective sections, the costs are 
further subdivided to show the com- 
parative costs of the work under the 
jurisdiction of each superintendent. 
Finally, as the superintendent holds the 
foreman in charge of the sub-sections 
responsible, it is necessary to further 
subdivide the costs so that a compari- 
son can be made of the costs of the 
work under the jurisdiction of each 
foremen. You can readily see that a 
furthe> subdivision for the protection 
of the foreman, showing the compara- 
tive measure of service of each indi- 
vidual under his jurisdiction, would be 
desirable if it were practicable. How- 
ever, in general, highway maintenance 
work zannot be subdivided below the 
foreman, as this gives the comparative 
gang cost. There are exceptions to 
this, Lowever, an important one being 
the work performed by the caretakers 
or the patrolmen who make minor re- 
pairs on the roads, and arrangements 
have been made to place the work of 
these men on a comparative cost basis. 

This whole plan simply means that 
the administrative officers hold the 
division engineers responsible and com- 
pare their costs. The division engi- 
neers in turn must do likewise with the 
distriet engineers, who, in turn, for self 
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protection, must do likewise with the 
superintendents, and the superintend- 
ents in turn, for self protection, must 
do likewise with the foreman. 

There is no mystery in connection 
with this plan. The only wonder is 
that it is not used in all engineering 
businesses of this character. It would 
be universally used by this time if the 
engineers in public work were not so 
hampered by political interference. 
No business can be successful unless it 
is conducted on sound business princi- 
ples. This system of comparative 
costs is simply an illustration of one of 
the means used by highway engineers 
to conduct their work on a’sound busi- 
ness basis. 


Rxsuxts 


It will readily be seen that these 
costs will bring about a spirit of com- 
petition and friendly rivalry, which 
immediately results in raising the 
standard of the morale of the organi- 
zation as well as increasing the pro- 
duction at a decreased cost. It makes 
each foreman a more important factor 
in the organization than he formerly 
was and schools him in the business 
side. It teaches him economics as it 
makes him appreciate the value of a 
dollar as applied to his work. ‘The re- 
sult of such a system in this work in- 
variably has been that it has made the 
foreman more appreciative of the im- 
portance of his job. It gives him an 
added interest and sets him to thinking 
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in a bigger way about the problems in- 
volved. In the first place, the spirit 
of competition gets into his blood and if 
he is any good at all, for the sake of this 
alone, he will be very jealous of the 
quality of his work and will try to re- 
duce his costs as much as possible in 
order to beat the other fellow. 

As a result of discussions at general 
meetings where the costs are compared, 
the foremen have an opportunity to 
benefit by the methods employed by 
the foremen who are doing the best 
quality of work at the lowest cost. 
They are impressed with the fact that 
they must not sacrifice quality for 
quantity production and that the work 
they are doing is for the purpose of giv- 
ing the public the very best transpor- 
tation service, and that the department 
is a public service department, which, 
like all public service corporations, 
must make every effort to give service 
to the public at the least cost commen- 
surate with good service. 

There is no question but that this 
system of comparative costs will in- 
crease the production and decrease the 
costs. This has been demonstrated in 
every instance where it has been ap- 
plied and after it has been in operation 
for a sufficient time in Pennsylvania, 
there will unquestionably be decreased 
unit costs in the maintenance work, 
and, through the interest which this 
will arouse in the men for their work, an 
improvement in the morale of the or- 
ganization will also be effected. 


Self-Supporting Prisons 


By E. Stace Warn, Ps.D. 


Executive Director, National Committee on Prisons and Prison Labor; 
President, Associates for Government Service 


HE control over prisons through- 
out the United States is decentral- 
ized. There are three federal prisons 
under the Federal Department of 
Prisons; forty-eight state penal sys- 
tems, each with a different organiza- 
tion, which often divides authority 
among several boards; two hundred 
city or municipal penal departments; 
and approximately twenty-five hun- 
dred county jails, the latter having 
state supervision in only ten states. 
The 1916 census puts the cost of oper- 
ating penal institutions throughout 
the United States at approximately 
$37,451,400 per year. Approximately 
165,000 persons are incarcerated, mak- 
ing a daily cost of 6.8 cents per capita. 
England and France have centralized 
their penal systems. This is impossi- 
ble in the United States from a govern- 
mental point of view. The movement 
for centralization 1s tending to draw the 
county penal institutions under the 
same control as the state system, but 
even this will have its limitations where 
the county and city are one. Unless 
the “home-rule movement” for cities 
is to be given up, the city penal system 
will never become part of the state sys- 
tem. In turn, as long as the state 
system of government in this country 
lasts, the state prison systems will not 
become integral parts of the federal 
prison system. 

The management of the penal insti- 
tutions in twenty-five out of the forty- 
eight states is joined with that of 
the eleemosynary institutions. In the 
state and state-aided eleemosynary 
institutions, including the correctional, 
there are 520,138 people to be housed 


and fad. To this number must be 
added the 64,821 persons, in service for 
the care of these people, who are also 
housed fed and clothed. The term 
“welfare” is coming into use to cover 
the combined penal and eleemosynary 
departments which, in round figures, 
cost $118,152,548 per annum. 

In the purchase of supplies for their 
welfare departments, forty-one states 
have « centralized, or group-central- 
ized, purchasing system. All the 
larger zities have a central purchasing 
office. One hundred and twenty of- 
fices, therefore, purchase the supplies 


for tæ welfare departments. It is 


estimated that $700,000,000 is spent 
annually by the forty-eight states and 
thirty-three cities for the purchase of 
their supplies, of which 60 per cent is 
for the welfare departments. 


Dirr-cuLty or AccURATE ESTIMATE 
or Prison Work VALUE 


The cost of operating these welfare 
departments is lessened by the work 
which is performed by the wards of the 
state. The value of this work, as a 
whole, is impossible to ascertain, as no 
estimete is ever made of the value of 
the labor of inmates employed in the 
running oi institutions or in repair and 
reclamation work, while little is known 
of the velue of farm products and sup- 
plies manufactured by the institutions 
for th2ir own consumption. We know 
that institutional farms aggregating 
409,140 acres, owned and leased, pro- 
duce supplies for institutions in the 
prisox group, the hospitals for the in- 
sane end the institutions for the feeble- 
minded. 
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It will be seen that on the informa- 
tion available it is impossible to esti- 
mate accurately the value of the 
intermural work of persons confined in 
prisons throughout the United States, 
and the question might be raised as to 
what would be the fair way to estimate 
the value of such work. Should it be 
estimated on the value of free labor 
secured to do this work, it must be 
borne in mind that a premium would 
have to be given free laborers to induce 
them to do many of the menial tasks 
now performed by inmates. 

For general discussion it is unneces- 
sary to endeavor to ascertain the value 
of this work, because the public never 
figures on this labor and believes the 
cost of maintaining the institutions to 
be the amount for which it is taxed. 
In the movement to make prisons self- 
supporting, the public , conception is 
based upon a reduction in the rate of 
taxes to the pomt where the taxpayer 
will not find. the cost of these institu- 
tions reflected in his tax bill. If, there- 
fore, we credit the prisoner with the 
value of this labor, we must in turn, 
under a wage system, charge him his 
pro rata of the cost of running the in- 
stitution. This is the only legitimate 
means whereby the burden of main- 
taining prisons can be lifted off the tax- 
payer. 


ÅTTEMPTS TO DEVELOP ADEQUATE 
Prison SYSTEM 


Self-supporting prisons mean, of 
course, that every prisoner shall work 
who is capable of working and, by the 
sweat of his brow, pay for his mainte- 
nance and the other costs of his in- 
carceration. There are many humane 
persons who do not believe that the 
question of the prisoner paying his way 
is as important as his rehabilitation and 
his return to society in a physical and 
mental condition that will insure his 
leading an honest and productive life as 
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a member of the community. Still 
others go. further and contend that his 
success after his release depends upon 
his having learned a trade, having 
earned wages in that trade, which went 
regularly to the support of his home 
and his dependents, who are awaiting 
him upon his release. A compromise 
between these two ideas is found in the 
Executive Order issued by Woodrow 
Wilson, which was drafted by Samuel 
Gompers and others interested in the 
betterment of prison industries. It 
provided for wages for prisoners based 
upon the wages prevailing in the vi- 
cinity in which the institution was lo- 
cated and from which were to be 
deducted the pro rata cost of maintain- 
ing the inmates. Such a proposal, 
developing as it did out of the war 
period, postulates an adequate prison 
system as a fundamental basis for its 
success. 

All attempts to develop an adequate 
prison system have been thwarted by 
the difficulty of installing productive 
labor with product marketable in a 
manner not inimical to the best inter- 
ests of industries throughout the coun- 


An effort was made to solve these 
difficulties by the restriction of prison 
production to consumption within state 
institutions and departments. This 
proved too limited when applied to any 
but states with a large institutional 
population. An adequate program, 
developing out of the work of the War 
Prison Labor Section of the War In- 
dustries Board, known as “States’ 
Use,” was pressed as a war emergency. 
Under the centralizing power of the 
War Industries Board a beginning had 
just been made, when the Armistice 
caused the dissolution of the War In- 
dustries Board, leaving to the National 
Committee on Prisons and Prison 
Labor, which had been a part of its 
prison section, the responsibility for 
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carrying on the development, despite 
the fact that the power of the War In- 
dustries Board was gone. 


SECURING WIDESPREAD STATE 
CO-OPERATION 


The forty-eight states, the cities and 
counties needed to be brought into 
accord, securing their co-operation with- 
out offending their sovereignty. The 
facts as to the prison industries in the 
forty-eight states, the cities and coun- 
ties and their supply requirements had 
to be gathered by the National Com- 
mittee on Prisons and Prison Labor. 
With these facts gathered, a conference 
of the official prison plant managers 
was called in Washington. This con- 
ference accepted the principle of 
“State? Use” and emphasized the 
need for the application to state pur- 
chase of the War Industries Board 
principles of standardization of supply 
specifications and allocation to each 
state of the commodities which it is 
advisable it should produce. 

This conference recognized officially 
the Associates for Government Service, 
Inc., which had been organized to carry 
out, on a public service and non-profit- 
making basis, the marketing phases, 
which the dissolution of the War In- 
dustries Board left to private initiative. 

The Prison Industrial Conference, 
through a Committee on Standards, 
gave initiative sufficient for the Associ- 
ates for Government Service to interest 
the Secretary of Commerce in the ap- 
pointment of a special Committee on 
Standard Specifications, made up of 
representatives of organizations which, 
like the Associates for Government 
Service, the United States Chamber of 
Commerce and the National Associ- 
ation of Manufacturers, were interested 
in standardization. 

The Secretary of Commerce also 
called together the official purchasing 


agents for the states and cities and 
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the National Committee on Prisons 
and Prison Labor. They unanimously 
agreed to accept the standards which 


‘the Advisory Committee should work 


out in both the fields of state purchase 
and state production. 

To secure codrdination of all the 
states in the broad program, an appeal 
was made by the Governor of Virginia, 
to the Conference of Governors held at 
West Baden, Indiana, October, 1923. 
He poirted out that the state of Vir- 
ginia was ready to buy and had already 
bought prison goods manufactured in 
other states through the Associates for 
Government Service, and that it was 
anxious to “sell through that same 
medium its own prison products. 

The Governor of New Jersey, presid- 
ing at the meeting, urged the governors 
to purchase the products of each others’ 
prisons and to join in the allocation of 
prison industries. By unanimous vote 
the representative of the National 
Committee on Prisons and Prison 
Labor was asked to explain how par- 
ticipation in this work could be brought 
about. The need of zone conferences 
to carry on the details of the allocation 
of priscn industries was presented and, 
by general consent, the idea of these 
confer2nces was accepted. 


Frrst ZONE CONFERENCE ON 
ALLOZATION OF PRISON INDUSTRIES 


The announcement in September, 
1923, that large business interests, 
which had been exploiting the prison 
industries for their private gain, were 
willing to withdraw, precipitated the 
demani of certain states that the work 
on allocation should begin at once. 
The state of Utah faced idleness be- 
cause cf the withdrawal, as the result of 
court action, of the prison contractor. 
The Governor of Utah demanded im- 
mediate action and, within three weeks, 
was supplied with recommendations 
which solved his immediate problem 
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and met with the approval of the Utah 
Manufacturers’ Association, which had 
forced the court action prohibiting the 
contract. The Governor, in accord- 
ance with the recommendations pre- 
sented to him, issued the call for the 
first zone conference on the allocation 
of prison industries. His letters calling 
the conference were personally de- 


livered by a representative of the Na-’ 


tional Committee on Prisons and 


Prison Labor to the governors of the 


other states in the inter-mountain zone, 
—New Mexico, Arizona, Montana, 
Idaho, Nevada, Colorado and Wyo- 
ming. ‘The invitation to send a repre- 
sentative was accepted* by all the 
governors and the delegations planning 
to attend in practically every instance 
include the governor, members of the 
prison boards, wardens, state-purchas- 
ing agents and representatives of the 
local manufacturers’ associations and 
federations of labor. 

The report of this practical and com- 
prehensive development, made to a 
special conference called by the Annual 
Meeting of the American Federation of 
Labor, led that organization to join 
with the National Committee on Pris- 
ons and Prison Labor and the General 
Federation of Women’s Clubs in 
an unqualified endorsement of the 
“States’ Use” principle. Following 
this declaration, the Executive Com- 
mittee of the United States Chamber of 
Commerce and the Executive Com- 
mittee of the National Association of 
Manufacturers, asked for invitations 
for their representatives to the Utah 
Conference, and delegates have already 
been appointed from these associations 
and the American Federation of Labor. 

Legislative approval has been re- 
ceived from the only legislature in 
session in the zone—Montana, which, 
while it called for retrenchment and 
cutting down of a budget previously 
passed, appropriated liberally for the 
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expenses of the Montana delegates to 
the conference. 

The Utah Conference will take place 
April 9, 10 and 11. The southern 
states, led by Alabama, are demanding 
that a zone conference be held at once 
in that section. The completion of the 
work of allocation in these zones will be 
followed, as rapidly as possible, by 
conferences in the other zones as the 
pressing emergency presents itself. 
These conferences will help the states 
by enabling them to get to work on 
their own prison industrial problems, 
with the assurance of co-operation on 
the part of the forces which previously 
retarded their development. The Na- 
tional Committee on Prisons and 
Prison Labor will organize the backing 
of state officials by its own local organi- 
zations, the State Federations of 
Women’s Clubs, the State Federations 
of Labor, the Manufacturers’ Associ- 
ations and Chambers of Commerce. : 
State appropriations, secured through 
the moral sentiment of these groups in 
each state, can be relied on to build up 
the state prison systems. The market- 
ing of the prison product will also aid 
in this development and the Associates 
for Government Service is organized to 
do this work. 


Unurmratre GAIN From New PENAL 
INDUSTRIAL SYSTEM 


Freed in their industrial develop- 
ment to grow along the lines efficiency 
and sanity suggest, the prison systems 
throughout the United States, federal, 
state and city, are destined not only to 
become self-supporting but to include 
in the service they render the prisoners, 
in return for the payment made by the 
prisoners, many facilities which have 
been impossible under the extravagant 
system of inefficiency which has pre- 
vailed while the taxpayers’ money has 
been used. The rehabilitation of the 
prisoner by a method of “remaking” 
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is destined to supersede the present 
inane methods of prison discipline. 
The physical defects of the. prisoner, 
his mental vagaries, will become a nec- 
essary part of the study of penal ex- 
perts and their correction wil be 
necessitated by the daily exigencies of 
the penal industrial system. To those 
whose interest is in this remake process, 
it needs to be pointed out that it will be 
some years before the “hard-boiled” 
taxpayer will support a political régime 
which appropriates lavishly for this 
most necessary work. Given half a 
chance, however, the new penal indus- 
trial system will meet the demand of 
the taxpayer that prisons be self-sup- 
porting, while these facilities will be 
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added thereunto because they are nec- 
essary to its growth. 

Thus we are contemplating much 
more than self-supporting prisons. Out 
of the present movement there will be 
definite economic gain. As was pointed 
out in g recent article in Th Survey: 


To estimate the economic gain we have 
but to figire the saving from the new meth- 
ods in purckasing public supplies, the sav- 
ing in macntenance of the prison2rs who will 
become salf-supporting, the saving to the 
charitable institutions which will no longer 
be called upon to care for their dependents. 
What it will mean to turn out competent 
workmen from our prisons, rather than 
confirmed criminals, it is for the insurance 
compan:es, the surety companies and the 
police to sstimate. 


The Earnings of Public Welfare Institutions in Relation 
to the Economies of Admuinistretion and Physical, 
Mental and Social Rehabilitation of the Patients 


(Exclusive of Prisons) 


By ELLEN C. POTTER 
Secretary of Welfare, Commonwealth of Pennsylvania 


HE high costs of government, as 
well as the high costs of private 
charity, have reached the point at which 
both the públic and private official, 
concerned with and responsible for the 
administration of these institutions, is 
compelled to consider whether there is 
need for the ever-expanding program 
in these fields and whether, if it prove 
that there must be a continuing ex- 
pansion, there are ways and means of 
reducing the unit cost both to the tax- 
payer and the philanthropic public. 
Public and private charity is chiefly 
concerned with the care of the indigent 
(or dependent) child and adult from 
whatever cause; the physically sick 
whether acute or chronic; the mentally 


sick (zae insane); and the feeble- 
minded. The bill which has to be met 
to prov-de the necessary care for these 
depencents is enormously increased by 
the coszs in the field of delinquency 
and crime, which result in large meas- 
ure from the unskillful and inadequate 
handling of the problems involved in 
poverty, feeble-mindednes3 and in- 
sanity. 

Tim2 has not been sufficient to en- 
able us to assemble the statistics of the 
costs cf public charity throughout the 
Unitec. States, nor has it been possible 
even to estimate the institutional 
earnin33, and therefore this discussion 
will be imited chiefly to known facts in 
Pennsylvania, It is, however, worthy 
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of note that with the exception of cer- 
tain penal institutions no state is able 
to report any dependable figures as to 
the net worth of the products of in- 
mate employment nor the savings in 
institutional administration due to the 
work of inmates. There is, however, a 
generally expressed opinion on the part 
of officials that the employment of per- 
sons committed to public institutions, 
if properly organized and developed, 
would materially reduce the cost of 
operation to the taxpayers. Such 
employment, properly regulated, it is 
agreed, has great palliative and cura- 
tive value in mental and physical 
disorders, and if utilized for that pur- 
pose by just so much will official and 
private philanthropy be saved un- 
necessary expense. 

The “earnings” of private and pub- 
lic institutions, exclusive of appropria- 
tions from governmental units and 
exclusive of contributions from private 
philanthropy, are to be grouped under 
two headings: 


I. Indirect Earnings (or savings): 

(1) Indirect Earnings or Savings 
made possible by the employment of 
inmate labor in various activities con- 
nected with the institutional adminis- 
tration. 

(2) Indirect Earnings or Savings 
made possible by the more speedy re- 
lief or cure of patients suffering from 
mental or physical disorders. 


. I. Direct Earnings: 

(1) Direct cash payments from pri- 
vate and semi-private patients. 

(2) Cash net earnings from the pro- 
ductive work of inmates. 

It is interesting to note that in very 
few institutions in other states are the 
accounts kept in such form as to make 
it possible to determine the actual 
financial saving, direct and indirect, 
due to the employment of inmates, nor 
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is there any uniform method of com- 
puting the value of commodities manu- 
factured or raised on the farm, nor of 
service rendered; neither have we in 
Pennsylvania worked out our methods 
to a satisfactory conclusion. 

The Commonwealth of Pennsyl- 
vania has been faced with the neces- 
sity of adjusting the expenditures for 
maintenance of its public charities 
within a somewhat restricted budget, 
for the years 1923-25, due to a shortage 
of funds. The appropriations made 
for this period marked the first step in 
a centralized budgetary control for all 
departments of state government, and 
the average cut in maintenance ap- 
propriations for the state-owned insti- 
tutions amounted to 7.1 per cent, or an 
actual cash reduction of $698,488. 

In order to make it possible to intel- 
ligently supervise expenditures, a uni- 
fied system of cost accounting has been 
installed in all institutions, and in 
drawing up the budget for each insti- 
tution the superintendent and trus- 
tees have been encouraged not only to 
continue to develop the earning capac- 
ity of their institutions by collections 
from those able to pay and by utilizing 
inmate labor wherever possible, but to 
make due recognition of the money 
value both of service rendered and of 
products raised or manufactured. 


Accomplishments in Pennsylvania 


A brief consideration of the facts 
thus far recorded will be of interest. 

The fields of employment open to 
those who are dependent upon public 
and private charity are to be roughly 
classified as domestic and general 
household service; farm and garden 
labor; clerical work; common labor on 
construction jobs; industrial employ- 
ment; and the arts and crafts grouped 
under the general heading of “Occu- 
pational Therapy.” - 

Farm labor, industrial occupations 
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and occupational therapy produce di- 
rect money values which can be turned 
into cash, while domestic and house- 
hold service, common labor and clerical 
service represent the indirect earnings 
or moneys saved by the employment of 
inmates instead of the employment of 
outside labor at full wage rates. 


I. Indirect Earnings (or savings): 

In institutions for the indigent, in- 
sane and feeble-minded, there is always 
to be found a large amount of man 
power capable, under direction, of 
doing an enormous amount of physical 
work; there is a more limited supply 
of more highly skilled labor available. 

The superintendent may utilize that 
power either as a therapeutic measure 
or for economic reasons pure and sim- 
ple, but whatever the motive the two 
results are bound to show on the books 
as dollars saved and cures effected. 


RESULTS FROM Inmate LABOR 


The Superintendent of the Harris- 
burg State Hospital replies to our 
query as to the value of work in a 
mental hospital by saying: 

Work ofers an outlet to the patient’s 
energies, it arouses his interest, leads him 
to take pride in having done something 
worth while, improves his physical condi- 
tion, induces sleep, results in better per- 
sonal habits, aids in the recovery of many 
and delays deterioration of others. 


From one of our institutions for the 
feeble-minded comes the comment that 

After a period of training (in work) some 
mmates are an economic asset rather than 
a liability žo the institution, in other words 
the value of the service rendered is greater 
than the cost of maintenance; 


` and still another superintendent states: 


The psychological effect of feeling that 
they (the patients) are useful is good; they 
are happier, give less trouble; and the more 
who can be kept occupied the better the 
atmosphere around the institution. 
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What can be said as to the showing 
in dollars and cents? 

In Laurelton State Village for Feeble- 
Minded Women the report indicates 
that all the work of cleaning, dormi- 
tory service, pantry, bakery, laundry, 
sewing and a large part of the cooking 
is done by the inmates under super- 
vision. In addition all the work in the 
dairy, including the milking, the care 
of the stock and the chicken raising is 
done by the girls. No eggs and no 
poultry have been bought for two years. 
The truck garden and a large part of 
the farm work is also done by the in- 
mates and « careful estimate seems to 
indicate ths} the cost of operating the 
institution is reduced one third; an 
annual saving to the taxpayer of ap- 
proximately $80,000 or an average 
annual earning per head of the popula- 
tion, which numbers 150, of $200, or 
deducting for Sundays and holidays, 
an earning of 66 cents per day. 

A study of the report from Polk 
State School for the feeble-minded, an 
institutior for juvenile training, but 
which in the course of the twenty-five 
years of its existence has accumulated 
a large percentage of adult population 
both male and female, shows an es- 
timated annual saving in labor charges 
in the operation of the plant, which 
houses ove: 2,000 inmates, of approxi- 
mately $139,000. 

This figure is calculated as follows: 
Painters, carpenters, bakers trained in 
the institution are figured at a daily 
rate of pay of $1.50; dairymen, tailors, 
road makers, stock men are figured at a 
daily rate of $1; those trained in shoe 
repairing at 75 cents per day; those en- 
gaged in poultry raising, farm and 
garden, laundry, mattress making, 
sewing, at 50 cents per day; domestic 
service is rated at only 15 cents per 
day. A careful record is kept of the 
daily employment. 

’ The labor-saving on the erection of a 
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new power plant at Danville State 
Hospital amounts to $100,050. Tor- 
rance State Hospital shows remarkable 
saving in concrete work in bridge con- 
struction. The actual cost per cubic 
yard for the concrete poured by patient 
labor was $8.50. Work done by con- 
tract at that time cost $12.50 per cubic 
yard. The same institution reports a 
reservoir dam, with valve houses, 
constructed by patient labor at $8.10 
per cubic yard. the finished work being 
pronounced by the consulting engineer 
to be the “best concrete job he has 
seen.” 


Savings in Maintenance 


Another indirect source of saving in 
institutional management has been 
brought to light by a comparative 
study of budget figures relating to 
specific items of mamtenance. 

The ilem of clothing for the patients 
in the state custodial institutions is 
very heavy. In reviewing the figures 
for this item it was discovered that 
Warren State Hospital showed an an- 
nual per capita expense of $7.70; while 
the highest rate in the mental hospital 
group was $18.83, with the general 
average for the eight state mental hos- 
pitals, $14.02. 

The population of the institutions is 
approximately 12,400. If clothing can 
be provided at the per capita rate of 
$7.70 this means an annual outlay of 
$95,480, as against an outlay of $173,- 
848, if the average rate of $14.02 pre- 
vails. The question then arises: Are 
the lower costs of clothing the patients 
due to inadequate and improper cloth- 
ing or to some other factor? 

A study of the situation disclosed 
that Warren State Hospital has de- 
veloped social service and that one of 
its social aims is to keep the family 
and the patient in contact, to maintain 
a sense of family responsibility for the 
patient, the visible expression of that 
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responsibility being the clothing fur- 
nished as the wardrobe of the patient 
wears out. This is, of course, not 
possible in every case, but when pos- 
sible it serves two very important 
purposes: economy in institution ad- 
ministration and strengthening of 
family ties. Great indirect earnings 
may therefore be expected from funds 
expended in social service in the state’s 
custodial institutions. 


RESULTS FROM OCCUPATIONAL 
THERAPY 


Occupational therapy perhaps com- 
bines most successfully the direct and 
indirect methods of saving and earning 
in institutional administration, al- 
though the actual figures are difficult 
to determine. Not only are individual 


patients cured as a result of the intel- 


ligent application of occupational ther- 
apy and therefore cease to be a charge 
upon the public funds, but in a far 
larger number of cases improvement is 
so marked that restraint is not needed, 
the number of paid employes is re- 
duced in consequence and the actual 
cost of operation of the plant is ap- 
preciably less. 

Moreover, a properly organized de- 
partment of occupational therapy uses 
in its productive work a large amount 
of otherwise waste material; for ex- 
ample, old burlap, carpet rags, tin 
cans, etc. The articles made have a 
sales value, if of first grade, and if the 
policy is adopted of pooling the income 
from these sales in a revolving fund 
from which raw material may be 
purchased and which may also supply 
various kinds of recreation and en- 
tertainment for all the patients; the 
institution has thereby provided an 
additional therapeutic measure with- 
out cost to the taxpayer. 

In addition, a department of occu- 
pational therapy can undertake to doa 
considerable amount of institutional 
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repair work and can provide articles 
which the institution would otherwise 
be obliged to purchase; as, for example, 
baskets, rugs. chair caning, etc. 

It is estimated that actual sales of 
the best product of the occupational 
therapy department in any institution 
will easily amount to $100 per month, 
this after all being the least valuable 
of its returns to the institution. 


SAVINGS THROUGH SOCIAL SERVICE 


Indirect earnings may also be ex- 
pected to accrue to the state from the 
establishment of an adequate psychi- 
atric social service in connection with 
every mental hospital. It is well 
known that in every mental hospital 
there are a number of patients who 
could safely be returned to their homes 
if adequate supervision were provided. 
This supervision is needed both by the 
family and the paroled patient. One 
psychiatric social worker can be se- 
cured for $8,000 per year and is caps- 
ble of supervising approximately 100 
patients. It costs the mental hospi- 
tals in Pennsylvania $300 per year to 
maintain a patient, or $80,000 to 
maintain 100 patients; the net annual 
saving of $27,000 is the alternative to 
be considered in the face of a capital 
outlay for new construction, which 
must otherwise be undertaken in every 
state in order to keep pace with the 
annual increase in the number of the 
insane requiring institutional treat- 
ment. (For Pennsylvania that annual 
increase approximates six hundred.) 

It is obvious from the facts stated 
above that there is a possibility not 
only of reducing costs to the taxpayers 
by the indirect earnings (or savings) in 
institutional administration by the use 
of inmate labor, but there is also a very 
real possibility of retarding the ever- 
increasing demand for service by cura- 
tive means, work being one of the 
therapeutic agents. 
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II. Direct Earnings: | 

The industries in Pennsylvania’s in- 
stitutions for dependents are not 
thoroughly organized and very little 
effort has been made to extend the 
activities beyond the possible con- 
sumption of the products manufac- 
tured witiin the individual institution. 
Even so, the actual saving in institu- 
tional operating costs, including all 
mental hospitals, schools for the feeble- 
minded, and the juvenile correctional 
institutioas amounts, on the products 
from farm and garden and from indus- 
tries, to 8.3 per cent of the total ex- 
penditures for the year, or $308,244 in 
a total outlay of $4,849,461. 

The institutions for the juvenile 
feeble-rinded show the lowest per- 
centage of saving: 2.89 per cent; 
Laurelton, which cares for the feeble- 
minded woman of child-bearing age 
and an institution in which intensive, 
scientific training is carried on, show 
savings of 7.8 per cent; the mental 
hospitals show 7.3 per cent savings on 
an averaze, while the highest rate of 
savings izcm these sources is 11.5 per 
cent and is to be credited to Muncy 
Farms, tie institution for the care of 
delinquent women between 16 and 30 
years of age. 

These variations in percentage are 
easily explained when the type of in- 
dividual in care is considered. The 
juvenile “eeble-minded has before him 
many years in which he is capable of 
no production whatsoever, while at 
the same time requiring many years 
of expensive training. The delinquent 


‘young woman on the other hand is at 


the peak of her physical capacity; as a 
rule she is active with energies to be 
directed into productive channels, and 
there is in this group a considerable 
mixture of normal mentality which 
may be developed constructively. 
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Somm EXAMPLES 


An illustration of the possible earn- 
ing power of some of our institutions 
with a free market available is to be 
found at Torrance State Hospital and 
at Fairview State Hospital (for the 
criminal insane). 

At both of these institutions there 
are clay banks which have been de- 
veloped for the manufacture of brick. 
Torrance has manufactured brick for 
its own use at a cost of $7.52 per 
thousand; brick of the same quality was 
selling at Pittsburgh at the time for 
$22 per thousand, and the hospital 
could have sold F. O. B. on its own rail 
siding at that same raté. Also, for 
their own use they manufactured tile 
5” x 8” x 12” at a cost of $88 per thou- 
sand, the same quality selling in the 
open market from $80 to 884 per 
thousand. Were these institutions 
free to sell their product in an open 
market the costs to the taxpayer for 
their maintenance would be materially 
reduced. 

The industrial shops in the institu- 
tions for state wards (except in state 
prisons and reformatories) have not 
been developed, as noted above, to 
supply an outside market. In spite of 
this fact the products of these shops 
are valued at $79,300 for the year. It 
is desirable that all the available man 
and woman power in these custodial 
institutions be linked up, in so far as 
possible, to productive work, not only 
for the saving likely to result to the 
taxpayer, but for the curative effect 
upon the patients and also the possible 
contribution to the economic stability 
of the family of the patient from which 
the breadwinner has been removed. 

A program which is to combine these 
three ideas must be conceived by those 
who recognize the importance of the 
mental therapeutics of work and give 
to it the necessary emphasis as against 
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“production” and “profits.” This is 

true whether the industries be in men- 

tal hospitals or in prisons. 

SELF-SUPPORT OF THE SraTH-OWNED 
GENERAL HOSPITALS oF PENNSYL- 
VANIA 


The state of Pennsylvania, unlike 
other states, has added to her publie 
charities subsidies to private hospitals 
for the acutely ill and has undertaken 
the support of state-owned general 
hospitals in the coal regions. The 
subsidies to private medical charity 
date back for their beginnings to 
Colonial times, while the establish- 
ment of emergency ‘hospitals in the 
coal regions seemed an obvious duty 
twenty-five years ago, at a time when 
there were no hospitals in those regions 
and when safety in the mines was not 
even as great as it is today. 

The support of the state-owned 
general hospitals has in recent years 
become excessively burdensome; one of 
them, for the year ending May 81, 
1922, showed a per diem per capita cost 
of over eleven dollars, while all of the 
institutions save one, the Hazleton 
Hospital, showed an annual deficit. 
The impression prevailed in many 
quarters that everyone was to be 
treated “free of charge” because the 
institution was owned by the state. 
Moreover, in regions in which hospitals 
bad been established through private 
charity, such a condition resulted in 
unfair competition in a field of activity 
which is ordinarily considered outside 
of state function and is frequently 
classed as “State Medicine.” 

In the year 1915 the Workman’s 
Compensation Law placed upon a 
sound basis the relief to be rendered 
the man injured in the pursuit of his 
calling in the mines and elsewhere and 
provided for the compensation of the 
hospital rendering the service. 

In these state-owned institutions the 
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economic problem presented is, there- 
fore, that of businesslike collections 
from the insurance companies in con- 
nection with all mine accidents; an 
adequate social investigation of all 
other applicants for free treatment to 
determine whether the individual is m 
fact entitled to free treatment, or 
whether he can contribute something 
toward his support; proper adjustment 
and standardization of rates charged in 
private rooms, public wards, labora- 
tories and operating room; and a 
proper proportion between the number 
of ward and private beds; these factors 
combined with economic buying and 
issuing of supplies. 

The result of the effort to apply 
sound business principles, interpreted 
and applied in the light of sound social 
policy, has produced interesting results. 
One institution accustomed to show a 
quarterly deficit of from $10,000 to 
$25,000 is now able to show a balance 
of from $5,000 to $10,000. ‘The defi- 
nite tendency which is shown for the 
unit per capita collections to rise, 
while the unit of expense tends to fall, 
gives promise of a balanced budget in 
many of our institutions within an- 
other year, with no impairment of 
service rendered. 

A study of the earnings of this group 
of the state’s public charities gives 
interesting comparative figures. The 
earnings from patients in the several 
institutions for the year ending May 
31, 1928, were reduced for purposes of 
comparison to a daily per capita 
earned by dividing the total number of 
days of treatment given during the 
year into the total earnings from pa- 
tients (this being exclusive of any ap- 
propriations from the state). 

This per capita earning for the year 
was then compared with a similar 
figure based upon the reports for the 
six months ending November 80, 1923, 
this period representing the first sys- 


tematic attempt to keep w 
etary provisions. 

The application of sow 
and sound social policy sł 
crease in per capita earni 
per cent, the lowest per œ 
being 19 per cent with the 
per cent. 

This question may be ra 
increase in per capita earni 
decrease in the number of : 
given on the wards becaus 
willingness or mability of 
come to the hospital und 
conditions? We believe 
have, ot course, the quart 
for the periods of the year ( 
fall) in Which the demand 
care is lightest, and yet acc 
figures as the basis for cal 
year’s work we find an act 
of 1.3 per cent of days of 
dered. 


OVERCOMING THE Evs 
SuBSIDY 


Perhaps there is no task 
as that of bringing back t 
ness human beings who hav 
taken of the anaesthetic 
charity, and placing their 
hard road of self-depende 
their own way either in- 
part when they are in a pt 
so; and yet it is along the 
a sturdy American demo 
travel and the agency of go 
of private philanthropy wv 
the way and blocks the roa 
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William J. Norton, in h 
ticle, What the Client Pays, 

American social philosoph: 
been fundamentally a philo 
dividualism. Social work sur 
own tenet that one of its para: 
to restore people to, or to ke 


! Survey, Feb. 15, 1924. 
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a level of self-support and self-respect. 
This homely philosophy agrees with my 
business man in demanding that every one 
of earning age ought to pay for what he 
gets if he possibly can; but it goes further 
and supports the right of the individual 
to pay at least in part if he cannot pay in 
whole. The fee for service rendered is 
justifiable, in the philosophy of American 
life, because it is a means towards the reten- 
tion or restoration of that self-respect which 
goes with the dignity of self-support. Yet 
it is a delicate instrument; if it is pushed too 
far in the practice of philanthropy the 
result is social injury rather than social 
advantage. 


What is true of individuals is true of 
institutions. Pennsylvania is today 
working out a double experiment in the 
field of medical charity. Her policy 
of state subsidy has dried the springs of 
private charity to her medical institu- 
tions to an alarming degree, and has 
diminished the incentive which spurs 
trustees in other states to accumulate 
adequate endowments. As evidence 
of the unfavorable effect of state grants 
upon the accumulation of private 
gifts, the figures from the reports of 
the State Board of Charities are worth 
nothing. In 1890 private gifts ex- 
ceeded state grants by 82 per cent; in 
1910 private gifts had decreased while 
state grants had increased and exceeded 
private gifts by 521 per cent. 

The former policy of basing state 
subsidy to the institution upon the 
ability of that institution to “show a 
deficit” was in turn bound to result in 
careless collections from persons able 
to pay in whole or in part for service 
rendered, and the fact that it was not 
required that evidence be shown that 
the service rendered was given to pef- 
sons actually entitled to it, resulted in 
unnecessary expense to the state. 

The problem would have been diff- 
cult enough had there been no reduc- 
tion in the state appropriations to the 
private hospitals, but when a drastic 
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cut of 40.4 per cent in the total ap- 
propriation, as contrasted with the 
previous biennium, was combined with 
a definite effort on the part of the state 
to encourage collections from persons 
able to pay, and when the state de- 
clined to accept as charges upon itself 
the persons for whom other provision 
was made, as, for example, through 
the Workman’s Compensation Fund, 
etc., then indeed was the task of in- 
stalling sound business methods, tem- 
pered by sound social policy j 
hospitals, difficult. 


Self-Support by Patients 

Recalling the words of Norton that 
the “fee for service rendered” is 
<“. . . a delicate instrument; if it 
is pushed too far in the practice of 
philanthropy the result is social injury 
rather than social advantage,” it has 
been the belief of the Department of 
Welfare that the whole question of 
collections from patients should be 
based, as far as possible, upon a “social 
investigation” as understood by the 
hospital social worker. 

And here the Department meets 
with a curious phenomenon, namely, 
the unwillingness on the part of some 
of the trained hospital social workers 
to recognize that they have a real con- 
tribution to make to the social welfare 
of the patient and the economic welfare 
of the hospital by undertaking the 
credit investigation in the case of per- 
sons applying for state care. With 
this as a handicap on the one hand, 
there is on the other the utter lack of 
understanding, on the part of the ma- 
jority of hospital officials, of the pur- 
pose of hospital social service, and the 
credit investigation tends to become a 
cold-blooded business proposition. 

In order to obviate these difficulties 
the Department is calling to its field 
staff trained hospital social workers to 
serve in the capacity of “‘credit offi- 
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cers,” whose duty it is to visit each 
hospital, to pass upon the applicaticns 
made for state care, to “‘sell” the idea 
of real hospital social service to those 
institutions which have no apprecia- 
tion of their possibilities, and to inter- 
pret to the trained hospital social 
worker the connection between the 
business affairs of the hospital and the 
social welfare of the patient. 

To facilitate the work of determining 
the right of patients to medical care 
at the expense of the state, the ac- 
companying form has been devised on 
which the patient desiring such care 
makes his application. 

This form is supplied to the hospitels 
by the state, and when properly filled 
out is the evidence of service rendered, 
and when checked and accepted by our 
credit officers becomes a charge upon 
the state appropriation for the care of 
the indigent sick. 

The results of this method of de- 
termining the ability of patients to 
pay have been gratifying to the state, 
and should be equally gratifying to 
those who administer our great private 
hospital charities, since it is shown that 
the application of sound business 
principles, combined with sound social 
policy, has not diminished the service 
which the hospitals have rendered, as 
was feared and prophesied, but an 
actual increase of days of care has 
been noted, as in the state-owned gen- 
eral hospitals. In addition the per 
capita earnings have increased in 
many institutions. 

For purposes of this study, a group of 
hospitals was selected as being gener- 
ally representative of the hospitals of 
the state and the per capita earnings 
were worked out after the same plan 
used with our state-owned hospitals, 

We find that the earnings per capita 
for the year ending May 381, 1998, 
averaged for the group 82.60. For the 
six months ending November 80, 1928, 
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this being the first six months of the 
new fiscal period, with collections made 
according to the new system, the per 
capita average earnings were $3.01, an 
increase for the group of 15 per cent. 
Of the group studied one showed a de- 
crease in collections per capita of 10 
per cent, while the percentage of in- 
crease ranged from .3 per cent to 64 
per cent. 

Such a demonstration of the ability 
of hospitals to increase their per capita 
earnings, without restricting the work 
done, should stimulate the generous 
public to demand the application of 
intelligent social service at every credit 
desk in every hospital. 

It is, of tourse, premature to proph- 
esy the final result of this change of 
business method in connection with 
state subsidy to private charity. It 
would appear, however, that it is 
probable that increased collections, 
increased endowments and increased 
self-respect, on the part of those in 
need of state aid in illness, will be the 
result. 

Every well-conducted business from 
time to time takes account of its so- 
called “bad bills.” Too frequently in 
state affairs no adequate effort is 
made to collect obligations overdue, 
and the same is true of private hos- 
pitals, 

The state of Pennsylvania, through 
the office of the Attorney-General, 
has made a systematic effort to collect 
for the care of the insane from the re- 
sponsible relatives able to pay for 
such care, and the income from this 
source has in the last eight years 
brought into the state treasury over 
$1,400,000, a very substantial help in 
meeting the state’s obligations, 


Patient Aid to State Forests 


In addition to increased earnings, 
increased savings and increased collec- 
tions in state-owned institutions, there 
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is a potential source of increased wealth 
for the state to be found in the con- 
servation of at least one great natural 
resource. 

Penns Woods have long since fallen 
under the woodsman’s axe but they 
can be restored, by an intelligent ap- 
plication of the man power at present 
hedged in by the walls of custodial and 
correctional institutions, to the de- 
velopment of tree nurseries. 

In six of our mental hospitals and 
two correctional institutions such nurs- 
eries are in successful operation. Simce 
the nurseries are small it is not eco- 
nomically possible to maintain a fores- 
ter at each plant, but under the dis- 
trict forester the work is successfully 
carried on by the institutional staff 
and the patients. 

The major item of,expense in the 
growing of trees is labor: 62 per cent 
of the total cost. Since the establish- 
ment of the institutional nurseries in 
1921, over 84,000 trees have been 
shipped, and a recent inventory shows 
over $10,000 which will be ready for 
shipment in 1925. In addition, plans 
are under way for the development of a 
large nursery at the central peniten- 
tiary at Rockview which, beginning 
1927, should be capable of producmg 
annually 6,000,000 trees ready for 
transplanting. 

There are over 3,000,000 acres of 
idle land in Pennsylvania suitable only 
for the production of timber. Dumng 
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the year 1928 the Department of 
Forests and Waters reports the plant- 
ing of 5,485,817 trees on 4,500 acres, a 
rate of planting so slow that it will 
require 600 years to bring back to 
productivity land which should be 
replanted at once. 

The law permits both the Depart- 
ment of Forests,and Waters and the 
Department of Welfare to grow and 
distribute forest trees. No more 
profitable long-term investment can 
be undertaken than this. 

To summarize: 

1. The employment of the men and ! 
women in the custodial institutions of 
the state will result in large financial 
saving to the taxpaying public. 

2, Such employment will also result 
in the cure of many patients. 

8. The material resources of the 
state may be increased by the use of 
the man power now too often idle. 

4, Improved business methods in 
private and public charitable under- 
takings, combined with a sound social 
policy, will not only diminish unit 
costs of operating these institutions, 
but will tend to maintain self-depend- 
ence and self-respect of those who may 
from time to time be in need of financial 
assistance. 

5. To promote the development of 
sound business policies a uniform sys- 
tem of cost accounting is necessary in 
all public and private charitable under- 
takings. 


a 


Interest on Public Deposits—A Phase of a 
Larger Question 


By Frepzerick P. GRUENBERG 
Formerly Director, Philadelphia Bureau of Municipal Research 


TUDENTS of public administra- 
tion have observed the wasteful 
manner in which most governmental 
units employ their cash. ‘This is quite 
apart from, and doubtless far less sig- 
nificant, than their wastes of material 
things and of human labor. In the 
latter fields much has been written and 
many striking improvements have been 
effected, but economical management 
in governmental cash operations is 
still terra incognita to most students of 
government as well as to legislators and 
administrative officials. There is room 
for inquiry and for substantial improve- 
ment in this aspect of governmental 
management. In this respect the ad- 
ministration of most successful private 
corporations has been far more econom- 
ical and efficient than has usually been 
the case with governments. 

In a general way, the superior econ- 
omy of private management of cash lies 
in the practice of maintaining only such 
cash balances as the nature and volume 
of the business require, in borrowing at 
such times and in such amounts as will 
not incur waste of interest, and in the 
investment of surplus cash so as to 
bring larger returns than can be secured 
by allowing such surpluses to remain on 
deposit. There are notable exceptions, 
but usually governments violate all 
these rules of good husbandry. 


CoMPLICATING ELEMENTS 
On first examination, the subject of 
interest on public deposits would ap- 
pear to present merely the problem of 
securing for the city, school district, 
county, state or nation at least as large 


a return on its bank balances as can be 
obtained by any other depositor—a 
sort of “most-favored-nation”’ arrange- 
ment. But the subject ramifies into 
a number of allied considerations, some 
of which would require more space than 
this brief paper affords for adequate 
separate treatment. 

For instance, the banking commis- 
sioner of one of the large states ex- 
pressed the view that it was contrary to 
good public policy for the treasury 
department of the state to endeavor 
to secure high rates of interest on its 
deposits while the regulatory branch of 
the same government was endeavoring 
to discourage banks from securing busi- 
ness at such rates as tempted the mak- 
ing of unsound loans and investments. 
Whether this view would go so far as to 
insist that public deposits should bear 
lower rates of interest than private 
accounts is not known, but the point 
illustrates the kind of consideration 
that enters into the formulation of a 
policy. 

Another and far more important 
problem in connection with public 
deposits is the question of collateral 
security. It is a widespread and grow- 
ing practice for states and local govern- 
ments to require either surety bonds 


` or securities for the protection of public 


deposits, and the Federal Government 
also makes this requirement. Most 
bankers acquiesce in this arrangement, 
and it would seem to be justified on the 
ground that a public deposit concerns 
all the people and is therefore entitled 
to this preferential treatment. On the 
other hand, one of the foremost institu- 
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tions of the country declined to become 
a, state depository—an act of genuine 
self-denial—on the ground that it is 
unethical banking to afford peculiar 
safeguards for any depositor that are 
not provided for all, regardless of the 
distinction between public and private 
funds. So far as has been ascertained, 
private deposits are rarely, if ever, 
secured in this manner, but it is not 
unusual for large depositors to insure 
their bank balances with surety compa- 
nies, the depositor paying the premiums 
and making all the arrangements. On 
the whole, opinion seems to favor the 
special protection of public deposits, 
and the added cost has not been suffi- 
cient to deter banks from seeking 
public accounts. 


| Tae ATTITUDE OF OFFICIALS 


Up to very recent years the usual 
attitude of the legislator or the admin- 
istrative official has been one that was 
more solicitously concerned with the 
advantage of the banks than with 
the interests of the taxpayers—again 
merely a specialized aspect of a gen- 
eral viewpoint. Obviously, personal 
friendships, political alliances and 
close business affiliations determined 
this attitude. It is still very wide- 
spread, but a better-informed and more 
exacting public opinion is steadily 
securing legislative enactment that 
puts the public interest first. Iltstra- 
tions of progress along these lines will 
be cited later. 

In years past favoritism was the gen- 
eral rule, afd selecting the public de- 
positories was regarded as one of the 
perquisites of political power. The 
tendency to protect the taxpayer by 
more rigid statutory control of interest 
rates and increasingly by the require- 
ment of collateral security, has been 
accompanied by regulations tending 
to eliminate or lessen the personal 
equation by requiring competitive 
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bidding for deposits and by providing 
for the distribution of public deposits 
among eligible banks in an equitable 
ratio—usually in proportion to capital, 
surplus and undivided profits. 

Beside the motives of political, per- 
sonal and business friendships, there 
have been relations between officials 
and banks here and there that have 
been simple graft, although probably 
the direct money bribe has been rel- , 
atively rare. The graft has usually - 
taken the form of credit extended by 
the favored bank directly or indirectly 
to the official able to influence the se- 
lection of the depository. Unfortu- 
nately, this is not altogether ancient 
history. Within very recent years it 
was alleged that a powerful fiscal offi- 
cer in one of our states was granted 
lines of credit on his own name by 
publie depositories which lines, to put 
it euphemistically, were a bit liberal. 


THE ATTITUDE OF THE BANKS 


With rare exceptions, banks every- 
where have sought public deposits. 
Usually the accounts have been prof- 
itable in themselves, and in this en- 
lightened day the better-administered 
banks know to a certainty whether a 
depositor’s business is worth having. 
Analysis departments are now common 
features of the larger urban banks, and 
they have applied the technique of cost 
accounting to their business. Accord- 
ingly, banks are no longer in the dark 
as to the value of any business—public 
or private—and they solicit accounts 
or pass them by guided mainly by busi- 
ness considerations. 

There is, however, a “psychice” 
factor which influences banks to go after 
public business—the element of adver- 
tising. The banks know that it im- 
presses the public when they letter 
their windows with the legend “U. S. 
Depository” or “State and City De- 
pository.” In fact, it is fair to assume 
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that this advertising value is at least 
sufficient to offset the cost of insuring 
governmental deposits, so that the 
latter factor can be eliminated in de- 
termining just and proper rates of 
interest. 

The banks and trust companies, 
although under rigid official supervi- 
sion and controlled by restrictive laws, 
are private business concerns and as 
such want to make profits. They 
function, as do other businesses, on the 
principle of buying as cheaply as possi- 
ble and selling as dearly as they can. 
With this, in our economic system, 
there is and should be no quarrel. The 
banking business is highly competitive 
—much more so than is generally þe- 
lieved by the man in the street. Usu- 
ally, the banks are conservatively con- 
ducted and the more successful ones 
pay handsome dividends without re- 
sorting to hazardous ventures, either 
by attracting deposits at excessive 
interest rates or by making loans at 
high rates involving undue risks. 

The business being competitive, each 
bank endeavors to secure the desirable 
business on as favorable a basis to it- 
self as possible. The individual or 
corporation depositors, alert to their 
best interests, make banking arrange- 
ments on the best terms consistent, of 
course, with safety andservice. Nowa- 
days, interest on balances is a factor in 
securing deposits, and there is no hard 
and fast rule among banks regarding 
interest arrangements. The same in- 
stitution will pay varying rates on dif- 
ferent accounts, depending on the size 
of the balances, the cost of handling the 
volume of items, and whether or not 
there are other forms of revenue ob- 
tainable through holding the account, 
e.g., purchases of securities, trust busi- 
ness, foreign exchange, and manage- 
ment of real estate. 

The banker, then, wants the depos- 
its; he wants them as cheaply as he can 


get them; he will pay interest up to a 
point where so doing leaves him a 
profit. 


ONE TYPE or ABUSE 


In former years a type of abuse of 
trust on the part of officials was the 
conversion of interest on the public’s 
bank balances to the personal use of the 
official. An outstanding instance of 
this practice was disclosed by a report 
of the Chicago Bureau of Public Ef- 
ciency a little over ten years ago. 
That report revealed the fact that in a 
single year the treasurer of Cook 
County had retained for his own use 
over $180,000 of the interest on the 
county’s deposits in banks. The evil 
was remedied by simple legislation; 
today the banks pay 3 per cent per 
annum on Cook County’s funds, but 
the interest goes into the treasury. 
That the item of interest is considerable 
is realized from the fact that the treas- 
urer of the county is the principal tax 
collector of that congeries of govern- 
ments making up metropolitan Chi- 
cago, and his daily bank balances prob- 
ably average no less than $75,000,000 
for at least half the year. 

That form of abuse is not so general 
today—here and there a sheriff or a 
clerk of court or an institutional super- 
intendent will pocket interest on money 
held m bank by him in his official capac- 
ity, but these are the lesser evils, and 
their shrift is short. Nowadays, laws 
or ordinances usually prescribe the 
turning over of all interest to the public 
treasury. In fact, treasurers and other 
fiscal officers have become mere minis- 
terial officers in some jurisdictions 
beceuse virtually all discretion as to the 
handling of funds is taken from them 
by detailed regulations. 


In SOME OF THE STATES 


A period of about twenty-five years 
has seen a vast improvement in the 
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interest return on public deposits. Of 
course, this is partially due to a rise in 
interest rates in general during that 
interval, but it is mainly due to the 
higher standards of administration and 
to improving criteria of stewardship. 
In Pennsylvania, for example, there 
was apparently no statutory regulation 
of the interest to be paid on the state’s 
deposits prior to an act of June 15, 
1897, when the interest was fixed at 
1% per cent per annum. In 1906 the 
famous “penitential” session of the 
legislature raised the rate to 2 per cent, 
which remained undisturbed until 1921, 
when the rates were made 2 per cent on 
active and 8 per cent on jnactive ac- 
counts. ‘These rates have continued in 
force, but they are the minimum under 
the provisions of Governor Pinchot’s 
reorganization code of 1923. The state 
depository board could fix a higher rate, 
and doubtless have power to introduce 
the feature of competition. All state 
deposits in Pennsylvania are secured 
by surety bonds or by approved nego- 
tiable securities. 

New York State also requires secu- 
rity for its huge bank balances, but it 
gets not less than 8 per cent on all ac- 
counts and the rate goes as high as 34 
per cent. In New York the state 
comptroller’s discretion determines 
many of the arrangements with deposi- 
tories, unlike Pennsylvania where 
nearly all points are covered by statute. 
Another difference between these large 
states is the fact that in Pennsylvania 
the inactive deposits are broken up and 
rather widely distributed, and even the 
“nets” (the active depositories) are 
seven in number, while in New York 
two large institutions in the metropolis 
seem to have the inside track and have 
the bulk of the state’s funds. 

When we glance at things in New 
Jersey we come to the first touch of 
humor in this dry subject. The law in 
that state nafvely prohibits the placing 
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of state funds in any depository offer- 
ing to pay interest at a higher rate than 
2 percent! This Spartan self-abnega- 
tion has been explained on the theory 
that paying the state a low rate of inter- 
est insures conservative management 
of the banks and hence safety for the 
public funds. Possibly the practice of 
the state influences the city of Newark, 
which also gets only 2 per cent on all its 
funds. This easy arrangement (for 
the banks) is by agreement and is not 
regulated by statute or ordinance. 

Others of the larger states have vary- 
ing arrangements. There is no rule or 
principle that governs these variations. 
We do not find, for instance, that East- 
ern states, being more highly developed 
and older, always receive lower rates 
on their deposits than Western states 
where the money market is invariably 
higher and the cost of doing business 
usually lower than in the East. Quite 
the reverse is sometimes the case, for, 
as stated above, some of New York’s 
funds get as much as 84 per cent inter- 
est, while Wisconsin’s treasury gets but 
2% per cent on its deposits in banks. 

Michigan gets 24 per cent on active 
accounts and 23 per cent on inactive; 
Missouri has in recent years averaged 
over 3.70 per cent. 


A Frew or THE LARGER CITIES 


During Mayor Mitchel’s adminis- 
tration, City Chamberlain Bruére made 
a study of the conditions governing 
New York City’s huge balances in 
banks, and introduced a number of 
drastic reforms. He introduced a 
system of competitive bidding by 
means of which the rates were raised to 
relatively high levels, but the maximum 
is now set at 3 per cent by a clearing 
house rule for members of that body. 
Three per cent is now being paid on 
most of the inactive deposits and 2 per 
cent is the rate on the city’s active 
accounts. Under Mr. Bruére’s system, 
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the deposits were mote widely diffused, 
but at present there is evidence of 
marked favoritism. The banks are 
required to furnish security on the in- 
active but not on the checking ac- 
counts. 

Chicago’s relations to its depositories 
are governed by statutes which require 
bidding. ‘The maximum that may be 
deposited in any institution is deter- 
mined by law in relation to its capital, 
surplus and undivided profits. In 
practice, the large clearing house banks 
bid the same rate, while the smaller 
institutions vary. On the bulk of the 
city’s money $ per cent is received. 

St. Louis and Kansas City, both in 
the same state, offer a marked contrast 
in the returns on city deposits, the for- 
mer receiving from 2+ per cent to 
slightly over 8% per cent, while the 
latter enjoys a range of from 4.03 per 
cent to 5.02 per cent with an average of 
over 44 per cent. Doubtless these two 
money markets present different con- 
ditions, but there is room for the opin- 
ion that competition is keener for the 
city’s deposits in Kansas City than in 
st. Louis. 

Cleveland, in keeping with its de- 
served reputation for civic leadership, 
seems to have developed considerable 
competition among the banks for the 


~seity’s deposits. Their active and in- 


~-accounts have both borne rates 
about . ent. The bids are for a 
three-year contract, and the deposits 
are secured. Detroit also secures bids, 
but they cover one-year arrangements. 
The city receives 2% per cent on its ac- 
tive account and from 2% per cent to 34 
per cent on its inactive funds. The 
latter are distributed among the banks 
in proportion to capital and surplus. 
San Francisco—a unified city and 
county—received the traditional 2 per 
cent on its bank deposits until four or 
five years ago, when the mild stimulus 
of a civic association resulted in an in- 
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crease to 3 per cent, which has contin- 
ued to be the rate. This city has a 
modern feature in its charter by author- 
ity of which surpluses may be invested, 
under certain restrictions, and this 
power has been availed of at times when 
proceeds of bond issues have not been 
immediately required. 

Philadelphia began requiring 2 per 
cent on its Inactive accounts in 1892. 
Its active accounts continued to be 
free of interest, and that pleasant ar- 
rangement was continued down to 
1915, when a rate of 25 per cent was 
fixed by ordinance on all deposits— 
active and inactive. In 1920 the rates 
were raised to 3 per cent on both kinds 
of deposits, at which rate they now are 
credited. 

In Philadelphia the city’s deposits 
are not secured. The city keeps large 
balances, averaging throughout the 
year roughly $15,000,000. Practically 
every incorporated bank and trust 
company in the city is an inactive de- 
pository, the funds being distributed in 
propcrticn to capital and surplus. 
There is little opportunity for favorit- 
ism under this rule. There are, how- 
ever, 31x active depositories, each of 
which has a city balance usually up- 
ward of $300,000, over and above the 
inactive deposit allotted on the pro- 
rata basis. 


In CERTAIN URBAN COUNTIES 


New York, Philadelphia and San 
Francisco are not afflicted with separate 
county treasuries. Chicago and Cook 
County both have their bank deposits 
regulated by‘state law, and, as indicat- 
ed by the foregoing discussion, receive 
substantially the same rate of interest 
on their bank'deposit. Some of the 
independent boards and commissions 
in that amazing urban hodge-podge are 
free of statutory supervision, however, 
and do not fare quite so well as the city 
or the county. 
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Usually county government is less 
eficient and more “political’’ than 
city government and, were it possible 
to make an exhaustive compilation of 
the interest on bank balances received 
by cities and by urban counties, the 
cities probably would be found to be 
getting higher rates as a rule. Perhaps 
Cuyahoga County, Ohio, would be 
typical. It receives a slightly lower 
rate on the average from the same 
banks that hold the deposits of the city 
of Cleveland. Jackson County, 
Missouri, presents another typical 
situation. That county’s funds at 
present receive an average of about 
3.90 per cent as against Kansas City’s 
average of over 44 per cent. 

On the other hand, Wayne County, 
Michigan, reports as high a return as 
4 per cent on some of its inactive ac- 
counts as compared with Detrcait’s 
maximum of 3% per cent. This latter 
exception proves little, however, as an 
analysis of the average return wculd 
doubtless show to the advantage of the 
city’s stewardship. 

A factor not to be overlooked in com- 
paring cities and counties in their re- 
lations to their depositories is that even 
though the cities are likely to maintain 
larger balances in bank, their active 
accounts are usually costlier to handle 
for the reason that they have a very 
much greater number of items than do 
the counties. 


UncLe Sam AND His BANK Accounts 


Section 5158 of the Revised Statutes 
of the United States (1878) still governs 
the ordinary deposits of the Federal 
Treasury in banks. It provides that 
every national bank, designated for 
that purpose by the Secretary of the 
Treasury, should be a depository for 
public money. It requires the secur- 
ing of such funds by United States 
bonds or other satisfactory security, 
but detailed regulation is left to the 
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Secretary of the Treasury. It appears 
that this discretionary power did not 
function in the direction of requiring 
interest on the Government’s deposits 
until June 1, 1918, since which time 
2 per cent has been the prevailing rate. 

The Federal Reserve Act, the Postal 
Savings Act and the various Liberty 
Loan Acts have modified the relations 
of the Federal Treasury with the banks, 
but most of the conditions do not here 
concern us. The Federal Reserve 
Banks now function as fiscal agents of 
the Government and as such are the 
“active depositories.” Under existing 
laws and regulations, not only national 
banks but also eligible state banks and 
trust companies may apply for govern- 
ment deposits, and these, with the 
national banks, usually hold mactive 
deposits and pay 2 per cent interest. 

The depositories of postal savings 
funds pay 24 per cent interest on the 
balances, the bulk of which are allowed 
to remain undisturbed for long periods. 

The Treasury’s regulations in regard 
to interest are nation-wide in their 
application, no consideration being 
given to the varying economic and 
financial conditions obtaining in differ- 
ent parts of the country. In other 
words, a bank in a small town in, say, 
Texas or Montana, that may never 
have placed a local loan at less than 10 
per cent and whose salaries and other 
expenses are low, gets government de- 
posits as cheaply as a large metropoli- 
tan bank whose overhead costs are 
necessarily high, and whose operations 
are frequently conducted on close mar- 
gins of profit. 


CONCLUSION 


In general, the principle of competi- 
tion for public deposits has proved 
workable and no impressive arguments 
have been arrayed against it. Itis the 
principle that governs the banks’ pur- 
suit of non-governmental business, and 
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public treasuries are rarely smaller de- 
positors than a majority of any bank’s 
private clients. If safeguards in the 
way of collateral security or surety 
bonds are required, the public’s treas- 
ury is protected from loss. 

It is asserted by some of the more 
conservative public officials that invit- 
ing competitive bids encourages “ wild- 
cat” banking, but this is not borne out 
by the experiences of those communi- 
ties where competition has been the 
method employed to secure a more 
favorable return as interest on the 
public’s money. 

Lest it be assumed that the consist- 
ent emphasis on competition in this 
paper lends it the color of a tract on 
behalf of laissez-faire, it is expressly 
declared that the competitive principle 
is advocated for the award of public 
deposits merely as a device to serve the 
public interest, as are competitive bids 
on contracts for buildings, bridges or 
roads. 

With regard to federal deposits, not 
only are 2 and 23 per cent too low when 
contrasted with what states, counties 
and cities are receiving, but it seems 
hardly reasonable to apply a flat rate 
to the whole country. Competition 
within federal reserve districts, or pref- 
erably in even smaller areas, ought to 
be easy to work out. If competitive 
bidding is not adopted, at least variable 
rates could ke applied in different sec- 
tions of the country, by treasury de- 
partment regulation. 

The other side of the picture must 
not be left out. While much of the 
burden of this discussion has been criti- 
cal of governments securing inadequate 
rates of interest from depositories, 
there is the other side. The Federal 
Government and the states could go to 
extremes in exacting interest from 
banks, as their power to give or with- 
hold charters and to make statutory 
regulations is a power of life and death 
to the financial institutions. Cities 
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and other political subdivisions have no 
such powers, of course. 

Regardless of their powers in the 
matter of securing fair and adequate 
interest rezurns, all governments should 
recognize the desirability of business 
relations that are mutually equitable 
and advantageous—as exemplars, per- 
haps, if nothing else. Passing laws or 
ordinances fixing flat interest rates is 
not fair to the banks. Expecting as 
high & return on an active checking 
account as on an idle account is not 
reasonable, unless the balance main- 
tained justifies it. On most active 
accounts of public treasuries there are 
not only inttumerable deposited checks 
to collect, but also large numbers of 
checks or warrants to pay. On the 
checks or warrants of most states, 
counties and cities, there are usually 
two to four signatures to verify, a 
voucher feature to be watched, and 
sometimes a number of other nuisances 
such as verifying that a proper charge 
against an appropriation is noted in the 
body of the warrant or check. 

Another element of justice to the 
banks would lie in a sufficiently fre- 
quent revision of the interest rates on 
deposits to protect the bank. Fixing 
a rate for three years, for instance, as is 
done in some communities, may 
“stick” a bank in a declining money 
market; o? course, in a rising money 
market the public treasury is equally 
likely to lase out. 

But we fall back on competition. 
To their credit be it said, most of the 
bankers can and will look out for them- 
selves, and it behooves the public func- 
tionary to look out for the interests of 
those whose trusted minister he is. 


Exuisit A 


As a final word, the economical man- 
agement cf its cash by one governmen- 
tal unit ts cited to show that it can be 
done. The school district of Philadel- 
phia is coterminous with the city- 
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county, but since Pennsylvania’s school 
code of 1911 went into effect it has been 
an autonomous government, levying 
its own taxes and having its own bor- 
rowing powers. This school district 
has not invited competitive bids for its 
deposits, but made favorable arrange- 
ments with a few leading banks so that 
for several years it was receiving 24 per 
cent on both its active and mactive 
accounts, while the city of Philadelphia 
was getting 2 per cent on the inactive 
accounts and nothing at all on its 


active accounts. It took this example, 


several years, aided by civic pressure, 
to impel the city authorities to do as 
well for the same taxpayérs. Later, 
the school board secured 8 per cent on 
all its deposits, and the city slowly 
followed suit. . 
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Under the terms of the school code, 
the funds in bank belonging to the 
school district are secured against loss, 
while those of the city are not. More 
significant still is the fact that the 
school board manages its finances so 
economically as to keep only necessary 
balances in banks, whereas the city has 
for years been extremely wasteful in 

Of course, a school district’s finances 
are easier to manage than those of a 
state or a nation, or even of a city, but 
if any comptroller, treasurer, legislator 
or councilman is consumed with a de- 
sire to husband his constituents’ cash 
as he would his own, he can get some 
suggestions from the actual achieve- 
ments of the First School District of 
Pennsylvania. 


Reorganization 1n Illinois and Its Results 


By Frank O. Lowpsn 
Governor of Illinois, 1917-21 


URING the last century every 
great private industry has under- 
gone a complete transformation. As 
civilization has become more complex, 
the machinery of business has changed 
continuously to meet its changing 
needs. In the machinery of govern- 
ment alone there has been little prog- 
ress during all this time. Yet the 
business of government has grown in 
complexity and in the number of sub- 
jects with which it deals quite as 
rapidly as has private enterprise. This 
failure has been due largely to the fact 
that until recently the total expenses of 
government were so small, relatively, as 
to influence but little the general pros- 
perity of the country. During political 
campaigns parties have frequently 
charged each other with extravagance, 
but the people have been little inter- 
ested, because revenues were largely 
derived from indirect sources and no 
burden was felt. 

Now, however, state and federal 
taxes, by virtue of their weight, have 
become directly related to all economic 
questions of the day. Who can doubt 
that the heavy taxes levied by govern- 
ment are an important factor in the 
high cost of living? The Government 
is powerless to prevent a substantial 
part, at least, of such taxes being 
passed on to the consumer. We now 
see that no form of taxation has been 
devised which will be borne in fact by 
the rich alone. The community as a 
whole in one form or another must pay 
the cost of government. In its turn, 
the high cost of living has an intimate 
bearing upon the present unrest. The 
great problems for the next few years, 


at least, will be economic and industrial 
and to all of them the question of taxa- 
tion now has a direct and important 
relation. 

Business and industry generally, in 
making plans for the future, must 
reckon first with the question of taxes, 
which have reached the point already 
where private initiative is discouraged 
and waere “enterprise in some cases 
halts. 

More than once in recent years J 
have had small manufacturers and 
small pusiness men from various parts 
of the state come into my office and 
announce that they were going to close 
out their establishments. “Why? Isn’t 
your business good?” “Yes, but these 
are uncertain times. We can’t be 
sure taat losses will not come, and if 
losses Jo come we must stand the entire 
loss ourselves, while if fortunately we 
do make profits, we must give the 
Government the greater portion of the 
profits. So we are going to withdraw 
from business.” 

This daes not promise well for either 
capital or labor in the coming years. 
It means a checking of industry 
through the discouragement of initia- 
tive in business by excessive burdens, 
and when that sort of situation comes 
the people as a whole invariably suffer. 

Even before the war men were im- 
pressed by the continued increase in the 
expenses of city, state and national 
government. The activities of gov- 
ernment have multiplied rapidly during 
recent years—more rapidly than was 
warranted. When the state or nation 
decided to take on some new function, 
instead of fitting it into some agency of 
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government already established, it 
usually created some entirely new 
body. Sometimes it was an official, 
oftener it was a board or a commission. 


OVERLAPPING OF WORK BY HAPHAZARD 
METHODS OF GOVERNMENT 


The commission came to be a very 
popular form. It provided good places 
for aspirants to office, and, being a law 
unto itself, the members could attendto 
their private affairs and give one or two 
days a month—usually about the time 
the pay rolls were made up—to the 
public service. When once commis- 
sions were created, it was almost im- 
possible to abolish them. There is 
nothing more difficult in government 
than to get rid of a lucrative office once 
established. This practice had become 
quite general and Illinois was no ex- 
ception. 

When I became Governor in Janu- 
ary, 1917, there were something over 
one hundred and twenty-five independ- 
ent and unrelated agencies of the state 
government, sometimes composed of 
boards, sometimes commissions, and 
sometimes individual officials. In fact, 


so confused was the situation that no 


two agreed upon just exactly how many 
independent activities the state was 
conducting. Necessarily this resulted 
in much overlapping of work. In pur- 
chases there was competition between 
the different agencies of the govern- 
ment, and there was, of course, needless 
expense. Above all, there was greatly 
reduced efficiency. In theory these 
various offices were supervised by the 
Governor, but in fact it was absolutely 
impossible for him to exercise any ade- 
quate supervision over them. They 
were scattered over the state, frequent 
personal contact with them was out of 
the question, and for all practical pur- 
poses the state government was with- 
out an actualhead. Energetic and com- 
petent administration was impossible. 
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One consequence of this haphazard 
method, or lack of method, of govern- 
ment was lack of law enforcement. 
Something went wrong or seemed to go 
wrong, and a law was enacted, and 
there the matter rested, as though the 
law were an end in itself. We were 
confronted with a problem requiring 
solution and then the legislature passed 
the problem on to a commission and 
felicitated itself that it had solved the 
problem. It is a grievous error to 
enact a law and then to disregard it. 
Even the best law badly administered 
is worse than none. For ours is a gov- 
ernment of law. In America the sover- 
elgn power resides in the people, but 
the people speak only through the law. 
Whenever, therefore, law is disre- 
garded, the sovereignty of the people is 
insulted, and no sovereign power, 
whether it be demos or king, can long 
rule unless it has the vigor and the will 
to vindicate itself. 

The problem was to gather up the 
scattered agencies and to reorganize 
them into departments of government. 
Upon a study of the nature of these 
agencies, we concluded that they logi- 
cally fell into nine groups. We then 
abolished the more than one hundred 
and twenty-five boards, commissions 
and independent offices,. and created 
nine new departments, to take over 
their functions. These departments 
were: ; 

Department of Finance 

Department of Agriculture 

Department of Labor 

Department of Mines and Minerals 

Department of Public Works and 

Buildings 

Department of Public Welfare 

Department of Public Health 

Department of Trade and Commerce 

Department of Registration and 

Education 

The powers and duties of each de- 

partment are defined by the Code. 
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WEAKNESS OF COMMISSIONS 


The question then arose as to 
whether these departments should be 
under the control of individuals or of 
commissions. In acquiring the habit 
of creating a board or a commission to 
take care of government work, we have 
assumed that if something important 
was to be done it would be best accom- 
plished if handled by a body of men, 
and not an individual. The fact is, as 
all who have had experience in business 
of any kind know, that it is the individ- 
ual who does things—not a board or a 
commission. There is no commission 


anywhere, there is no board anywhere,. 


that does things affirmatively unless it 
is dominated by one man, and the only 
benefit from the other members of that 
body is in their advisory capacity. 

Always it 1s an individual on the 
board or commission who takes the 
initiative, and the body is fortunate if 
the other members do not hamper him. 
I am speaking now of administration. 
A commission may be desirable where 
quasi-judicial or quasi-legislative pow- 
ers are exercised. Where, however, the 
duties are purely or largely ministerial, 
experience has shown that it is a man, 
not a body of men, who gets results. 

There are some who have assumed 
that large responsibility could be more 
safely deposited in a body of men than 
in a single man. Experience has not 
justified this. Where the responsibil- 
ity 1s upon the individual, he cannot 
shirk it. Where it is placed in a body 
of men, the individual can find shelter 
behind that body when called to ac- 
count for the manner in which he has 
exercised his power. 

There also is a deadly inertia in a 
board or commission which is not so 
likely to be found in the individual. It 
is a true saying that “‘what is every- 
body’s business is nobody’s business.” 
It 1s equally true that where several 
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members of a board or commission 
share a given responsibility, no one of 
them feels that responsibility as keenly 
as though he bore it alone. Good and 
efficient public service makes it manda- 
tory that responsibility be fixed defi- 
nitely. ‘Then only can a public official 
be held to a strict accountability. Re- 
sponsibility can be definitely placed 
only if it be reposed in an individual. 
For these reasons we placed at the head 
of each of the nine departments an 
individual whom we called a director, 
and not a board or commission. 

In his recent biography, Henry Wat- 
terson illuminated this point: 

Patriotism cries ‘God give us men,” but 
the parties say “‘Give us votes and offices,” 
and Congress proceeds to create a commis- 
gion. Thus responsibilities are shirked 
and places are multiplied. 


It may happen, however, that the 
head of a department, upon some im- 
portant question of policy, would like 
the advice of able and experienced men. 
We therefore provided advisory com- 
mittees. The members serve without 
pay. We Łave found that many of the 
ablest ren in the state are perfectly 
willing to serve upon an advisory com- 
mittee without pay, although they 
could not be induced to take a salaried 
position. In this way we availed our- 
selves o: the best talent within the state 
upon the various subjects of state ad- 
ministration. | «eae aii 


Tun Cry ADMINISTRATIVE CODE 

Our Civil Administrative Code pro- 
vides for the various subordinate off- 
cers within the several departments. It 
does not, however, attempt to define 
their precise duties. These duties are 
prescribed in rules and regulations for- 
mulated by the head of the department, 
and not by statute law. Much debate 
arose over this proposition. It was 
objected that this conferred too much 
power upcn the individual head of a 
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department. Many thought that the 
Code should define precisely the duties 
of the heads of divisions in the several 
departments. 

In my judgment, to have adopted 
that theory would have greatly im- 
paired the efficiency of the Code. 
“Red tape” would have inevitably 
crept in. Much of the delay, the in- 
convenience, even the inaction which 
results from what we call “‘red tape,” 
is not so much the fault of the officialas 
it is of the law. ‘This is true alike of 
laws of the state legislatures and Con- 
gress. Where Congress, in launching 
government into some new activity, 
has created a bureau or division, the 
law makers have customarily gone into 
infinite detail—they have prescribed 
with exactitude the duties of each off- 
cial; they have so limited and delimited 
the powers to be exercised that the 
bureau or division is in no sense under 
the control or direction of the head of 
the department to which it belongs. 
The result is inevitable. Instead of 
actually molding and directing a single 
department in all its parts, he becomes 
the presiding officer over a large num- 
ber of bureaus, each of which is prac- 
tically independent of all the others. 


DEPARTMENTS OF GOVERNMENT IN 
WASHINGTON 


It is said that there are ten depart- 
ments of government at Washington. 
That is so only in name. In fact, there 
are many times ten independent and 
practically unrelated agencies of gov- 
ernment there. No department under 
these circumstances can avoid becom- 
ing rigid and lawbound, and “red tape” 
necessarily becomes the rule. If, in- 
stead, the department head were 
authorized to prescribe the duties of 
subordinates, the “red tape” would 
largely disappear. The responsible 
head would have power commensurate 
with his responsibility. Instead of an 
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Inert mass you would have a living 
organism with an actual head. 

Democracy has been afraid of itself, 
and of its own chosen officials, and has 
hedged them about with so many re- 
strictions that genuine efficiency has 
been well-nigh impossible. We have 
framed our laws as though they were 
to execute themselves, providing m 
detail for every contingency, leaving no 
means by which the head could meet 
unforeseen contingencies. We have 
gone on the theory that we could tie 
men’s hands for evil, but at the same 
time leave them free for good. 

In the last few years all pretense of 
keeping up the departmental form of 
organization of the Federal Govern- 
ment with its activities distributed 
among the ten departments has been 
abandoned. ‘There are now something 
more than forty independent establish- 
ments of government within no depart- 
ment of government and answerable 
directly to the President. It is obvious 
that the President can have no knowl- 
edge of, much less exercise supervision 
over, these independent agencies of 
government. There should not be a 
single function pertaining to adminis- 
tration which does not come directly 
under some Cabinet official. The 
President, or chief executive of a great 
state, with his multifarious duties 
pressing upon him, cannot be safely 
depended upon to properly direct any 
administrative activity unless the ini- 
tiative comes from the head of the 
department. 


URGENT NEED ror LIGHTENING 
Presipentr’s BURDENS 


Recently, owing to the death of our 
beloved President, the public mterest 
has been awakened to the need of doing 
something to save the President of the 
United States from his exacting duties 
which of late have proven too heavy, as 
it seems, to be borne by man. Some 
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have suggested an assistant president. 
Others have thought that an extension 
of the civil service would afford some 
measure of relief, and still other reme- 
dies have been proposed. It seems to 
me that none of these proposed changes 
go to the root of the matter. It was 
not subjects which were clearly and 
unequivocally committed to one of the 
departments of government that laid 
upon the President his heaviest bur- 
dens. It was those matters which lay 
outside of the departments and which 


' had been entrusted to some one or more 


of these boards and commissions which 
were wholly outside of any department 
of government. Questions relating to 
the Shipping Board, relating to the 
Interstate Commerce Commission and 
the War Labor Board will readily occur 
to your minds. No one of these agen- 
cies of government was under the direc- 
tion of a member of the Cabinet, but 
responsible only to the President. 
Even where these officials have quasi- 
judicial duties to perform, as in the 
case of the Interstate Commerce Com- 
mission, there is no reason why the 
commission should not be allocated to 
some department, as in the latter case, 
to the Department of Commerce, if 
you please. Though such a commis- 
sion has duties of a judicial character 
to perform, much of their work is 
purely administrative, and therefore 
should properly come under the control 
of some member of the Cabinet. If it 
is the administrative features of these 
public bodies outside of the depart- 
ments which imposed these burdens 
upon the President, why should he not 
be relieved of them. 


RELIEF AFFORDED THE GOVERNOR 

This is what we did in Ilinois. 
There we have a Public Utilities Com- 
mission with powers over intra-state 
commerce, very similar to the powers 
of the national commission over inter- 
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state coramerce. Our commission was 
incorporated into the Department of 
Trade and Commerce, left wholly free 
in its decisions upon rates and kindred 
questions, kut under the direction of 
the department in all administrative 


-matters. This disposition of the com- 


mission has worked well in Illinois and 
has relieved the Governor of much 
detail that has been better performed 
by the head of the department. 

Our Cabinet officers have been re- 
garded too much as mere advisers to 
the Presiden: and not enough as re- 
sponsible heads of important depart- 
ments of government. They should be 
considered as* holding positions analo- 
gous to the position of vice-president 
in our great industrial organizations. 
As such, they should be required to 
perform all the routine work of their 
several departments. To illustrate, we 
have a Department of War. There 
presides over that department today 
one of tae most competent officials in 
the country. When any commission in 
the army is to be signed, it must be 
signed by the President. In any pri- 
vate business the signature of the 
actual head of the department would be 
considered sufficient. This is but one 
of the innumerable routine duties that 
are now laid upon the President and 
which could be as well or better per- 
formed by the heads of the several de- 
partments. I was told by a high offi- 
cial in the Wilson administration that 
President Wilson, during the war, fre- 
quently spent several hours a day in 
signing Lisname. What a tragic waste 
of time end energy for him upon whom 
grave duties rested! 

The chief officials under our Code, 
such as direczors of departments, have 
their offices in the Capitol at Spring- 
field. The directors of departments 
and the Adjutant-General, who is the 
head of the Military Department of the 
state, constitute the Governor’s Cabi- 
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net. The Governor thus is in daily 
touch with every activity of the state 
government. If a weakness develops 
in the remotest part of the state, he has 
the means at hand to correct it 
promptly through the head of the 
proper department. The head of the 
department, in turn, through his chiefs 
of division, over whom he has complete 
control, can at once reach the weak spot. 

The main purpose of the Civil Ad- 
ministrative Code was to make govern- 
ment function, to give to public service 
something of the efficiency which goes 
with private service. That it has ac- 
complished this no responsible person 
I think in Ilinois would*deny. Inci- 
dentally, it has resulted in great savings 
to the people. Naturally, the appro- 
priations increased as a result of the 
war. ‘The total appropriations for the 
state government for the biennium 
beginning July 1, 1919, and encing 
June 80, 1921, exceeded the appropria- 
tions for the biennium beginning July 
1, 1915, or four years before, by some- 
thing like 36 per cent. A comparison 
of total appropriations for state pur- 
poses of Pennsylvania, Ohio, Wiscon- 
sin, Minnesota, Massachusetts, New 
York and Michigan—the only other 
similar states whose completed figures 
I have been able to get—shows an 
increase for the same period of from 
48 per cent to 108 per cent, or an aver- 
age increase for the seven states of 76 
per cent. The increase in Ilinois dur- 
ing the four year period was, of course, 
much less than the decrease in the 
purchasing value of the dollar. In 
addition, the indirect revenues of the 
state, because of the increased efh- 
ciency in administration, increased 
very considerably. 


Toe DEPARTMENT oF FINANCE 


An outstanding achievement of the 
Code was that of locating and correct- 
ing extravagance and incompetency. 


THE ANNALS OF THE AMERICAN ACADEMY 


This was done through the Department 
of Finance, one of the nine departments, 
as we have seen. ‘This department was 
made the keystone of the structure. It 
exercised two sets of powers: (1) It 
was charged with the general super- 
vision of the finances of the state; and 
(2) it was required to prepare a budget. 

The Department of Finance was a 
new conception in our state govern- 
ment—and in that of government of 
any American state I think. Its 
function was to see that the govern- 
ment lived within its income, that un- 
necessary expenditures were checked, 
that unwise expenditures were pre- 
vented and the policies of departments 
were controlled and coérdinated. While 
other departments were imbued with 
the ambition to extend departmental 
activities, the Department of Finance 
occupied the position of sympathetic 
critic, proportioning expenditures so as 
to carry out all administrative policies. 
By this means a well-balanced admin- 
istration, serving the needs of the whole 
state, was secured. Without it, ex- 
penditures were incapable of appor- 
tionment in accordance with the needs 
of the various branches of government. 

Financial control occupied a large 
part in the activities of the department. 
The law charged it with the duty of 
prescribing a uniform system of book- 
keeping, with the duty of examining 
and approving, or disapproving, of all 
bils, vouchers and claims against the 
other departments. This power com- 
pelled other departments, not as a 
matter of law, but as a matter of ad- 
ministrative expediency, to consult the 
Department of Finance before any 
unusual expenditure was made and to 
procure its advice. In order still fur- 
ther to promote cotrdination of ex- 
penditures, as well as co-operation 
among the departments, meetings of 
directors were held and financial as well 
as other policies were discussed. The 
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result of this procedure cannot be 
stated in dollars and cents. It did not 
appear upon any particular balance 
sheet. It was reflected in the general 
result, not only in unity and efficiency 
of administration, but in the tax levy, 
which, in times of mounting prices, had 
been reduced. 

As has been seen, the Department ‘of 
Finance was also required to prepare a 
budget of estimated expenditures and 
receipts, to be submitted to each regu- 
lar session of the General Assembly. In 
| the exercise of his general supervision 
over expenditures, the Director of 
Finance in effect began the preparation 
of the budget a biennium in advance. 
That is, on the first of July, 1917, in 
approving or disapproving vouchers 
and investigating into the financial con- 
ditions, he was gathering information 
all the while to enable him intelligently 
to judge what the appropriations 
should be for the next biennium. When 
the next legislature met in January, 
1919, the Director of Finance had a 
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budget ~eady. The old way was for 
each official who expended public 
money to make an estimate of what he 
desired and to submit that direct to the 
General Assembly, without revision by 
anyone. He always asked for what he 
needed, and usually for more, and 
therefore the legislature, no matter 
how earnestly it tried to meet its duty, 
had to guess at the amount of appro- 
priations. All this was changed in the 
budget submitted by the Director of 
Finance. He had in the first place the 
information he had acquired as to the 
needs of the various activities of the 
state in the exercise of his power of 
general supesvision over the finances, 
and in addition he had been able to 
investigate himself, when a request was 
made by any official charged with the 
expenditure of money, as to the exact 
needs af' the case. The budget thus 
submitted went before the appropria- 
tion committees of the House and 
Senate, and with very few changes was 
enacted into law. 


Reorganizing State Government 


By Warrer F. Dopp 
Of the Chicago Bar 


UMAN institutions develop slowly 
Rand without plan. This statement 
applies with peculiar force to the growth 
of government in the American states. 
Government must adapt its organiza- 
tion and its work to changing human 
needs. The needs for governmental 
activity and the machinery of govern- 
ment have expanded rapidly. 
Government is an historical institu- 
tion, and does not rapidly discard old 
forms of organization, or promptly 
adopt new. ‘This is natural and per- 
haps desirable, for the traditions of 
existing institutions are a part of our- 
selves. But we must adopt new meth- 
12 


‘ods when they become necessary to 


meet new problems, or government 
fails in the performance of its impor- 
tant functions as a social agency. 

New needs for governmental activity 
are usually felt and dealt with singly. 
Need for complete analysis of the gov- 
ernmental mechanism as a whole does 
not present itself until forced upon the 
attention by the very magnitude of the 
task and the increased burdens of tax- 
ation. Di 

State and local governments have 
until comparatively recent years de- 
veloped in a manner almost entirely 
haphazard. With new needs there has 
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been no systematic plan of develop- 
ment. As cities grew, independent 
departments or offices of city govern- 
ment were multiplied. Where fune- 
tions of local government were not 
already provided for by cities or exist- 
ing local bodies, there was and still 
continues a tendency to increase the 
number of local governing areas, or to 
authorize the creation of additional 
municipal corporations by local action. 
As new local needs developed, the map 
of local governing areas has thus be- 
come in most of the states a patchwork 
of overlapping municipal bodies with 
conflicting functions and powers. The 
intelligent citizen often finds it difficult 
to discover what local governing bodies 
have authority over him, and what are 
their relations to each other and to the 
state government. 


CoMPLEXITIES In Stare GOVERNMENT 


In state government the same com- 
plexity has developed. As in local 
government, when it was desired to 
assume a new function, a new adminis- 
trative agency was created, independ- 
ent of other agencies, even though 
others may have been created for 
closely related purposes. So the state 
administrative functions came to be 
exercised in each state by a vast num- 
ber of independent offices, boards and 
commissions, with overlapping and 
conflicting powers, and with no real 
supervision. 

State constitutions provide for a 
governor who in formal language is 
the supreme executive power; but at 
the same time they provide for other 
state executive officers to be elected in 
the same manner as the governor. As 
new offices, boards and commissions 
came to be created by legislative ac- 
tion, the power to appoint to such 
offices was usually vested in the gov- 
ernor. But commissions were often 
created whose members enjoyed over- 
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lapping terms, and the terms of indi- 
vidual statutory offices were often 
made longer than those of the governor 
himself. In more than half the states 
the governor has a term of only two 
years. 

Even where the governor had a 
legally effective power to appoint and 
remove statutory state officers, he was 
powerless to find his way through the 
intricate labyrinth of conflicting au- 
thorities numbering a hundred or more. 
It is beyond human capacity to super- 
vise effectively more than a limited 
number of services; and in the face of 
the complexity of state government 
the governor was powerless to better 
administrative conditions. 

In the judicial field we see the same 
development as in local and state gov- 
ernment. As more complex social and 
industrial conditions presented added 
tasks to the courts, the immediate and 
most obvious remedy was to increase 
the number of judges, or to create ad- 
ditional and independent courts. 

Through mere mechanical multipli- 
cation, we thus came to have numerous 
independent local areas of government, 
and increased complexity within these 
areas; a great number of independent 
and conflicting state administrative 
offices, boards and commissions; and a 
complex judicial system. Through the 
separate creation of these instruments 
of government without reference to 
each other, there came to be a cumber- 
some and disorganized mechanism in 
the state executive and judicial de- 
partments, in local governments, and in 
the relation between the state and its 
local areas. The state legislature was 
the only body with authority to pre- 
serve or restore order; and in this chaos 
of governments, its powers were in 
many respects limited by constitutional 
restriction. Yet the situation tended 
to become more complex and confusing 
because of successful outside pressure 
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upon legislatures to continue the cre- 
ation of new state offices and new local 
areas. 


Progress TOWARD GOVERNMENTAL 
IMPROVEMENT IN STATES 


Within recent years material prog- 
ress has been made toward govern- 
mental improvement within the states. 
Five lmes of progress may be briefly 
pointed out:? 

1. City Government. The leadership 
in the development of more simplified 
and responsible government was taken 
by the cities. In the progress of the 
cities the commission and commission- 
manager systems have borne a large 
part; and these movements have influ- 
enced the establishment of simpler 
organizations in cities that have not 
adopted the new systems themselves. 
Constitutional provisions for municipal 
home rule have aided by freeing cities 
from the control of state governments 
less progressive than themselves; 
though the constitutional grant of 
municipal home rule powers may in its 
final effect hinder the proper solution of 
the problem of relationships between 
the state and the local governments 
within the state. By simplifying their 
governments, reducing the number of 
administrative departments, and by 
grappling with their problems of per- 


sonnel, purchasing and of budgetary 


and financial control, the cities to a 
large extent are responsible for giving 
an impetus to state administrative re- 
organization. Yet the cities have only 
begun to solve the great problems that 
face them, and many cities have not yet 
even begun. | 

2. State Administration. For some 
years there has been a tendency toward 
a consolidation of state offices and a 
simplification of state administration. 


1 This is but an outline. A full discussion will 
be found in the author’s State Government, Cen- 
tury Company, 1922. 
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This is particularly true of the manage- 
ment of state charitable institutions, 
which at first was largely vested in in- 
dependent boards for each institution. 

Since Illinois, under the leadership of 
Governor Frank O. Lowden, adopted 
a comprehensive administrative re- 
organization in 1917, a great impetus 
has beer. given to better state adminis- 
trative organization. Eight states 
have now adopted comprehensive plans 
of administrative reorganization; and 
several others may perhaps properly 
be added to these eight, although 
the plans they have adopted are not 
so comprahensive. These reorganiza- 
tions in all cåses involve the abolition 
of numerous previously independent 
state offices, and some provision for a 
more codrdmated state policy as to 
state purchases and budgetary and 
financial control. : 

8. State Courts. Although the 
American Judicature Society has for 
years been urging the necessity for a 
codrdination of various separate courts 
into a really united Judicial system, we 
are as yet only beginning to move to- 
ward an improvement in this respect. 
State courts are to a large extent con- 
stitutional creations, and progress 
through constitutional change will 
come slowly. As a witness to this may 
be recitec. the rejection by the people 
of Missouri, on February 26, 1924, of a 
proposal of the constitutional conven- 
tion of that state involving the most 
constructive plan yet presented for the 
unification of a state judicial system. 
The Louisiana constitution of 1921 
took some steps toward a more unified 
Judicial system. The Louisiana con- 
stitutional provisions came into effect, 
perhaps because of the foresight of the 
constitutional convention of that state 
in not sukmitting its work to popular 
vote. But changes of this character 
cannot really become effective unless 
they have popular support. 
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toward the more effective organization 
of the state judicial system. Impor- 
tant steps in this direction are the laws 
of Ohio and Oregon, passed in 1923, for 
the creation of state judicial councils. 
Emphasis should here be placed upon 
the fact that problems of administra- 
tion are not confined to the state ex- 
ecutive department or to local 
government. The problem of effective 
administration in the courts is impor- 
tant, and with new types of questions 
presented by our complex social and 
industrial organization, these problems 
are becoming increasingly important. 
They must be solved if state govern- 
ment is to be efficient. 

4. Relation of areas of local govern- 
ment to each other. Because of con- 
stitutional debt limits or for other 
reasons, the functions of local govern- 
ment throughout most of the country 
are divided among a number of local 
areas, organized independently of each 
other, but overlying the same territory, 
and oftentimes with overlapping 
boundaries and conflicting powers. 
Many of the local government areas 
have been created through local action 
under so-called “‘local option” laws; 
and in the creation of new governing 
areas, little or no attention is paid to 
their relationship with those already 
existing. 

Consolidations have to some extent 
reduced the number and complexity of 
local governing bodies; but little has 
yet been accomplished toward a solu- 
tion of this problem. The presence of 
several local governments over the 
same territory is wasteful and substan- 
tially destroys popular responsibility. 
The governor cannot effectively control 
a hundred or more independent state 
offices. The voter cannot keep himself 
informed about and control through 
the ballot the affairs of a number of 
local governments, each with a group of 
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independent officers. Little attention. 
has yet been addressed to the general 
problem of simplifying and reorganiz- 
ing local areas of government; though 
some progress has been made. A 
Montana constitutional amendment of 
1922, and legislation thereunder for the 
city and county of Butte in 1928, afford 
a striking illustration. 

5. Relation between state and its local 
areas. ‘The states use and will con- 
tinue to use local governments as state 
agencies in their respective areas. 
Local governments also perform certain ` 
functions in which the state govern- 
ment as such is not primarily inter- 
ested. But the state has an essential 
interest in the efficient performance 
of functions that are primarily local, 
as well as in having effective local 
agencies for the performance of state 
functions. 

Not only this but functions that were 
once primarily local become, under 
changed circumstances, of vital interest 
to the state at large. A constitutional 
grant of municipal home rule to cities 
was once thought a solution of the re- 
lation between state and city; and the 
same principle has to some extent been 
applied to counties by California and 
Maryland. 

But there is no sharp delimitation 
between purely state and purely local 
functions; and the effort to define cer- 
tain powers as purely municipal cannot 
solve the problem, though it may have 
aided in the improvement of city gov- 
ernment at the time when the cities 
were leading in the movement for 
better governmental organization. A 
larger state supervision over local areas 
of government in their capacity as state 
agents has developed, and has been 
accompanied by state subsidies in a 
number of fields, particularly education 
and road construction. Through state 
subsidies, powers of removal in certain 
cases, through the erection of state ad- 
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-ministrative machinery to supervise 
certain local actions, and through a 
state supervision of municipal accounts 
in a number of states, a large degree of 
state control is exercised over local 
government. But this control is hap- 
hazard and badly organized. The 
subject of proper relationships has re- 
ceived little systematic attention. Un- 
til local governments themselves are 
more simply organized with respect to 
each other, the problem of state su- 
pervision and of state relationship is 
unduly complex. 

All of the problems outlined above 
are intimately related. The state 
government is not merely the central 
government at the state capital, but is 
in addition all local and governmental 
agencies throughout the state’s terri- 
tory. An efficient state government is 
rendered possible only by simplification 
and definite responsibility throughout 
all parts of this complex mechanism. 
Only by this same method can popular 
government become effective, for com- 
plexity hides responsibility from the 
voter. The detailed work of govern- 
ment becomes increasingly complex, 
but it is necessary that the organization 
be such as to reveal the responsible 
officials to the voter. But changes 
come slowly, and the problems change 
at the same time. Government within 
the states has made progress, and must 
continue to do so, but the issue of im- 
proving it will be present so long as it is 
operated by human agencies. 


STATE ADMINISTRATIVE 
REORGANIZATION 

Within recent years perhaps the 
most rapid progress has been made in 
the state executive department. IHi- 
nois in 1917 adopted the first compre- 
hensive administrative reorganization. 
Nebraska and Idaho followed in 1919; 
Washington and Ohio in 1921; Pennsyl- 
vania, Vermont and ‘Tennessee in 
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1923.2 Massachusetts in 1919, and 
Maryland in 192%, adopted compre- 
hensive but less satisfactory reorgani- 
zations? California, Michigan and 
Utah in 1921 took steps in the same 
direction. ‘The Missouri legislature of 
1921 enacted a group of laws looking to 
the same end, most of which were de- 
feated on a referendum. The Missouri 
Constitutional Convention submitted a 
proposed amendment requiring the 
legislative creation of a small group of 
executive departments and providing 
for a budget system, but this was de- 
feated by popular vote on February 26, 
1924. 

‘The fundamental theory of these re- 
organizations has been the reduction of 
statutory state functions into a small 
number of related departments, each 
under the control of a director or other 
head appointed by and removable by 
the governor. The heads of these de- 
partmen-s constitute a sort of govern- 
or’s cabinet. An essential part of the 
system is the establishment of budget- 
ary control and of a continuous finan- 
cial supervision under an officer directly 
responsible to the governor. In all of 
the states that have adopted this plan, 
there are constitutional state officers 
other than the governor, who are not 
brought in any effective way, if at all, 
under the unitary executive plan. The 
scheme is that of consolidating control 
over the state executive department in 
the hands of the governor, so far as this 
may be done by legislation. 

It may be worth while to comment 
briefly upon the extent to which these 
reorganizations have maintained them- 


2A full review of administrative reorganiza- 
tions appeacs in the author’s State Government, 
Century Company, 1922, pp. 249-277. For 
Pennsylvania see Dr. Clyde L. King in American 
Political Sctance Remew, XVII, 597-608; for Ver- 
mont see Edmund C. Mower in American 
Political Science Review, XVIII, 96-102. 

3 For Maryland, see N. H. Debel in American 
Political Science Review, XVI, 640-647. 
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selves in the states where they have 
been adopted. In Nebraska and Ohio 
political campaigns have been. waged 
against the reorganizations, and gov- 
ernors have been elected opposed to 
them. But although legislative ses- 
sions have been held in these states 
since the opposing and successful cam- 
paigns, the reorganizations remain. 
The Massachusetts reorganization of 
1919 has been referred to as unsatis- 
factory. It organized sixteen depart- 
ments, in addition to its elective 
officers and to nine other substantially 
independent statutory offices. Some 
of the departments formally created 
were in reality not departments, but a 
grouping under one head of functions 
remaining substantially independent. 
A Commission on State Administration 
and Expenditures made to the Massa- 
chusetts General Court in January, 
1922, a report that may well serve as a 
model of clear and systematic presen- 
tation. The chief recommendations of 
this report may be summarized: (1) 
The further consolidation of state ac- 
tivities into nine major administrative 
departments; (2) each under a respon- 
sible department head, appointed and 
removable by the governor with the 
consent of the council; (8) each de- 
partmental head to appoint and re- 
move his departmental subordinates; 
(4) one of the departments was to be 
a department of administration and 
finance to replace the supervisor of 
administration and to be charged with 
budgetary, financial and personnel 
control, and with central purchasing; 
and (5) the nine heads of departments 
were to constitute an administrative 
cabinet, with the governor as chairman. 
In the face of this report, the Massa- 
chusetts General Court took a back- 
ward step by providing, by legislation 
of 192% (reénacted in 1923), for the 
vesting of budgetary, financial, pur- 
chasing and personnel control in a 
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commission on Administration and ` 
Finance, composed of four members, 
appointed by the Governor with the 
consent of the council, for overlapping 
terms. This seeks again to place the 
essential tasks of executive control in a 
commission. Fortunately, the govern- 
or’s enlarged authority under the 
budget amendment to the constitution 
(1918) still leaves him some effective 
power. 

Idaho legislation of 1928 also took a 

backward step. It makes the governor 
in formal terms the chief budget and 
accounting officer, but provides that 
his duties m these fields shall be exer- 
cised through the office of the state 
auditor. The preparation of the 
budget and continuous financial control 
cannot well be transferred from the 
immediate control of the governor to 
another elective state officer. 
- The argument is often heard that 
there is danger in vesting in the gov- 
ernor control over the state executive 
department. A departmental organi- 
zation fixes responsibility, whereas 
without it there is no opportunity to 
hold anyone responsible for miscon- 
duct. Illinois adopted the plan under 
the leadership of a governor, who could 
well be entrusted with larger powers. 
Several years of experience under a 
different type of governor leads the 
author of this article to the conclusion 
that conditions would have been worse 
under the old disorganized system. A 
gocd system does not work best under a 
bad governor. No plan will work well 
under such conditions. Human factors 
are always more important than mech- 
anisms, but a properly devised mechan- 
ism may prove of value, nevertheless. 


NEED FoR REesPonsIBLE LEADERSHIP 
BY GOVERNORS 


So-called budget plans have now 
been adopted by almost all of the 
states, several by constitutional amend- 
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ment; but in many cases they amount 
to little more than the presentation of 
consolidated estimates. The budget is 
a financial plan for the operation of 
government during the state’s fiscal 
period. Where there is not a definite 
‘administrative control and responsi- 
bility, little opportunity exists for 
central budgetary and financial control. 
Such control is necessary in a consoli- 
dated state executive organization, but 
a consolidated and responsible organi- 
zation is equally necessary to effective 
budgetary and financial control. Suc- 
' cessful government will never be 
achieved by hiding responsibility in 
hundreds of little separate compart- 
ments. The governor is the most 
conspicuous officer of the state. From 
him responsible leadership must come. 
We will sometimes choose bad govern- 
ors, but if responsibility is placed upon 
them, we can discover their weakness, 
and place the blame. If then we re- 
elect them, the fault is ours alone. 
Numerous problems present them- 
selves in connection with the establish- 
ment of a more unified and a more re- 
sponsible state administration. ‘There 
is by no means full agreement as to the 
lines of possible improvement in this 
field. There will never be any cer- 
tainty as to the precise methods that 
will obtain the most satisfactory re- 
sults, for conditions are different in the 
several states; and the conditions them- 
selves are changing while proposed 
reorganizations are under discussion. 


LEGISLATION AND CONSTITUTIONAL 
CHANGE 


If it be assumed that a more effective 
and a more responsible organization 
lies in the direction of a small group of 
departments, and an increased re- 


‘California, Maryland, Massachusetts, Ne- 
braska and West Virginia. 

5 See F. W. Coker, American Political Science 
Review, XVI, 399. 
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sponsib:kty in the governor for their 
administration, the question then pre- 
sents its2lf as to the best method of 
obtaining these results. Substantially 
all of the changes so far accomplished 
have been achieved by legislation, 
without much aid from constitutional 
change. As already suggested, it is 
true that several states have estab- 
lished a budget system by constitu- 
tional amendment, and, except in West 
Virginia, the budget amendments have 
been in the direction of increasing the 
authority of the governor over the 
financial administration of the state. 
A constitutional amendment in Massa- 
chusetts (1918) ordered a reorganiza- 
tion of the state administration through 
legislative act. The defeated New 
York cozrstitution of 1915, and a con- 
stitutions] amendment now pending in 
New York, have sought to provide by 
constitutional change for administra- 
tive reorganization. An amendment 
to the M_ssouri constitution, proposed 
by the convention recently in session in 
that staze, and rejected on February 
25, 1924, contained a command for 
legislative reorganization of the execu- 
tive depaztment under prescribed con- 
stitutional limitations. On the whole, 
little has been accomplished up to the 
present time by constitutional changes 
in this fizld. The danger of consti- 
tutional amendments is that they tend 
to limit fuzure development, at the same 
time that they may bring some immedi- 
ate improvernent. ‘The combination of 
possible future limitation with present 
progress makes the method of consti- 
tutional emendment dangerous in a 
field where the most desirable methods 
to be employed are in some respects 
still a matter of experiment. 


RELATION BETWEEN QuASI-JUDICIAL 
AND Quasi-LEGISLATIVE FUNCTIONS 


With respect to problems still in the 
experimerial stage, reference may be 
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made particularly to the exercise of 
quasi-judicial and quasi-legislative 

functions by the administrative organi- 
zation. Commissions, whose members 
usually have overlapping terms, have 
ordinarily been employed for the quasi- 
judicial and discretionary functions, 
such as have been invested in tax com- 
missions, public utility commissions 
and commissions for the administration 
of workmens’ compensation laws. The 
relationship between these functions 
and the more distinctly administrative 
work has not as yet been satisfactorily 
worked out. The Illinois reorganiza- 
tion leaves the commissions inde- 
pendent, and associates them with 
administrative departments substan- 
tially in name only. The Illinois plan 
has not worked satisfactorily, and the 
Ohio reorganization sought a closer 
codrdination of the commissions with 
the ‘administrative departments. A 
plan finding favor in some other states 
is that of having the head of the depart- 
ment the chairman and administrative 
head of a commission, but with the 
other members of the commission in- 
dependent of his control. So far no 
plan has been sufficiently tested to 
demonstrate that it is fully satisfac- 


tory. 


APPOINTMENTS WITHIN DEPARTMENTS 


Another problem of state adminis- 
trative reorganization is that of the 
relationship of heads of departments to 
the governor on the one side, and to the 
chief subordinate officers of the de- 
partment on the other side. Under 
the Illinois reorganization the Governor 
appoints not only the heads of depart- 
ments, but also the heads of divisions 
within each department. Under the 
Ohio reorganization, the Governor ap- 
points the heads of departments, but 
with one or two exceptions, the heads 


8 For a fuller discussion of this matter see the 
author’s State Government, 267-270. 
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of departments are themselves author- 
ized to appoint the heads of the 
divisions within their respective de- 
partments. The report of the Massa- 
chusetts Commission on State 
Administration and Expenditures 
(1922) strongly recommends that the 
appointment of departmental officers 
should be lodged in the department 
heads, except where advisory or quasi- 
judicial functions are involved. This 
recommendation is in direct line with ' 
the whole theory upon which the ad- | 
ministrative reorganizations have been . 
based. No officer in the position of — 
governor can effectively supervise more 
than a limited number of department 
heads. <A governor should choose with 
care the heads of departments, and 
place upon them the responsibility for 
results within their respective depart- 
ments. They cannot be held fully 
responsible unless they are at the same 
time given authority to appoint those 
for whose activities they are responsi- 
ble. 


PROBLEM or CONTINUITY oF POLICY 


Perhaps the most important single 
problem in connection with the state 
executive department is that of con- 
tinuity of policy. In more than half 
the states the governors are elected for 
two-year terms, and in all of the others 
except New Jersey the term is now 
four years. With the retirement of a 
governor, a definite break in state ad- 
ministrative policy is likely to occur. 
even where the successor belongs to the 
same political party. This is to a 
greater extent true in the states where 
elections are likely to bring a successor 
of the opposite party. If each new 
state administration is to bring a 
change of personnel and a change of 
nes olicy, no scheme of executive 

sibility can operate satisfacto- 
nly The so-called presidential system 
of government, which exists both in the 
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nation and in the states, contemplates 
responsibility for administrative policy 
in the president and in governors hold- 
ing for fixed terms; and, when success- 
ful, implies also a leadership in the 
president or governor with respect to 
legislative policy. The terms of gov- 
ernors ordinarily begin just prior to a 
legislative session, in which appropri- 
ations must be made for the succeeding 
fiscal period of the state. A new gov- 
ernor comes into office to a large extent 
ignorant of a proposed budget neces- 
‘sarily prepared under his predecessor, 
and necessarily to a large extent at the 
same time ignorant as to the problems 
of the state executive department for 
which he must assume responsibility. 
It is largely for this reason that the 
California budget amendment of 1922 
and the Virginia budget legislation seek 
to associate the governor-elect to some 
extent in the preparation or consider- 
ation of the budget at such times. 

The problem is, however, an even 
more serious one. It is natural and 
proper that the heads of the great de- 
partments in Washington should 
change with changes in administration; 
and it is equally proper that, under a 
state administrative organization, the 
heads of state administrative depart- 
ments should change with changes in 
administration. The problem is that 
of developing a continuity of adminis- 
tration which will persist even though 
at frequent intervals there is a change 
in the responsible officers controlling 
the administration. ‘This problem has 
been largely solved in England by a 
continuity in official personnel below 
the members of the cabinet. The 
permanent official personnel in reality 
operates all of the technical aspects of 
the government, leaving to the political 
heads of the departments the determi- 
nation of issues of general policy. 

Civil service legislation has as yet 
accomplished little toward the develop- 
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ment of such a continuous policy in 
state government; although adoption 
of civil service by a’small group of 
states has done something toward in- 
suring permanency of tenure in sub- 
ordinate positions. Much may be 
accomplished’ by the development of 
the principle that all officers of state 
government below the heads of depart- 
ments should have a permanent tenure. 
Only tkus can be developed an efficient 
and technical staff of persons familiar 
with the problems to be dealt with by 
governments. It is necessary at the 
same time that there be such a stand- 
ardization of compensation in the state 
employ that governmental service in 
the states may constitute a career, with 
the guarantee of equal pay for equal 
service, and with the possibility of 
promotion to positions of responsibility 
as a reward for faithful and efficient 
service. Unfortunately, we have ac- 
complished little in this direction in the 
American state governments, or in the 
nationel Government, though impor- 
tant steps toward salary standardi- 
zation have been taken by New Jersey 
and Pennsylvania. 

The problem of a continuous policy 
in state government is one that must be 
solved, if state governments are to be 
efficient agencies for the performance 
of their work. The main argument for 
the conduct of state government 
through boards or commissions, whose 
members are appointed for overlapping 
terms, is that such an organization 
brings a greater continuity of policy 
and a more permanent tenure for tech- 
nical experts in governmental service.’ 
The policy of conducting governmental 
business through continuing commis- 
sions may maintain certain elements of 
continuity, but it does not necessarily 
make either for permanent tenure or 


7 See Herry C, Wright, Valuation of Adminis- 
tration of State Institutions Through One-man 
Conirol ce Operating in Illinots (1922). 
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for an efficient and continuous policy. 
It is for this reason that, after a trial 
over a period of years, the commission 
system has tended to be replaced by a 
departmental organization with indi- 
, vidual and responsible heads of depart- 
ments. Under the plan of continucus 
commissions there is no possibility of 
handling state business as a single en- 
terprise, or of developing plans for an 
efficient control of budgetary and finan- 
cial policy, of personnel, of state pur- 
chasing, printing or building, or of state 
policy with respect to official reports. 
But some aid in maintaining continuity 
of policy may be given through «d- 
visory unpaid boards, whpse members 
are in tenure largely independent of 
those charged with the administrative 
authority. 

Permanency of tenure for govern- 
mental employes, with permanent un- 
der-directors of departments, would 
establish a continuous expert person- 
nel; while at the same time avoiding a 


sharp break in administrative methcds. 


with frequent changes in the office of 
governor and heads of departments, 
who determine the general policy of the 
governmental organization. Such a 
plan does not involve the establishment 
of a bureaucracy, but rather the de- 
velopment of a permanent personnel 
such as is necessary for the efficient 
handling of the technical side of any 
private business, while leaving to the 
political officers of the government a 
control of matters of policy. Such a 
change cannot be brought about merely 
by constitutional amendment or by 
legislation. It involves a fundamental 
change of attitude upon the part of the 
American people. So long as we re- 
gard government as an organization of 
little personal concern to ourselves, but 
as one through which the wimners in a 
political game may legitimately gain 
private profit, we lack the essential 
element of efficient and permanent 
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administrative policy. If our govern- 
ments increase their functions during 
the next fifty years as rapidly as they 
have done during the past fifty years, 
the whole organization is likely to 
collapse unless we are able to change 
our attitude in this respect. 

We have in reality no standards for 
the measurement of success or failure in 
governmental endeavor. When gov- 
ernment is unsuccessful, it may in- 
crease taxes or issue bonds. But 
Increased taxes or issuance of bonds are 
not in themselves evidences of govern- 
mental failure. Only by placing a 
definite responsibility, and by devising 
some methods of testing success or 
failure of administrative organization, 
can we in the long run improve the 
conduct of governmental business. 
Standards can be established only if 
there is responsibility and cotrdination. 


OFFICIAL REPORTS 


At the present time we have sub- 
stantially nothing in the way of pub- 
lished official reports upon which the 
citizen may rely. The number of in- 
dividual] state offices and governmental 
bodies that make published reports is 
so great that the citizen would have 
time for little else, should he seek to 
obtain and study these reports for each 
governmental agency and authority 
over him. A simplified plan for the 
reporting of work done by government 
can come only with a unified govern- 
ment. A unified and responsible gov- 
ernment can and should be required to 
report, briefly and intelligently, results 
that it, has actually accomplished. 
Official reporting constitutes one of the 
most effective means of holding public 
officers to responsibility, but official 
reporting can come only with an effec- 
tive governmental organization that 
can be held responsible. The state 
governments are throwing away mil- 
lions of dollars each year for the print- 
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ing of reports that mean little or 
nothing to anybody except the printer. 
The Massachusetts Commission on 
State Administration and Expenditures 
in speaking of the mass of reports in 
that state picturesquely says: 

If these copies were stacked one upon 
another, a pile of this one year’s issue 
would reach the astounding height of 
about three and one-half miles, or thirty- 
six times the height of the Custom House 
tower. If placed end to end they would 
make a narrow foot path from the State 
House in Boston to Trenton, N. J., or well 
into Canada on the north. 


Although many Massachusetts re- 
ports rank high in the field of state 
reports, it 1s hardly too much to say 
that the bulk of these reports would 
have accomplished more good had they 
been employed for the purpose of con- 
structing such a footpath. 


TENDENCY Toward RESPONSIBLE 
GOVERNMENT 


The problems of effective state or- 
ganization have not been solved, and so 
long as human government endures 
they will not be solved. New prob- 
lems are presenting themselves con- 
stantly, but the tide is turning toward a 
more responsible and more unified gov- 
ernmental organization for the per- 
formance of both state and local 
functions. New creations of local 
government areas and of independent 
state offices and commissions go gaily 
on. New Jersey and some other states 
still adhere to government by inde- 
pendent and continuing commissions. 

No state has solved its governmental 
problems, but the states that have 
taken steps toward a more codrdinated 
and unified executive have made the 
most important advance toward eff- 
cient government. Such a unified 
state government must develop definite 
policies as to state purchasing, printing, 
and building activities. ‘There must be 
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a continuous budgetary and financial 
control and a definite policy with re- 
spect to administrative personnel. It 
must develop standards for measuring 
success or failure in governmental 
activities, and for reporting actual re- 
sults accomplished; and it must be 
responsible to the people over whom it 
operates. Only through a responsible 
head of the state executive can the 
people hold to account those charged 
with the conduct of state government; 
and only through the application of 
similar principles can there be a popu- 
lar cortrol of local government, and an 
effective cotrdination of state and local 
activities. 


New Fonctions of GOVERNMENT 


But no form of organization can 
efficiently enforce state policies adopted 
m @ haphazard and crude manner, 
without reference to the needs of the 
citizens. State governments have 
with great rapidity assumed new ac- 
tivities. This scattering of energies 
has naturally and necessarily resulted 
in a less efficient performance by gov- 
ernment of its original and primary 
functions of maintaining order and ad- 
ministering justice. Legislative an- 
ncuncement of a new governmental 
policy is simple and easy. The en- 
forcement of the policy is often diff- 
cult. The announcement of policy has 
outgrown the enforcement of policy. 
It would be wise for state legislators, 
when they contemplate a new state 
activity, to consider carefully the 
probable expense of the activity, and 
the means necessary for its efficient 
conduct. Little has as yet been done 
in this respect. State administrative 
organization is not a thing apart, but is 
an essential element of the whole gov- 
ernment, of which the legislature is the 
policy-determining organ. It would 
be well for legislators to cease for a 
while the assumption of new state ac- 
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tivities, and at periodic intervals to 
re-examine the functions they have 
assumed, in order to discover what they 
can satisfactorily do, and what func- 
tions may more properly be left to 
other agencies. If we continue to in- 
crease state governmental functions in 
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as rapid and as haphazard a manner as 
we have done during the past fifty 
years, the problems of effective ad- 
ministration will be enormously in- 
creased; and the proper solution of 
these problems will be increasingly 
postponed. 


The Trend Toward Federal Centralization 


By Water Tompson, Pa.D. 
Author of Federal Centralisation j 


This government is acknowledged 
by all to be one of enumerated powers. 
The principle that it can exercise only 
the powers granted to it would seem 
too apparent to have required to be 
enforced by all those arguments which 
its enlightened friends, while it was 
depending before the people, found it 
necessary to urge. That principle is 
now universally admitted. But the 
question respecting the extent of the 
powers actually granted is perpetually 
arising, and will probably continue to 
arise, aS long as our system shall 
exist.! 

HE above statement was made by 

Chief Justice Marshall in the 
famous case of McCulloch v. Maryland 
in 1819. Subsequent litigation has 
proved it to be prophetic. Questions 
respecting the extent of federal author- 
ity have arisen repeatedly. The 
states have constantly increased the 
scope of their activities, and the Fed- 
eral Government, > whose scope was 
contemplated by some of its founders 
as embracing those activities exercised 
by a department of foreign affairs, has 
reached out and has become an influ- 
ential factor in the life of the man in 
the street. The increase in govern- 
mental functions, both state and fed- 
eral, has necessarily given rise to the 
question of conflicting jurisdictions. 

14 Wheat. 316, at 405, 1819. 


Hence the litigation foreseen by John 
Marshall. 

I began a recent book? with the 
statement, 


Government in the United States has 
been, and, so long as our constitutional 
system is retained, will probably continue 
to be an experiment in federalism. 

This is true, not only in the United 
States, but in every country where the 
federal system prevails. By its very 
nature, federalism requires constant 
readjustment of powers and functions 
between the central government on the 
one hand and the federated units on the 
other. In fact, the problem is so 
intriguing that not a few scholars and 
publicists have argued that federal 
systems are but transitory types and 
that either the component parts will 
assume more power, which will lead to a 
disruption of the union, or that author- 
ity will gravitate toward the central 
government, which will develop into a 
centralized form of government which 
is federal in name only. Obviously, it 
is Impossible to determine finally and 
exactly the sphere of activities respec- 
tively of the central government and 
the federated units. Federalism, like 
any form of government, is never 
static. Itis a process. In the United 


2 Federal Centralization, Harcourt, Brace & 
Company, New York, 1923. f 
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States, the states are constantly ex- 
tending their activities to include 
matters which in the early days of the 
republic were left to private initiative. 
The Federal Government likewise has 
attained power and influence un- 
dreamed of by the Fathers. 


INTENT OF THE FRAMERS OF THE 
CONSTITUTION 


In the United States the question of 
division of powers has been somewhat 
confused by the more academic ques- 
tion of the locetion of wtimate author- 
ity in government. For our purposes 
it is more important to consider the 
question of division of governmental 
functions than to speculate about the 
location of sovereign power. It is 
Uluminating to consider briefly the 
attitude of the Fathers of the Constitu- 
tion on the question of division of 
governmental powers and functions. 
The members of the Federal Conven- 
tion which assembled in Philadelphia 
in 1787 were men of a practical rather 
than of a philosophical turn of mind. 
They were assembled to plan a govern- 
ment which would function. They 
were not there to voice political doc- 
trines. Their task was twofold. In 
the first place, they had to formulate 
a framework of government. In the 
second place, they had to clothe this 
government with powers and func- 
tions. 

Questions pertaining to the organi- 
zation of the government, the election 
of the chief executive, the basis for 
representation, etc., consumed more 
time in the convention than did the 
question of governmental functions. 
The sad experience under the Articles 
of Confederation had brought home the 
lesson that if a central government 
were to function at all it must be 
assured of self-sufficiency and a sphere 
of activity in which it would be free 
from interference on the part of the 
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states. It must have power to lay and 
collect taxes, to enforce its interna- 
tional obligations, and to regulate its 
currency. It was also evident that 
certain activities, such as postal regu- 
lations and regulation of foreign and 
interstate commerce, could be more 
advantageously administered by the 
national Government than by the 
states. 

It wes the intention of the framers of 
the Constitution to establish a govern- 
mental system in which the Federal 
Government would be supreme within 
its sphere. Pinckney’s draft of a gov- 
ernment provided that federal acts and 
treaties “shall be the supreme law of 
the land.” * ° Paterson’s proposals pro- 
vided for coercion of the states by the 
central government.4 Hamilton sug- 
gested the appointment, by the central 
government, of state governors with 
powers to veto state laws. Even 
Randolph’s resolutions, which became 
the basis for discussion in the conven- 
tion, authorized the central govern- 
ment to negative state laws.’ 

The questions of expressly granting 
the Federal Government power to 
coerce the states and to negative state 
laws were seriously considered in the 
debates. This method of establishing 
federal supremacy was finally aban- 
doned mainly on the grounds of ex- 
pediency. It was feared that such 
proposals would be obnoxious to the 
states and would jeopardize ratification 
of the Constitution. After rejecting 
the provisions for coercion of the states 
and for negativing of state laws, the 
convention accomplished the same end 
by accepting Luther Martin’s resolu- 
tion which declared federal statutes 


3 Journal, Acts, and Proceedings of the Federal 
Convention of 1787 (Boston, 1819), May 29, 
1787, p. 77. 
` 4 Ibid., June 15, 1787, p. 126. 

5 Ibid., June 18, 1787, p. 182. 

€ Ibid., May 29, 1787, p. 68. 
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and treaties to be the supreme law of 
the several states and compelled state 
courts to accept them as such.” 


EARLY ÅTTEMPTS to Laar SPHERBÐ 
OF GOVERNMENT 


An examination of the Journal and 
Madison’s Debates makes it apparent 
that the members of the convention 
were anxious to assure federal su- 
premacy in matters which were na- 
tional in scope and character. The 
Federal Government should be su- 
preme within its sphere, but it evi- 
dently was the sense of the convention 
that this sphere should be limited. 
Several facts might be cited to prove 
this. The proposal of Alekander Ham- 
iton to create a national legislature 
“with power to pass all laws whatso- 
ever’’§ did not even come up for debate 
in the convention. In the proposels 
submitted by Paterson and Pinckney, 
a government of limited powers was 
implied. Likewise when a bill of 
rights was proposed, both in the Fed- 
eral Convention and in the ratifying 
conventions, assurances were made 
that the Federal Government could not 
overstep its delegated powers, and 
hence a bill of rights was declared 
unnecessary. The defenders of the 
Constitution, such as Hamilton ard 
Madison, took a similar view. 

It is evident that the framers of the 
Constitution intended that the Federal 
Government should be supreme within 
its sphere of activities, but that that 
sphere should be limited to those 
pcwers expressly conferred by the Con- 
stitution or necessarily implied. But 
they were not unmindful of the fact 
that in clothing the national Govern- 


7 Journal, July 17, p. 188. This resolution is 
similar to that suggested in the Pinckney draft. 

2 Journal, Ibid., June 18, p. 180. 

8 Journal, Ibid., June 15, p. 126; May 29, p. 77. 

10 The Federalist, edited by P. L. Ford, New 
York, 1898, pp. 198, 209-4, 309, 573-574. 
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ment with such powers as the taxing 
power or the power to regulate foreign 
and interstate commerce, they were 
vesting it with sweeping authority and 
that this authority might be used in 
such a way that it would menace indi- 
vidual rights and invade the jurisdic- 
tion of the states. A motion to include 
a bill of rights was defeated by a close 
vote in the convention." Certain 
provisions in the nature of a bill of 
rights, such as prohibiting the passing 
of bills of attainder and ex post facto 
laws or suspending the writ of habeas 
corpus, were actually included in the 
original Constitution.“ Roger Sher- 
man offered a resolution to safeguard 
the states agamst federal interference 
in matters pertaining to police,” and 
this aroused considerable interest. 
Charles Pinckney precipitated a spir- 
ited debate in the convention when he 
urged that regulations of commerce 
should require the assent of two thirds 
of the members present in both houses 
of Congress. Four of the Southern 
states favored Pinckney’s motion. 
Perhaps the clearest example of the 
fact that the Fathers knew they were 
vesting the Federal Government with 
powers which might be used to regulate 
matters over which the states also have 
jurisdiction are the restrictions imposed 
upon the power to tax and to regulate 
commerce. Congress was prohibited 
from forbidding the importation of 
slaves prior to 1808 or to levy a tax 
greater than ten dollars a head on such 
importations. Recently Congress has 
used its commerce powers to regulate 
such matters as lotteries, food and 
drugs, obscene literature, prize fight 
films, etc. This has aroused opposi- 
tion on the grounds that it is an exer- 
cise of police power not granted to 


u Madison Papers, UI, p. 1565. 

2 Art. I, sec 9:2, 8 pe eee 
included in the first ten amendments. 

38 Journal, July 17, p. 182. 
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Congress, and that regulation of com- 
merce is used merely to lend constitu- 
tional authorization to regulations 
which, if accomplished. directly, would 
be unconstitutional. Those opposing 
such legislation have been loud in their 
declarations that the framers of the 
Constitution did not anticipate cloth- 
“ng Congress with power to enact police 
regulations. Yet it must be admitted 
that regulating the slave traffic is an 
exercise of police power, and the South- 
ern members in the constitutional 
convention realized that Congress 
might exercise such authority through 
its power to regulate foreign commerce 
and to levy imposts. For this reason 
they sought to have these powers re- 
stricted in the regulation of the slave 
trade, and subsequent events proved 
that their fears of congressional inter- 
ference were not unwarranted. 

The argument is frequently ad- 
vanced that in expanding its sphere of 
activities Congress is exercising powers 
not contemplated by the framers of the 
Constitution. In most instances this 
would probably not be true. The ex- 
ercise of such powers as taxation and 
the regulation of interstate commerce 
need not be essentially different from 
that contemplated by the Fathers, but 
the regulation applies to a different set 
of problems and may bring about dif- 
ferent results. The concept of the 
constitutional power, however, may 
still remain the same. For example, in 
the Transportation Act of 1920, Con- 
gress practically assumes authority to 
regulate intrastate rates, and the Su- 
preme Court has upheld this action on 
the ground that such a regulation is 
necessary to secure an adequate rail- 
way system for the nation.“ Drastic 
as such:a regulation may seem, the 
records of the Federal Convention 
certainly do not prove that the attitude 

u Railroad Commission of Wisconsin v. Chi- 
cago, B. O. Ry. Co., 1922, 42 Sup. Ct. 282. 
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of the members would have been es- 
sentially different from that of Chief 
Justice Taft in this recent decision had 
they been presented with a similar 
problem. The framers of the Consti- 
tution desired to vest the Federal 
Government with power to regulate 
matters which were national in scope 
and character. For this reason they 
clothed it with power to regulate inter- 
state commerce. For the same reason 
the Supreme Court, in the Wisconsin 
Railroad Commission Case, upheld con- 
gressicnal legislation fixing intrastate 
rates." 


METHODS OF EXPANDING FEDERAL 
ACTIVITIES 


During the last few decades there 
has been a notable expansion of federal 
activities, and it is interesting to ex- 
amine how this has been accomplished. 
Briefly it might be said that four 
methods have been employed. First, 
Cong-ess has used constitutionally 
granted powers, such as the taxing 
power or the power to regulate inter- 
state commerce, to accomplish ends 
which are only incidentally related to 
taxation or interstate commerce. 
Secondly, the Federal Government has 
engaged in activities for which no ex- 
press constitutional authorization may 
be found, but which are public in their 
nature and do not interfere with the 
powers of the states or with individual 
rights. ‘The activities of such agencies 
as the Department of Agriculture are 
illustrative. A third way of increasing 
federal control has been by the use of 
federal grants to the states with stipu- 
lations regarding the purposes for 
which and the manner in which the 
money is to be spent. Finally, federal 
activities have been increased by con- 
stitutional amendment. The Eight- 
eenth Amendment is a notable ex- 
ample of this, 

1 bid. 
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The provisions which have been used 
most frequently to lend constituticn- 
ality to what might be termed federal 
police regulations are the commerce 
clause, the taxing clause, the postal 
clause, and the treaty-making power. 
The manner in which constitutional 
provisions have been resorted to in the 
regulation of matters where congres- 
sional authority has not been expressly 
conferred is familiar constitutional 
law. Congress is not empowered <o 
regulate gambling in the states, but it 
has forbidden the sending of lottery 
tickets through the mails or in inter- 
state commerce. It cannot regulate 
vice in the states, but it can prohibit 
aiding or encouraging a woman to go 
from one state to another for an im- 
moral purpose. It cannot regulate 
monopolies or labor organizations, but 
it can impose regulations when inter- 
state trade is involved. 

Similarly, in the exercise of the tax- 
ing power, the purpose has sometimes 
been regulation rather than revenue. 
Congress may tax to protect a con- 
stitutionally granted power such as the 
power to regulate the currency.’ It 
may regulate the sale of food products 
by imposing prohibitive taxes.” It 
may regulate the drug traffic by tax- 
ation.!8 These, of course, are police 
regulations, but the court has upheld 
them as a valid exercise of the federal 
taxing power. 

The postal clause and the treaty 
power have not been called into play as 
frequently as the commerce clause and 
taxing clause, but nevertheless they 
may serve as constitutional pegs on 
which to hang police regulations. 
Postal regulations, in the maim, are 
intended to improve the efficiency of 
the postal service. But not a few 
regulations are in the nature of police 

u Veaste Bank v. Fenno, 1869, 8 Wall. 588. 


1! MoCray v. United States, 1905, 195 U. S. 29. 
18 United States v. Doremus, 1919, 249 U. 5. 88. 
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regulations. Certainly there is noth- 
ing about such articles as prize fight 
films, obscene literature, lottery 
tickets, or literature intended to de- 
fraud, which would make them injuri- 
ous per se to the postal service. These 
articles are excluded, not to improve 
the efficiency of the service, but to 
protect the public. 

The treaty power has seldom been 
invoked to justify an extension of 
federal control. However, such regu- 
lations as the supervision of alien 
women for the elimination of vice, or 
the protection of game, indicate that 
the treaty power may be resorted to 
when sufficient congressional authority 
is lacking. 

The second manner in which the 
Federal Government has increased its 
activities is by performing functions 
which, while not expressly granted by 
the Constitution, are either federal in 
character or are of such a nature as not 
to conflict with the powers of the states 
or to interfere with individual rights. 
The work performed by many of the 
administrative agencies of the Federal 
Government is of such a character. 
This is especially true of the newer 
executive departments. Thus in the 
Department of Agriculture we find 
such agencies as the Forest Service, 
the Weather Bureau, the Bureaus of 
Animal Husbandry, Plant Industry, 
Chemistry, Soils, Entomology, Biologi- 
cal Survey, Crop Estimates, Markets, 
Public Roads, the Horticultural Board, 
Insecticide Board, and the Division of ` 
Home Economics. It would be dif- 
ficult indeed to find an implied or 
expressed constitutional provision au- 
thorizing the Federal Government to 
give advice on the extermination of in- 
sect pests or the preparation. of sweet 
pickles, yet such work is done by federal 
agencies. Nor is the Department of 
Agriculture the only department where 
agencies exist to promote individual 
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and corporate welfare. The same is 
true of the Department of Labor or 
the Department of Commerce. 

The extension of federal control by 
the use of grants is practised in so many 
connections that it threatens to become 
an established policy in congressional 
legislation. The policy is not new. 
Grants for education were made even 
prior to the adoption of the Constitu- 
tion, and since then grants, both in 
land and money, have been made for 
internal improvements or for educa- 
tional purposes. However, prior to 
1914, these grants imposed very few 
obligations upon the states and left them 
in control of the activities for which the 
aid was advanced. Beginning with 
the Smith-Lever Act of 19141 a new 
policy was introduced. In order to 
secure its share of the federal grant, a 
state had to appropriate an equal 
amount for the purpose for which the 
grant was made. The plans of the 
state for carrying out the purposes of 
the grant also had to be approved by 
the federal authorities before the aid 
was extended. This plan of “match- 
ing dollar for dollar” with the states has 
been used to promote vocational edu- 
cation, maternity and infancy hygiene, 
industrial rehabilitation, social hygiene, 
and good roads. Hundreds of millions 
of dollars have been spent on such 
grants during the last decade. The 
plan is pregnant with possibilities for 
the further extension of federal control. 
A. hard-pressed state legislature finds 
the federal grant a too tempting induce- 
ment. And thus by the use of federal 
aid the national Government prevails 
upon state legislatures to enact legis- 
lation which Congress is neither ex- 
pressly nor by implication authorized 
to enact.?° 


18 88 Stat. at L. 767. 

20 The constitutional'ty of federal grants legis- 
lation in the form of the Maternity Act (Act of 
November 28, 1921, 42 Stat. at L. 224) was up- 


18° 
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Finally, something should be said 
about the extension of federal activi- 
ties by constitutional amendment. 
It is interesting to observe in this con- 
nection that seldom has the amending’ 
process been resorted to in order to 
increase federal control. However, the 
Eighteecth Amendment has excited 
such a wide interest, imposed such a 
burden upon the national Govern- 
ment, and brought that government 
into such close relationship with local 
interests that it serves as an excellent 
example of what may be done by the 
amending process to increase the scope 
of federal activities. It should also 


_be nozed that when it is impossible to 


realize by congressional enactment 
such reforms as those embodied in 
labor legislation, there is an insistent 
demand for a constitutional amend- 
ment. P 


EXTENT OF FEDERAL CENTRALIZATION 


This is, of course, a brief and frag- 
mentary statement of the constitu- 
tional phase of federal expansion.” 
Let us now examine briefly the extent 
to which an expansion of federal ac- 
tivities has been carried during the 
last few decades. 

In a brief paper, such as this, it is 
impossible to give more than a hasty 
survey of the extent of federal cen- 
tralization. Nor is it possible more 
than to touch on its constitutional, 
economic, or social phases. It is an 
estab_ished principle in our constitu- 
tional system that only the states are 
vested with police power. Neverthe- 
less, in the fields of social and economic 
legislation, the Federal Government 
has frequently by indirection effected 
what amounts to police regulations. 


held in the recent case of Massachusetis v. Mellon, 
262 U.S. 447. 

21 Tte author has devoted five chapters to this 
phase of rational centralization. See his Federal 
Centratzation, chapa. II-VI, 
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Pusuic Morats anp HEALTH 


For the promotion of public morals, 
it has regulated lotteries through its 
power to make commerce and postal 
regulations; it has regulated the ex- 
hibition of prize fight films by excluding 
them from the mails and from inter- 
state and foreign commerce; it has 
sought to discourage vice through its 
power to regulate immigration and by 
interstate commerce and postal regu- 
lations. Similarly we find a large 
amount of federal legislation for the 
promotion of public health. Thus 
there are the far-reaching food and 
drug regulations, legislation for the 
suppression of social diseases, mother 
and infancy hygiene legislation—to 
say nothing about the activities of the 
United States Health Service. 


EDUCATION 


In the field of education, federal 
agencies have been created for the 
eollection and dissemination of infor- 
mation on a variety of subjects, and 
grants have been made for the promo- 
tion of education in general and for 
vocational training. Under the “dol- 
lar for dollar” plan the Federal Govern- 
ment is not only extending financial 
aid, but may actually determine ed- 
ucational policies. So far this plan hes 
covered only vocational education, but 
it is significant to note that there is a 
movement for the establishment of a 
federal department of education and an 
extension of the dollar for doller plan 
into the field of general elementary 
education. 


Liquor TRAFFIC 


Like other regulations for the promo- 
tion of public health and public morals, 
the regulation of the liquor traffic has 
always been considered an exercise cf 
the police power—a power which in our 
constitutional system has been reserved 
to the states. However, even prior to 
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constitutional prohibition, Congress 
enacted legislation affecting the traffic, 
and by the Eighteenth Amendment the 
Federal Government is authorized to 
enforce prohibition in a state regardless 
of the attitude of the state towards 
enforcement.” 


TRANSPORTATION, BUSINESS 
COMBINATIONS AND LABOR 


More consequential than the congres- 
sional legislation pertaining to public 
health, morals and education, are the 
federal regulations dealing with such 
economic interests as transportation, 
business combinations and labor. The 
last forty years have been marked by 
an assertion of federal authority in 
these fields. 

Prior to the Interstate Commerce 
Act of 1887" Congress had done little 
to regulate the railroads. Before that 
time the Federal Government had 
concerned itself mainly with naviga- 
tion, with promotion of railroad build- 
ing, and with preventing the states 
from interfering with interstate com- 
merce. ‘The Interstate Commerce Act 
created the Interstate Commerce Com- 
mission and sought to correct certain 
abuses. Since 1887 the federal anti- 
trust laws have been made to apply to 
the railroads; federal rates have been 
fixed, not only on interstate, but even 
on intrastate hauls; safety appliances 
have been prescribed by Congress; and 
federal employers’ liability acts and 
maximum hours of labor laws have 
been imposed upon the railroads. The 
Transportation Act of 1920 marks a 
distinct departure in that Congress, in 
this legislation, abandons the negative 
policy of prescribing certain “‘don’ts” 
for the railroads and attempts to legis- 
late with a view to building up a trans- 
portation system on a national scale. 

2 This was the holding of the Supreme Court 


in Rhode Island v. Palmer, 1920, 258 U. S. 350. 
3 24 Stat. at L. 379. 
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This, of course, also means that the 
several states as units with regulatory 
powers are ignored as never before, and 
many of their regulations are being 
replaced by federal orders. 

Like the regulation of railroads, the 
aggressive policy of Congress towards 
business enterprises is of relatively 
recent origin. Prior to the enactment 
of the Sherman Law in 1890, the atti- 
tude of the Federal Government 
towards business was largely that of 
laissez faire. Though negative in 
character and vague in meaning, the 
Sherman Law nevertheless is epochal 
in the history of federal control. But 
the Sherman Law was only a beginning. 
As in the case of the railroads, in reg- 


ulating business enterprises, the Fed- 


eral Government is not confining itself 
to the enactment of restrictive legis- 
lation. The last decade has witnessed 
a tendency to substitute administrative 
regulation for legislative control. The 
creation, in 1904, of the Federal Trade 
Commission and the enactment of the 
Clayton Act show this tendency. 
Administrative regulations, while less 
sweeping in their application than legis- 
lative enactments, are apt in the long 
run to be more fruitful in extending 
federal control. By investigation and 
study of business practices, by advice 
and warning, by hearmgs and awards, 
the Federal Trade Commission is 
establishing itself as a factor to be 
reckoned with by every large business. 
Modern business enterprise tends more 
and more to become interstate. For 
this reason we can expect a greater 
degree of federal control. So influen- 
tial has the Federal Government be- 
come that, as one writer has stated, it 
is “a silent partner in every large busi- 
ness.’’*4 

The Federal Government has not 
gone very far in the field of labor legis- 


4 James T. Young, The New American Govern- 
ment and Its Work (N. ¥. 1915), p. 119. 
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lation, but congressional enactments 
on the subject are worthy of mention as 
indicating possibilities for further con- 
trol. The most important congres- 
sional enactment affecting labor is 
undoubtedly the Sherman Anti-Trust 
Law. This act has been construed as 
applying to secondary boycotts, 7° and 
while a half-hearted attempt was made 
in the Clayton Act to satisfy the de- 
mands of organized labor, the pro- 
hibition against such boycotts are still © 
effective. The anti-trust laws, of 
course, technically apply only when 
there is a restraint of trade in interstate 
commerce, and the other enactments of 
Congress haye dealt mainly with labor 
engaged in interstate commerce or 
serving on American ships.?7 Due to 
the growing interdependence of differ- 
ent communities and enterprises, 
industrial strife is becoming more dis- 
astrous. State regulation is some- 
times inadequate, and an increase of 
federal control may prove to be the 
only solution. 


ATTITUDE OF THE COURTS 


This is not intended as a complete 
catalogue of increasing federal regu- 
lations in fields where the states tradi- 
tionally have had jurisdiction. But it © 
shows a tendency toward federal cen- 
tralization. On the whole, the courts 
have shown a friendly attitude toward 
the increasing assertion of federal 
authority. Congressional regulation 
was checked by the child labor deci- 


% Lowe v. Lawlor, 1908, 208 U.S 274; Gompers 
v. Bucks Stove & Range Co., 1911, 221 U S 418. 

28 Duplex Printing Erea Co. v. Deering, 1921, 
41 Sup. Ct. 172. 

7 The legislation dealing with seamen goes 
back to 1780 and is quite extensive. With re- 
gard to labor engaged in interstate commerce, 
Congress has provided for safety appliances, 
employers’ liability, and maximum hours of 
work. In the Transportation Act of 1920 an 
attempt was made in the creation of the Labor 
Board to furmsh means for the adjustment of 
industrial disputes. 
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sions. But here the legislation was 
palpably covert. Admit that Con- 
gress can stipulate what conditions 
shall obtain in an industry and enforce 
its regulations by commercial discrim- 
inations or punitive and prohibitive 
taxes, and you set aside the theory of 
division of powers which is the corner 
stone in our constitutional system.™ 
The courts have taken the liberal view 
that Congress can refuse to lend 
agencies under its control to the fur- 
therance of disapproved practices, pro- 
viding this does not interfere with 
the states in the exercise of their con- 
stitutional powers. It has also held 
that when interstate trade is affected, 
Congress may directly regulate. This 
gives Congress considerable leeway to 
impose both positive and direct as well 
as restrictive and indirect regulations. 


CENTRALIZATION A NATURAL 
OutGROWTH 


The legal phases of the problem 
of centralization have received more 
attention than the social and economic. 
“States rights” is a phrase to conjure 
with and has made a sentimental ap- 
peal. However, a mere recital of the 
Tenth Amendment does not solve the 
problem of national centralization. 
Centralization is not merely a legal 
concept. It is a reality. Nor is it an 
isolated phenomenon peculiar to the 
United States. The problem of recon- 
ciling centralized control with local 
autonomy is present in every large 
state. Certain aspects of the problem 


*8 The majority opinions in both the child labor 
decisions clearly indicate that the court was 
conscious of the significance of this legislation on 
the federal system. See Hammer v. Dagenhart, 
1918, 247 U. S. 251; Batley v. Drexel Furniture 
Company, 1922, 66 L. Ed. 522. Justice Holmes, 
writing the opinion of the minority in the frst 
child labor case, took the extreme view that in 
regulating interstate commerce Congress is lim- 
ited only by such restrictions as are contained in 
the Constitution itself, such as due process of law. 
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are due to modern economic develop- 
ment: ‘The machine process and the 
factory system have made communities, 
ties and interests more interdependent. 
State boundaries are artificial and do not 
conform to different regional interests. 
For this reason, governmental regula- 


. tions must in many instances apply to 


wider areas than the states afford. 
This is notably true in the regulation 
of transportation and of large financial 
and commercial organizations. By 
means of rapid communication, edu- 
cation, newspapers, magazines and 
motion pictures, people in different 
parts of the United States are develop- 
ing more or less common tastes, stand- 
ards and ideals. In most thstances 
where the Federal Government has 
exercised its authority over matters 
previously left to the states it was not 
breaking new ground. The initiative 
had already been taken by the states, 
and sentiment had been aroused in 
favor of the legislation before Congress 
acted. It is significant that of the 
many regulations of a police nature at- 
tempted by Congress only two have 
aroused considerable opposition. Na- 
tional prohibition has been opposed 
probably because it was prematurely 
imposed. Child labor legislation 
aroused opposition because it was un- 
popular in some localities. 


PROBLEMS ATTENDING 
CENTRALIZATION 


However, while centralization may 
be a natural development, this does not 
mean that it is unattended with serious 
problems. Reformers failing to realize 
their pet reforms through state action 
are prone to demand federal regulation. 
It is easier to convince Congress than 
to persuade forty-eight state legisla- 
tures, and the result is more far-reach- 
ing. Often reformers fail to realize 
that the reason state action'has not 
been satisfactory is because the prob- 
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lem is a difficult one to cope with, and 
to try to realize the reform on a wider 
scale may increase this difficulty. 

Let us enumerate some of the prob- 
lems attending national centralization 
in the United States. First, we might 
mention the constitutional difficulty. 
The Federal Government is not vested 
with constitutional powers to enact 
police regulations. This brings about 
legislation by indirection. Congress 
seeks to accomplish certain desired 
ends under cloak of doing something 
else. The Harrison Narcotic Drug 
Act? was passed as a taxation measure, 
when its real purpose was to prohibit 
the clandestine sale of drugs. No 
serious-minded person will contend 
that it was a revenue measure. The 
legality of state regulations interfering 
with individual rights 1s tested by cer- 
tain traditional standards, and legisla- 
tion to prevent unsightly billboards 
may have to be disguised as measures 
to promote public safety. But here 
there is a chance for an immature 
standard eventually to assert itself 
openly and become the test. No such 
opportunity is afforded the Federal 
Government withcut constitutional 
amendment. It will have to legislate 
by indirection, and it is difficult to de- 
velop a constructive legislative policy 
under such conditions. The best one 
can expect under such conditions is to 
correct an evil here and there, but the 
regulations are not apt to form parts of 
a general legislative policy. 

Another problem is that of legisla- 
tive and administrative areas. Similar 
standards do not prevail throughout 
the United States. Legislation which 
Is satisfactory in Kansas may not be 
acceptable in New Jersey. Every 
community is engrossed with its own 
problems. Congressmen are apt to be 
influenced by the desires of their re- 
spective constituencies, and this deter- 

29 38 Stat. at L. 785. 
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mines their attitude towards national 
legislation. The people, also, if too 
far removec. from the governing author- 
ity, are apt to lose interest in govern- 
ment. This, together with the fact 
that administrative agencies which 
cover wide areas are apt to be over- 
burdened, tends to develop bureau- 
cracy and red tape. Is it an accident 
that countries in which red tape has 
been most notorious, such as France 
and Tsarist Russia, are countries where 
governmenzal functions have been 
strongly centralized? 

This brings us to another phase of 
the subject, namely, experimentation 
in governrrent. The fact that experi- 
ments may be tried out on a smaller 
scale is one of the strongest justifica- 
tions for our federal system. Experi- 
ments in one state are watched by 
other states. If successful in one state, 
they are adopted by others. If unsuc- 
cessful, they are abandoned. Thus by a 
process of -rial and error, real progress 
may be achieved. In the states, new 
things may be tried on a smaller scale 
which mizat prove detrimental if at- 
tempted on a national scale. 


DIVISION oF STATE AND NATIONAL 
Work 


It is not my purpose either to con- 
demn or justify the tendency of the 
Federal Government, during the last 
few decades, to assert itself more vigor- 
ously in rezulating matters which tra- 
ditionally have been considered as 
belonging to the jurisdiction of the 
states. Sc profound a student of 
government as Professor Freund has 
asserted that: 

The syst2m of concurrence of powers 
subject to national supremacy is the one to 
which the feture belongs. States will have 


to be content with what cities enjoy under 
constitutional home rule. *° 


80 Ernst Freund, “The New German Consti- 
tution,” in Poltttcal Science Quarterly, XXXV 
(1920), pp. 183-184. 


182 


But, whatever their legal status may 
be, it must not be forgotten that the 
states will probably continue to func- 
tion as local governmental units and 
that certain functions can be more 
satisfactorily performed by these units 
than by the central government. It is 
regrettable that more thought has not 
been given to the question of division of 
labor between the central government 
and the states. Both the National 
Government and the states are becom- 
ing overcrowded. Neither can afford 
to duplicate the work of the other. If 
a working agreement is to be reached 
between the Federal Government and 
the states, serious attempts should be 
made to delineate more clearly what 
subjects inherently lend themselves 
respectively to national and to local 
control. This is a problem to en- 
gage the attention of political scien- 
tists. 


« 
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It was the idea of some of the leaders 
in the Federal Convention, notably 
Madison and Wilson, that those 
subjects which are national in scope 
and character should be regulated by 
the Federal Government and that 
others should come under the juris- 
dictions of the states. What interests 
are national in character, and what are 
local? Apparently the railroads in- 
herently lend themselves to national 
control, and regulations affecting per- 
sonal conduct seem to arouse less 
opposition when attempted by the 
states and localities. The problem 
for the legislator as well as for the 
student of government is to try to 
delineate what functionally belongs to 
federal control and what can bemore 
satisfactorily regulated by the states. 
It is folly to impose functions on the 
one which can be more satisfactorily 
performed by the other. 


- 


The Place of the Department of Agriculture in the 
Reorganization of the Federal Government 


By Henry C. WALLACE 
Secretary of Agriculture of the United States 


HOSE who have considered the 

subject of governmental reorgani- 
zation will in the main agree that gov- 
ernment departments should be organ- 
ized around the different functions that 
are necessary to the maintenance of the 
complete national organization. Some 
of these functions, such, for example, 
as diplomatic relations, fiscal affairs, 
and national defense, are so clear and 
outstanding that they have almost uni- 
versally been recognized in the crea- 
tion of departmental units in govern- 
ment organizations. The clearness 
with which other functions are appar- 
ent may depend upon the stage of de- 


velopment of the nation, its location or 
natural resources. ` 

The encouragement of the produc- 
tion and efficient marketing of food and 
organic raw materials is another func- 
tion of government that is becoming 
more important with the progress of 
the years. In young and growing na- 
tions with small populations and an 
excess of food production this function 
may not be as important as some 
others, but in the older and more 
thickly populated nations one of the 
major problems is to provide sufficient 
food and raw materials to maintain an 
ever-increasing population and a de- 
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veloping industry, and here the func- 
tion is recognized to be important and 
adequate provision is made for its de- 
velopment. i 


POPULATION OUTDISTANCING 
Foop PRODUCTION 


The United States is in a tran- 
sition period. After three centuries of 
continuous excess food production we 
have reached a situation in which the 
increase in population is steadily out- 
distancing the increase in food produc- 
tion. If the ratio is allowed to con- 
tinue we will join England, Germany, 
and France in the category of food- 
importing nations. Our cotton pro- 
duction has been decreasing. Our corn 
acreage has not increased in more than 
‘ten years. Our wheat production even 
under the stimulus of war conditions 
only increased as fast as our popula- 
tion, and now under price depression 
is fallmg off. Nineteen states in the 
Union actually decreased in cultivated 
area in the last decade. Two or three 
others remained stationary, and in this 
number are included all of the great 
food-producing states of the upper 
Mississippi and Ohio Valleys. Our 
cultivated area increased only 7 per 
cent, while our population increased 14 
per cent. We are cutting- the lumber 
from our forests four times as fast as 
it is being reproduced. We are already 
importing nearly one half of our pulp 
wood. The apparent overproduction 
of the present time is not overproduc- 
tion, but underconsumption. There is 
not as much wheat being produced in 
the world today as there was in 1914. 
If this nation is to continue to grow and 
develop as it has for the past centuries, 
it is imperative that we recognize the 
immediate urgency of the problem and 
organize for efficiency in its solution. 

The naticns that are most success- 
fully meeting this situation have recog- 
nized the fundamental unity of this 
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function and have organized their de- 
partments accordingly. This depart- 
ment in England was called the De- 
partment of Agriculture, Forestry and 
Fisheries until recently. Then the for- 
estry problem, becoming even more 
acute, was set off as a separate division 
under a cCmmission for its more rapid 
development. The 1923 Yearbook gives 
Dr. Mueller as Minister of Food and 
Agriculture in Germany. The 1920 
Yearbcok shows that Agriculture in- 
cluded Forestry and the Public Do- 
main, and the last publication on fish- 
eries from that Government bears the 
heading of the Department of Agricul- 
ture, indizafing that the entire prob- 
lem of the handling of Agriculture, For- 
estry, Fisheries and the Public Domain 
is recognized to be a single unit. Eng- 
land, of course, has no longer any pub- 
lic domain. France has a similar or- 
ganization, except that the Fisheries 
are combined with the Merchant Ma- 
rine. Canada is in the same relative 
situation that we were a few decades 
ago and, like our organization at that 
time, divisions are scattered among 
several departments, but the Canadian 
Government is beginning to recognize 
the ineffiziency of her organization and 
there is much agitation for unity in 
function. 


How THE DEPARTMENT 
SHOULD FUNCTION 


If the Department of Agriculture is 
to assist in the production of sufficient 
food. including both human and animal 
food and of organic raw materials such 
as cotton, wool, wood, pulp, flax, sulk 
and ruboer, it should be given admin- 
istrative charge of those functions of 
government, the codrdination and uni- 
fication of which are necessary to ac- 
complish this end. These functions 
are: 


(1) Agrieulture in its broadest sense, in- 
cluding 
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(a) How to produce; 

(b) What in the light of the demands of 
trade and competition it is wise 
to produce; and 

(c) How to distribute those products in 
the most economical and efficient 
way to the consumer. 

(2) Forestry, including the determination 
of which areas should remain per- 
manently in forests or be brought 
back into forestry, and which areas 
will be more valuable for other agri- 
cultural products. Also the best 
utilization of products of the forest. 

(3) Fisheries, including also the problem of 
the best utilization of aquatic and 
subaquatic areas. 


(4) The control of the wild fife with refer- 
ence to 
(a) Conservation; 
(b) Use as food; 
(c) Use as raw material—plant prod- 
ucts, furs, etc. 

(5) The control of the public domain, in- 
cluding only the surface of the land 
(the mineral, oil, coal, clay and other 
products should be organized into a 
division of mineral resources in an- 
other department); including 

(a) The determination of the most effi- 
cient use of the land surface, 
whether for agriculture, forestry, 
permanent grazing, or water con- 
servation. 

(6) The organization for the administra- 
tion of the national forests and the 
public domain could with greater 
efficiency and economy administer 
the national parks, the unalloted In- 
dian lands, and other smaller land 
units. 

(7) The administration of all agricultural 
features of the Reclamation Service, 
including 

(a) The selection and determination of 
the areas to be irrigated or 
drained. 

(b) The administration of the projects 
after they have been completed 
(the engineering construction to 
be in charge of a Department of 
Public Works). 
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The above outline will clearly indi- 
cate the necessary units for the eff- 
cient administration of the functions 
of food and raw-material development. 
This is not only a definite, single func- 
tion of the Government, but the car- 
rying out of this function is almost 
entirely founded on the solution of 
biological and organic chemical prob- 
lems—those sciences which deal with 
the study of life and its manifestations. 
The Department of Agriculture must 
have specialists in botany, plant physi- 
ology, plant pathology, bacteriology, 
as well as zodlogists, animal physiolo- 
gists, animal pathologists (veterinari- 
ans), entomologists, geneticists, or- 
ganic and physical chemists, and both 
plant and animal breeders. Besides, it 


must have trained specialists in all 


lines of the applied sciences related to 
agriculture—animal] husbandmen, dairy- 
men, poultry men, apiculturists, agri- 
cultural economists, agronomists, horti- 
culturists, foresters, and soil scientists. 

With this type of organization no 
other division of the Government 
would need to develop this kind of 
scientific organization (except the Pub- 
lic Health and Medical Science group, 
which is a distinct division and in 
which there would be no overlapping 
of functions). On the other hand, 
there would need to be organized a 
department of government to handle 
physical, mechanical, engineering, geo- 
logical, and inorganic chemical prob- 
lems which would no doubt include a 
Division of Public Works and a Divi- 
sion of Mineral Resources. 

There need be little argument to sup- 
port such an outline of government 
reorganization. It is logical, both as to 
its national relationships and with 
reference to relationships in the states 
and local subdivisions. It would have 
the approval of the working force of 
the different organizations under con- 
sideration. 
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PROBLEMS OF FOREST AND 
LAND CULTURE 


It would of course embrace large 
administrative functions, such, for ex- 
ample, as the Forest Service and the 
Meat Inspection Service, but these 
great administrative services have 
grown out of the scientific researches 
in their respective fields and are con- 
tinually bemg improved and reorgan- 
ized along the lines of the latest dis- 
coveries and developments in the fields 
of their related sciences. They cannot 
be detached from the research organi- 
zation without serious loss of efficiency. 
The problems, for example, of the For- 
est Service have in past years been 
largely those of disposing of the timber 
crop. That problem is largely over. 
Their main function in the future is to 
develop another timber crop, to study 
the problems of soil, climate, and ex- 
posure, to determine what species 
should be encouraged and what dis- 
couraged in each different environ- 
mental complex, to develop a more 
satisfactory system of cutting so as to 
insure the right type of forest develop- 
ment in each case, to study utilization 
so that the production shall not be 
wasted, to handle the grazing resources 
so as to give the maximum benefit to 
the settlers of the regions and at the 
same time preserve this heritage from 
destruction so that it will be a con- 
tinued asset to the generation to follow. 

The grazing situation on the public 
domain is becoming acute. Large 
areas have already been overgrazed to 
such an extent as to make them ca- 
pable of supplying food for only one 
animal where formerly five were main- 
tained. Nor is even this the worst 
phase of the situation. The elimina- 
tion of the forage cover, with its soil- 
binding roots, has allowed flood waters 
to erode the surface, forming great 
gullies and ravines, carrying with them 
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boulders that have dammed up the 
stream, and in some cases choked the 
irrigation canals. But even worse are 
the great floods of sediment which are 
continually filling the canals and the 
laterals and destroying valuable areas 
of formerly rich and fertile soil in the 
bottom lands. 

This era of increasing destruction 
and desolation must be checked. The 
transfer of the public domain to the 
Department of Agriculture would make 
it possible to immediately put these 
areas under the same grazing adminis- 
tration as the forest reserves, stop this 
destruction, and gradually bring them 
back to their original condition. The 
same organization that handled the 
Forest Service and Public Domain 
could admmister the national parks 
with economy and efficiency. The 
Forest Service already maintains large 
areas for recreational purposes and the 
entire park and recreational service 
should be developed as a single unit. 
The major problems are the preserva- 
tion of the scenic attractions, the for- 
ests, the wild animals and birds, and 
at the same time make them available 
to the public. The protection of all of 
these cannot be limited by narrow 
boundaries. The birds and game cross 
the boundaries of the parks and the 
forests on to the public domain. The 
forest fires pay no attention to bound- 
aries. The destructive bark beetles 
which have destroyed the timber over 
large areas must be controlled by a 
single organization, irrespective of 
boundary lines. Al of these problems 
would be simplified if we had a unified 
administration of these areas and at 
the same time the possibility of in- 
creasing their contribution to the na- 
tional welfare would be trebled. 

The problems of the administration 
of the public domain are rapidly chang- 
ing. Its major function in the past has 
been to transfer titles of land and en- 
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courage, settlement. The stage has 
already been reached when there are 
many more failures than successes in 
the attempts to establish homes end 
maintain American standards of living 
on these lands. The major problems 
of the future administration of this 
area will be the determination of what 
type of utilization of these lands will 
contribute most to the permanent 
prosperity of the community and the 
nation. It has always been the policy 
of this nation to encourage the estab- 
lishment of homes upon the land. This 
should undoubtedly be continued, out 
where 80 or 160 acres would furnish an 
adequate living for a family in the 
Mississippi Valley, it may take ten 
times this area under more arid con- 
ditions, and even then it will be neces- 
sary to select with care to combine 
tillable land, grazing area, and per- 
manent water. 

The determination of such problems 
is entirely agricultural, and the whole 
question of whether a given area of 
land should be farmed, maintained in 
forest, or reforested, held as a per- 
manent grazing area, whether swamps 
should be drained or maintained or 
even increased in area so as to main- 
tain the ground water table, can cnly 
be determined by a careful and thor- 
ough study of all of the aspects of the 
problem from a national standpoint. 
The ground-water situation inthe upper 
Mississippi and Ohio Valleys is becom- 
ing alarming. Wells formerly ten or 
fifteen feet in depth are now in many 
cases twenty or thirty feet. The 
ground-water table has fallen from 
ten to fifteen feet over a large part of 
this region. This has reduced the 
amount of water available for the 
growing crops and is becoming in- 
creasingly serious. The breaking up 
of large areas-of prairie land has, of 
course, contributed to this result. Just 
how much the drainage of lakes and 
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large areas of swamps and wet Jand, 
and the straightening of river courses, 
have contributed to this should be 
thoroughly studied. Every effort 
should be made to check this menace 
by maintaining more reservoirs, lakes, 
swamps, and forest areas. 

The problems of flood control, water- 
shed protection, development of water 
power and provision for recreational 
areas for congested populations, should 
all be considered in connection with 
the possibility of the production of 
timber, fish or other aquatic life, and 
the utilization of our national resources 
in such a way as to contribute to the 
greatest possible development of the 
nation. Our natural precipitation is 
our greatest national resource. With- 
out it the land would be worthless. 
Properly conserved it brings health 
and wealth. Uncontrolled it con- 
tributes to floods and devastation. 


Pusriic HEALTH SERVICES 


The meat inspection service is a 
great administrative organization that 
was primarily organized to contribute 
to the public health. It has success- 
fully carried out that function and at 
the same time contributed probably 
even more to the maintenance of 
health of our domestic animals and 
thereby benefiting agriculture. It has 
been possible by this inspection to 
locate the source of infections of an- 
imal diseases and apply the proper 
precautions to prevent their spread. 
The working force of the meat inspec- 
tion service, the tuberculosis eradica- 
tion, the control of hog cholera and of 
other serious animal diseases, are in- 
terchangeable and are transferred back 
and forth from one activity to another 
as the occasion demands. ‘The great 
movement of animals to slaughter is 
during the fall and winter period, 
while the greatest activity of disease 
control is necessarily during the sum- 
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mer months. These forces are there- 
fore shifted back and forth from one 
phase of the work to another, and this 
consistent interchange between the 
field and the inspection service im- 
measurably strengthens both activities. 
In fact, all field-men are first trained in 
the meat inspection service. The sep- 
aration of the meat inspection service 
from the Department of Agriculture 
would disassociate it from the research 
bureaus that are constantly perfecting 
the processes of inspection and disease 
control, and would materially increase 
the cost by doing away with the possi- 
bility of shifting from one service to 
another to meet the peak loads in each 
instance. 

The enforcement of the pure food 
and drug laws was established in the 
Department of Agriculture because 
that organization possessed the differ- 
ent technical scientists necessary to the 
determination of the standards of 
purity necessary. If this service was 
transferred to any other organization it 
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would be necessary to duplicate many 
laboratories that are now engaged in 
research work for the Department of 
Agriculture as well as contributing to 
the pure foodadministration. Whether 
its intimae relationship with the other 
activities of the Public Health Service 
would overbalance these considera- 
tions, would be a matter for the proper 
authorities to determine. This and 
other mimor transfers suggested are 
relatively unimportant as compared 
with the need of realizing the real 
function cf the Department of Agri- 
culture an {establishing anorganization 
that will enable it to provide the food 
and raw materials necessary to the 
continued growth and development of 
the nation. 

When a'l is said and done it must 
be rememtered that really efficient and 
economica. administration is the end 
to be sought, and when measured by 
this standard many plausible theo- 
retical plens for reorganization fall 
apart on examination. 


Reorganization in Counties and Townships? 


By Jonn A. FARLE® 
University of Ulinois 


OR purposes of analysis, the prob- 

lems of rural government in the 
United States—and indeed of govern- 
ment in general—may be considered in 
several groups: There are problems of 
functions,—the objects or ends to be 
attained or the work to be undertaken 
by public or governmental agencies. 
There are problems as to the areas or 
districts best suited for carrying on the 


1 This article presents the substance of a report 
prepared for and approved by the Committee on 
Rural Government of the American Country 
Life Association, and read at the New Orleans 
meeting of that Association, 


desired public functions. There are 
problems es to the organization and 
relations of the governmental machin- 
ery. And there are problems of cit- 
izenship, connected with the relations 
of citizens and voters to the local 
government and its work. 

These groups of problems, however, 
are not independent and disconnected. 
They are mutually dependent and 
inter-related; and a brief examination 
of each grcup may be considered as 
different cross sections of the same 
subject macter, cut through different 
dimensions, and to be studied from dif- 
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ferent points of view. By such a 
method of analysis the nature of the 
problems as a whole and their mutual 
inter-relations may be more clearly 
understood. 


Fonctrions oF RURAL GOVERNMENT 


The scope of public or governmental 
functions in the rural country has 
always been less than in the more com- 
pact urban sections; and the great 


development of governmental activities , 


during the last half century has been 
mainly in connection with urban com- 
munities in the case both of municipal 
functions and the functions of state 
and national governments. Rural con- 
ditions have changed less strikingly 
and have remained less complex than 
urban conditions; and while they have 
been changing in no small degree, the 
relatively slower rate of change has 
made them seem more nearly station- 
ary. Perhaps mainly as a result of 
this, political conditions in the rural 
regions have until very recently re- 
mained substantially as they were fifty 
years ago. This may be indicated by 
noting that county taxation (in Illinois) 
showed no increase from 1870 to 1900; 
and that the increase since then has 
been less than that in distinctly urban 
municipalities, and has in Illinois been 
largely in Cook County and other 
counties with a large urban population. 

Thus, local government in the rural 
areas has consisted for the most part in 
the administration of justice, the main- 
tenance of primitive roads, the support 
of small elementary schools, with some 
provision for poor relief; and such 
functions have continued to be carried 
on in much the same way and on about 
the same scale as before and immedi- 
ately after the Civil War. Such changes 
and improvements as took place were 
for the most part due to increased 
activity on the part of state govern- 
ments, by grants for schools and the 
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development of state educational and 
charitable institutions, rather than by 
growth in the activities of local 
agencies. 

In recent years, however, there have 
been more rapid changes and develop- 
ments, partly by the further increase of 
state activities, but in part at least by 
the action of local authorities, and by 
the creation of new local districts and 
authorities. Moreover, the new move- 
ment for the improvement of country 
life aims at securing for the rural sec- 
tions of the country many of the econ- 
omies and social advantages of city 
life. This may be done in part by 
means of voluntary private organiza- 
tions. But, as urban improvements 
have been brought about in large part 
through the action of the municipal 
governments, so the improvement in 
rural conditions will depend to no little 
extent on the activities of rural gov- 
ernmental agencies. 

Thus there is a steadily growing 
recognition of the need for public 
action for the improvement of rural 
economic conditions. The construc- 
tion of good roads, already actively 
under way in many states, aided by 
state and national grants for the more 
important highways, can only be made 
general through the action of local 
agencies. The improvement of meth- 
ods of agricultural production, now 
promoted by the national and state 
governments, can be most effectively 
extended throughout the country by 
the active co-operation of local authori- 
ties. The development of marketing 
agencies, co-operative buying and sell- 
ing and credit facilities may also be 
promoted by the assistance of local 
officials. 

In the broader field of social welfare, 
more is being done than formerly, and 
still more is being urged and demanded 
for the rural parts of the country. The 
elementary rural school with one or 
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two teachers is no longer accepted as 
satisfactory; and graded schools are 
increasing and should increase more 
rapidly. The need for more effective 
sanitary regulations for the protection 
of public health and the application of 
preventive medicine in rural sections Js 
being more clearly recognized and 
should be further extended. Better 
methods for the care of the sick and de- 
fectives, dependents and delinquents, 
are clearly needed. And there is also 
a growing demand for furnishing police 
protection and facilities for recreation 
in the country as well as the city. 

Improvements are being made in 
these directions; and much more may 
be done through the present agencies 
of local government by active and pro- 
gressive officials. But if far-reaching 
developments are to take place along 
such lines as indicated above, there is 
an essential need for important changes 
in the machinery and methods of rural 
government. The agencies established 
to meet the simple needs of earlier 
times are clearly inadequate and so 
defectively organized as to be incapable 
of undertaking satisfactorily these ad- 
ditional functions. If, therefore, the 
improvement of country life in these 
directions -is to be made possible, a 
necessary prerequisite is the revision 
and reorganization of rural government 
so that it may be able to handle such 
problems. 


RURAL AREAS 


In the United States there is a large 
variety of local areas, and nothing like 
an approach to a general agreement as 
to the bases on which such areas should 
be determined. The variety of dis- 
tricts in each state present a compli- 
cated network of overlapping areas; 
while for some states and for the coun- 
try as a whole the political geography 
presents a confused chaos which almost 
defies clear and intelligent analysis. 


Leaving aside the administrative dis- 
tricts of the national government, there 
are within the several states legislative 
and judicial districts; counties, towns, 
villages, boroughs and cities; and a host 
of special districts for particular pur- 
poses, which have been formed with 
little reference to each other, with over- 
lappmg and interwoven boundaries 
and jurisdiction. 

Amid tais confusion of political areas, 
there are a few common elements of 
fairly general application. In every 
state there are local districts known as 
counties,—except in Louisiana, where 
the corresponding areas are called 
parishes. Ist every state there are 
urban districts called cities, and smaller 
semi-urban districts called villages, 
boroughs or incorporated towns. In 
every state there are other districts 
smaller than the county, which are for 
the most part rural in character, such 
as the New England towns, the town- 
ships of the Middle-Atlantic and North 
Central states, and districts for special 
purposes in the Southern and Western 
states. In addition, there are in nearly 
every state large numbers of other 
special districts, some urban, some 
rural, and some of a mixed character. 

But the most common districts of the 
same nam> represent areas of widely 
different character, even in the same 
state, and much more in the country 
as a whole. There are more than 
3,000 courties in the United States, 
ranging in area from 24 square miles 
(Bristol County, R. I.) to 20,000 square 
miles (San Bernardino County, Calif.); 
and from less than a hundred to nearly 
three million population. ‘The average 
county area is about 1,000 square 
miles, and the average population is 
about $0,000. But then, averages are 
misleading; and the typical county has 
about 600 square miles and about 
20,000 population. In different sec- 
tions of the country, counties differ to 


190 


a considerable extent. In New Eng- 
land, county areas are somewhat larger 
and population much larger than the 
typical county. In the Southern states, 
counties as a rule are smaller both in 
area. and population than the typical 
county. In the Western states, most 
counties are much larger in area, but 
smaller in population than the typical 
county. Even in the same state, the 
variations are often great. In Illinois, 
counties vary in area from about 200 
to more than 1,000 square miles; and, 
omitting Cook County, they range in 
population from 7,000 to more than 
100,000. 

Many state constitutions contain 
provisions as to the minimum area for 
new counties; and these provisions, 
dating for the most part from about 
1850, indicate some consensus of opin- 
ion at that time as to the convenient 
area. Most of the provisions fix an 
area in the neighborhood of 400 square 
miles; but even in states with such pro- 
visions, there are found a number of 
counties smaller in area, established 
before the constitutional provisions 
were adopted. 

It may be surmised that the area of 
400 square miles represented a district 
in which, with the roads and animal 
transport of the time, it was possible to 
go from any part of the county to the 
county seat near the center, transact 
business, and return within a day. 
Nowadays, with motor cars and im- 
proved roads, it seems obvious that a 
much larger area would be equally, and 
perhaps more, convenient. Those who 
have investigated the working of 
county government are agreed that 
most counties, even of the typical size, 
constitute a district too small, both in 
area and population, for effective ad- 
ministration, alike of the older func- 
tions and the proposed new county 
functions. Some have concluded from 
this that the best solution would be the 
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abolition of the county. But the gen- 
eral experience of this and other coun- 
tries indicates the need for local dis- 
tricts smaller than the American states 
(except, perhaps, in Rhode Island and 
Delaware) for purposes of both state 
and local administration. In other 
countries, moreover, the districts which 
correspond most closely to the Ameri- 
can county (such as the county in 
England and the department in France) 
are usually larger in area and much 
larger in population than the typical 
American county. 

Not only are most counties in most 
of the states too small in area, but the 
existing boundaries have often little 
references to either geographic, eco- 
nomic, or social factors. County lines 
have for the most part been estab- 
lished before the country was well set- 
tled; and in most of the states east of 
the Mississippi River, the county 
boundaries remain now as fixed before 
the Civil War. Except in the older 
seaboard states, counties are usually 
marked off by straight-line boundaries, 
with little reference to the topographic 
conditions which determine the lines 
of communication. With the progress 
of settlement and the development of 
railroad transportation, the county 
areas have become less and less ad- 
justed to the centers of trade and 
social activity. 

About two thirds of the counties at 
the present time are distinctly rural 
areas, in which the largest village or 
city has less than 5,000 population, and 
often less than 2,500. Almost a fourth 
of the counties include a city of 5,000 
to 25,000 population, and other vil- 
lages, but with a considerable propor- 
tion of rural population. In about 
one twelfth of the counties, the 
urban population distinctly predom- 
inates. 

In view of these considerations, it 
may be urged that, accepting the 
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county as a permanent local area, 
there is need in most states (and espe- 
cially in the Southern and North Cen- 
tral states) for revising the county 
areas, and consolidating the smaller 
counties, so as to form counties suit- 
able in area and social interests to 
meet the conditions of the present 
time. 

For such a revision of county bound- 
aries, the main emphasis should be laid 
on economic and social factors, so as to 
recognize and encourage the develop- 
ment of communities with a common 
social life. This will be affected by 
geographic elements, such as hills and 
rivers; and by transportation lines, and 
trade centers; but attention should also 
be given to historical connections. No 
hard and fast limits as to area, and still 
less as to population, can be named; 
but for the most part larger areas than 
the present will be most suitable; and 
it may be suggested that, except for 
distinctly urban communities, an area 
of 900 to 1,000 square miles may be 
taken as the standard. Counties of 
this size will usually contain a city of 
at least 5,000 population. 

It must be recognized, however, that 
a general revision of county lines will 
be made only by slow stages. There 
are constitutional provisions in many 
states which will stand in the way. 
The inertia of tradition, political habits 
and party organization will oppose 
changes in established boundaries, 
even when legal obstacles are removed. 
More progress will probably be made 
by changes wherever local sentiment is 
favorable, than by undertaking a com- 
plete recasting of the existing areas 
over a whole state at once. 

With regard to local rural areas 
smaller than the county, there is a still 
wider divergence throughout the coun- 
try than in the case of counties. New 
England towns remain active and vig- 
orous local units though there is some 
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criticism of town government, and to 
some extent special districts are being 
formed within the towns. The town- 
ship of the Middle-Atlantic and North 
Central states is of much less and 
declining importance; and villages and 
special districts for particular purposes 
are more numerous. In the Southern 
and Western states, villages and special 
districts exist in great variety. 

It has been suggested that, except 
for villages and cities, all functions of 
local government might be consoli- 
dated in the county, with provision for 
special assessment (and perhaps other) 
districts for administrative purposes, 
but without @ distinct local autonomy. 
But the tniversal prevalence of rural 
units smaller than even small counties, 
reflects a widespread need, and the 
problem is rather to choose between an 
unorganized series of overlapping spe- 
cial districts and a system of consoli- 
dated local communities. The New 
England town represents the latter 
ideal; but it has not proven successful 
as applied to the artificial township 
areas of the Middle West, and the 
attempt made, following the Civil War, 
to establisa a general system of this 
kind in some of the Southern states, 
failed even more completely.? 

Nevertheless, the opinions of most 
systematic students of government and 
of those actively interested in the 
country life movement (including those 
in the Soutiern states) agree in believ- 
ing that consolidated community gov- 
ernment is to be preferred to over- 
lapping and legally disconnected special 
districts. At least it seems clear that 
such legislation as that of North Caro- 

* Moreover, the New England rural towns are 
too small for the most effective performance of 
certain functicns (such as school supervision) 
and under present conditions are too small for 
the most economic government in other respects. 
They are burdened with too many officials and 


governmencal machinery that could serve a 
larger area without added cost. 
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lina, providing for the voluntary 
formation and incorporation of rural 
communities with a considerable scope 
of local powers, is to be encouraged. 
Such communities, including villages 
as trade and social centers, and dealing 
with a number of local problems, may 
be expected to develop an active politi- 
cal consciousness, which is impossible 
in such artificial areas as the congres- 
sional township or in special districts 
dealing with single subjects. 


RURAL ORGANIZATION 


In the existing machinery for rural 
local government, the most general 
defect is the complicated variety of 
local officials and the lack of any 
definite and coherent system of organ- 
ization. In county government, this 
is shown in the number of officials 
independent of each other and the lack 
both of any concentrated executive 
control and of an adequate representa- 
tive council with substantial powers of 
local legislation. For areas less than 
the county, the confusing number of 
overlapping districts and petty officials 
is another phase of the same situation. 
State supervision over local officials is 
also exercised spasmodically and with- 
out any coherent plan, and is clearly 
inadequate even in the case of officers 
who are most distinctly state agents 
for the local administration of state 
affairs. 

These conditions have been perhaps 
tolerable in the past when population 
was widely scattered and public activi- 
ties were of little importance. But in 
the present stage of rural settlement in 
most parts of the country and with the 
increasing scope of governmental func- 
tions and the demand and need for 
further expansion in the fields indi- 
cated, the problem of an effective 
organization of rural government be- 
comes more and more important, and, 
as already noted, is essential if proposed 
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extensions of public activities are to be 
undertaken with any hope of success. 

Jt must be realized, however, that no 
detailed plan and chart of organization 
for rural government can be worked 
out which will be equally applicable to 
all parts of the United States. Differ- 
ent conditions and existing institutions 
must be taken into account; and the 
definite provisions must be worked out 
for each state, and to some extent 
adjusted to varying conditions within 
the states. This may be secured by 
provisions for county home rule char- 
ters, as in California and Maryland; 
but in most states more progress may 
be looked for by providing optional 
plans of county government, as 
authorized by the recent Louisiana 
constitution, and approved by the 
Ilinois constitutional convention of 
1920-22. 

It is possible, however, to indicate 
some of the fundamental principles 
which should be followed, and to sug- 
gest some of their applications. The 
essential elements which should under- 
lie any effective organization of rural 
government are those of simplicity and 
responsibility. The present confusing 
chaos of authorities and agencies should 
be reduced to simpler terms; and the 
line of responsibility should be clearly 
determined. 

In the field of county government, 
these considerations call for a reduction 
in the number of elective county offi- 
cials, the establishment of a single 
responsible executive control, effective 
supervision over local officials in the 
performance of state functions, and the 
creation of a local representative 
authority for controlling local policies 
and Jocal finances. 

It is believed that for the local 
representative authority in the county, 
there should be a council, in most cases 
of five to seven members, with control 
over county taxes and finances and the 
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determination of questions of policy 
and local legislation, but without the 
detailed administrative duties now 
imposed on county boards. Such 
county councils may be elected by dis- 
tricts, or if elected at large should be 
chosen by some plan of voting which 
will secure representation of different 
interests. l 

For the chief county executive, there 
is much to be said for applying the 
principle of the city-manager plan and 
providing for a county manager, se- 
lected by the county council. But it 
will perhaps be easier to bring about 
the needed concentration of executive 
authority in one of the existing officials. 
Tendencies in this direction now exist 
in the case of the county or probate 
judge in some of the Southern states 
(Georgia and Alabama), and other 
officials in other states (as the county 
clerk in Illinois, or the president of the 
county board in Cook County). In 
several counties in North Carolina the 
chairmen of the county boards have 
been made full-time salaried officers and 
act as county- managers; and other 
counties have county managers.’ 

As a means for securing responsible 
supervision over the performance of 
state functions, it is believed that the 
state’s attorney or public prosecutor 
should be appointed by the governor, 
as the principal agent for the local 
enforcement of state law. Other ex- 
ecutive and administrative officials 
_ should be locally appointed. For coun- 
ties including large cities (of over 
100,000), the consolidation of city and 
county government should be made 
possible. 

For rural districts smaller than 
counties, the most important need is 
the consolidation of overlapping dis- 


3 Commissioner chairman manager in Rocking- 
ham (1918), Richmond (1913), Buncombe (1917) 
and Mecklenberg (1919) counties; county man- 
agers in Catawba and Caldwell counties (1917). 
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tricts into community areas, in which 
various functions may be combined in 
one group of public authorities. Here, 
too, there will be need, in most cases, 
for a small local council and a chief 
executive, but in small rural communi- 
ties the executive should be a local 
leader rather than a professional expert 
manager. If the number of such dis- 
tricts in a county does not exceed the 
number of members in the county 
council, the latter may well be com- 
posed cf the chief officials of the com- 
munity districts, as in the county 
boards under the supervisor plan of 
township-county government. The 
open town méeting of voters may well 
be continued wherever it is active and 
effective, and may be authorized to be 
established where local conditions war- 
rant; but should not be established or 
continued where its usefulness is not 
recognized. 

Both in counties and the smaller 
rural communities there is need for 
active co-operation between public of- 
ficials and voluntary organizations for 
economic and social purposes, Farm- 
ers’ associations and school boards 
should be able to unite on plans for 
agriculturaleducation; and co-operative 
action may also be carried on in such 
matters as citizenship, sanitation and 
public improvements. 

There is further need for a definite 
system of reports by such local authori- 
ties to the state authorities, presenting 
brief but intelligible statements of 
finances on a uniform plan, and also 
other records. Uniform systems of 
local accounts and a regular state audit 
of local accounts are desirable; but the 
primary need is for a satisfactory sys- 
tem of reports as to local finances and 
the work of local governments. 


RURAL CITIZENSHIP 


Whatever may be done in the way of 
readjusting local areas, reorganizing 
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and extending the legal powers and - 


functions of the local authorities, the 
successful working of any system of 
rural government will depend on an 
active and intelligent body of citizens. 
For this purpose there is need for more 
systematic and. organized efforts to 
arouse and strengthen an educated 
interest in local public affairs in rural 
communities. There should be in such 
regions, as well as in cities, local civic 
associations or leagues dealing with 
local problems on their merits and 
taking an active part in the selection of 
more capable and progressive local 
officials. 

A phase of such work of special 
importance at this time, with the recent 
extension of voting rights to women, is 
the development of organized work in 
citizenship among the women in rural 
sections. Courses of reading and study 
in citizenship and rural problems should 
be formulated, suitable for the use of 
women’s clubs, extension schools and 
other agencies; and also for civics 
classes in rural high schools; and steps 
should be taken to distribute outlines 
and suggestions for such courses through 
such organizations as the League for 
Women Voters and publications such 
as the Woman Citizen. 

Another important field for training 
in citizenship in rural districts, as well 
as in urban, is for those who have re- 
cently come to this country from other 
lands. The problem of the American- 
ization of these from abroad is not 
limited to the cities, but exists also in 
many rural parts of the United States. 
For this work, too, special courses and 
special methods need to be planned; 
and systematic work must be done to 
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secure their introduction and continua- 
tion where needed. 

There is also need for more attention 
to rural government in the rural schools, 
and also in high schools, colleges and 
universities, not only in the general 
courses on government and citizenship, 
but in the larger universities special 
courses on rural government should be 
given, as well as those on municipal 
government and city affairs. 

In connection with the various 
phases of training in citizenship, civics 
or Americanization, attention should 
be called to certain dangers in a good 
deal of the work being done under these 
terms. On the one hand, there is a 
tendency towards the dissipation of ` 
energy by attempting to cover the 
whole field of sociology, economics and 
ethics in a brief survey course, with 
little or no consideration of the prob- 
lems of government and the relations 
of citizens to such problems, which 
should form the essential element in 
any course in citizenship. On the 
other hand, there are efforts in some 
quarters to direct work in American- 
ization in the interest of reactionary 
conservatism and to stereotype the 
political and economic ideas of the 
middle 19th century as the final word 
in these fields. 

It is not possible within the limits of 
any general course in ¢itizenship to 
discuss all the problems of a public 
nature; nor is it the function of any 
such course to carry on any form of 
social, economic or partisan propa- 
ganda. The fundamental task is to 
emphasize the mutual interests of all 
citizens in community and public 
problems, and to develop an intelligent 
consideration of such problems. 
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The Trend of Reorganization in City Government 


By Epwarp T. PAXTON 
Philadelphia Bureau of Municipal Rasearch 


N examination of the trend of re- 
organization in city governments, 
in the expectancy that its results will 
parallel those in state governments, 
may lead to the fate of the Texas stu- 
dent who elected to report on the ap- 
plication of the merit system in the 
civil service of his commonwealth, 
After several trips to the state capitol, 
the student returned with the report 
that there was no such thing. His 
findings, however, had the undoubted 
merit of confirming fact. 

The significant and recurrent 
changes which have taken place in city 
government do not follow the course of 
those which may be observed in the 
states. 
number of reports of extensive changes 
and proposals for change in American 
city organization reveals, in fact, but 
one instance in which reduction in 
number of administrative departments, 
so familiar in the reorganization plans 
of state governments, was cited as of 
importance. That was the proposed 
Los Angeles charter of 1916, which held 
out the promise of reducing the admin- 
istrative departments from 40 to 12; 
and that proposed charter was de- 
feated. 

Yet in a very real sense the trend of 
reorganization in city governments 
may be even more significant than in 
the states, for it has gone beyond a re- 
duction of administrative departments 
to an alteration of basic relationships. 
Cities are free, for the most part, of 
limitations imposed by the exercise of 
sovereignty. They are free from the 
states’ obligation to protect individuals 
against arbitrary acts of government. 
Whatever consequent need there may 
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be in the states for departmental sepa- 
ration of legislative, executive and 
judicial powers, no corresponding need 
exists in the cities. Furthermore, 
bodies of people homogeneous and 
geographically compact can provide 
themselves with legislative agencies 
which might not satisfy the widely 
distributed. population and diverse in- 
terests of a state. The cities, there- 
fore, have been able to disturb govern- 
mental arrangements which the states 
have not. 

In the reorganization of government, 
the city has been able to improve the 
effectiveness of citizen control, while 
the state kes Deen limited to the more 
technical process of securing adminis- 
trative simplicity and departmental 
responsivenzss. The departments un- 
der the governors are more logically 
constructed and grouped. ‘The states 
have gone farther in establishing well- 
organized administrative machinery. 
The cities, however, have builded 
deeper, anc in the past quarter century 
have written a new vocabulary for 
municipal government. Twenty-one 
of our cities of more than one hundred 
thousand population are operating 
under commission government, and 
four are cperating under the city- 
manager plan. In the late 1890’s the 
terms, “commission government” and 
“city manager,” were unknown. 


EARLY [INSTANCES OF MUNICIPAL 
GOVERNMENT IN CITIES 


Representative of municipal govern- 
ment at the beginning of the twentieth 
century were Minneapolis, Richmond 
and Wilmirgton. The Minneapolis 
charter cf 1381 (still in effect) divided 
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administration between the city coun- 
cil, and appointed or elected inde- 
pendent boards. Most departments, 
including the fire department, were 
under council committees. Control of 
street work, except for more substantial 
improvements, was separate in each 
ward under a street commissioner re- 
sponsible to his ward aldermen. 

Under Richmond’s ‘charter, the 
voters elected a two-chamber council, a 
treasurer, a commissioner of revenue, a 
city sergeant, a sheriff, a collector of 
taxes, a high constable, a chancery 
court clerk, a city circuit clerk, a law 
and equity court clerk, the Mayor, and 
an administrative board.* The Mayor 
might appoint no one but a stenogra- 
pher, and his power of removal was 
limited by an employe’s right of appeal 
to the criminal court, in which the 
mayor must appear as defendant. Ad- 
ministrative services were divided 
between council committees and an 
administrative board, whose members 
were elected. Council, which ap- 
pointed the fiscal, public safety, and 
legal officers, exhibited neither re- 
sponsibility nor leadership. The ad- 
ministrative board, which appointed all 
institutional, public utility, and engi- 
neering officers, beside acquiring ad- 
ministrative power properly belonging 
to the Mayor, came to have legislative 
authority. The Mayor became a titu- 
lar officer, and department heads little 
more than high-grade clerks. 

Wilmington had forty distinct or- 
ganization units, with little or no 
functional correlation. Some of them 
were responsible to the voters, some to 
the Mayor and council jointly, some to 
council alone, some to the Governor of 
Delaware, some to the judiciary, and 
some entirely outside the government. 

Nor are these isolated instances. 
Philadelphia, St. Louis, Baltimore, 
Kansas City, Pittsburgh and Scranton 
had bicameral councils. Detroit, St. 
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Paul and San Francisco, as well as 
Richmond, were operating under 
administrative boards. The term, 
“proportional representation,” was 
meaningless to practically all city offi- 
cials and to most students of municipal 
government. Itis afar cry from those 
days to Cleveland’s present representa- 
tive council and responsible manage- 
ment. 


TREND TOWARD SIMPLICITY IN 
Crry GOVERNMENT 


The progress from complex indirect 
organization to simple responsive ad- 
ministrative machinery has left few 
large cities untouched. Baltimore has 
disposed of her two-chamber council. 
Boston adopted a mayor-and-council 
charter with a strong mayor and small 
council in 1909, and has defeated per- 
sistent subsequent efforts to increase 
the council’s size. Buffalo adopted 
commission government in 1916, and 


‘defeated its attempted abolition in 


1921. Camden, which rejected com- 
mission government in 1918, adopted it 
ten years later. Chicago reduced her 
council from 70 to 50 members in 1920. 
Cleveland adopted a strong mayor and 
small council in 1913, and in 1928 ex- 
changed them for a city manager and 
council elected by proportional rep- 
resentation. Columbus adopted a 
strong-mayor-and-small-council char- 
ter in 1914. Dayton adopted the city- 
manager plan in 1918 and defeated an 
attempt to return to the federal plan m 
1922. Denver adopted commission 
government in 1918, changed to the 
strong-mayor plan in 1917, and de- 
feated decentralizing amendments in 
1921. Detroit reduced the size of 
her council in 1918. Grand Rapids 
adopted the city-manager plan in 1917 
and has defeated repeated efforts to 
wreck it. Kansas City, after defeating 
a city-manager charter in 1917, and a 
strong-mayor charter (partly because 
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it was not a city-manager charter) in 
1922, now has a charter commission 
pledged to a one-chamber council and 
the city-manager plan. Memphis 
adopted commission government, ef- 
fective 1910, and suffered defeat of a 
city-manager bill in the legislature m 
1919. Milwaukee reduced her council 
to 25 members in 1918. Minneapolis, 
having defeated commission govern- 
ment in 1913, now has a committee at 
work drafting a city-manager charter. 
Norfolk adopted the city-manager plan 
in 1918. Pittsburgh and Scranton in 
1911, and Philadelphia in 1919, ex- 
changed bicameral councils for small 
single-chamber bodies with powerful 
mayors. Portland, Oregon, adopted 
commission government in 1913 and 
rejected proposals to return to council- 
manic government in 1917. Reading 
worked for and secured commission 
government by state law in 1918. 
Richmond cut her council in half in 
1912 and established the responsible- 
mayor plan of government by charter 
amendments in 1918. St. Louis dis- 
posed of her two-house council in 1914. 
St. Paul discarded hers two years 
earlier, and adopted commission gov- 
ernment in preference to the powerful- 
mayor plan. In 1921 she defeated 
a proposed complex decentralized 
mayor-council charter. Birmingham, 
Dallas, Des Moines, Fort Worth, 
Houston, Jersey City, Kansas City 
(Kansas), Newark, New Orleans, 
Omaha, Salt Lake City, San Antonio, 
Spokane and Trenton all have adopted 
and kept commission government. 
Cincinnati, though she defeated a 
modified federal plan charter in 1914, 
adopted a home-rule charter in 
1917, which, though no improvement 
structurally, gave her the same oppor- 
tunity which Baltimore used, to make 
future changes without legislative inter- 
ference. Louisville’s proposed short- 
ballot charter was vetoed by the 
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Kentucky governor in 1922. Oakland 
adopted commission government in 
1911 and was prevented from adopting 
the city-manager plan in 1922 by 
county-ccnsolidation complications. 
Seattle, which has operated under a 
federal plan charter since 1896, with a 
strong mayor and small council, now 
is agitaticg for the city-manager plan. 
Wilmington lost a proposed city- 
manager charter in the last Delaware 
legislature. 


Som EXCEPTIONS 


To the rend which is evident in the 
foregoing record there are some note- 
worthy exceptions. Atlanta defeated 
commission, government in 1907, and 
preferred her long-cherished alder- 
manic plan over city-manager govern- 
ment and an alternative composite plan 
in 1922. In Bridgeport, commission 
government was defeated in 1916, and 
a city-manager movement came to 
naught the fcllowing year. In Hart- 
ford, the Mayor vetoed a commission 
governmert proposal in 1915. Lowell 
adopted commission government in 
1910, to abolish it in 1921. Spring- 
field, Massachusetts, rejected city- 
manager and strong-mayor federal 
charters in 1916, and a modern mayor- 
council charter in 192%. Los Angeles 
retained administrative board organi- 
zation in preference to the strong- 
mayor plan in 1916, and again in 
1923 her new charter commission has 
ignored modern progress and has pro- 
posed a charter which divides the city 
administration among 16 mutually 
independent long-term boards. Toledo’s 
strong-mayeor federal charter of 1914 
was small advance over the Ohio code 
under which she previously had oper- 
ated; and in 1922 she resisted success- 
fully an effort to reduce her council 
from 20 ward members to 7 elected 
at large. Youngstown rejected the 
city-manag2r plan in 1918. The 
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“palm,” perhaps, belongs either to 
Nashville, where the Tennessee legisla- 
ture exchanged the mayor-council 
plan of 1888 for commission govern- 
ment in 1918, discarded that for a 
mongrel city-manager charter in 1921, 
and two years later reverted from that 
to a form of government similar to the 
plan of 1883; or to San Francisco, 
which clings affectionately to her ad- 
ministrative-board charter of 1898, 
with 63 officials responsible only to 
the voters, and equally independent 
of executive control, supervision, or 
codrdinating authority. 


RESULTS or Comyission 
GOVERNMENT 


The two most noteworthy develop- 
ments of the quarter century have been 
commission government and the city- 
manager plan, the adoption of which, 
we know, has been even more wide- 
spread and rapid among smaller mu- 
nicipalities. Examination of the 
charter changes which have not in- 
volved these mnovations, also reveals 
distinctive tendencies. They are: the 
abolition of administrative boards, the 
confining of administrative power to 
executive bodies as distinct from the 
legislative council, the centering of ad- 
ministrative power in the mayor, the 
abolition of two-chamber councils, and 
the reduction in size of council. 

Students of American psychology 
may note with interest that it was com- 
mission government, with its serious 
administrative defects, that popular- 
ized the reorganization of municipal 
government. It took a device which 
caught the imagination, as commission 
government did, to break the habit of 
complicated and illogical city structure. 
The changes effected by commission 
government produced improvements in 
efficiency only because what preceded 
them was so very bad. Even a change 
to an essentially unsound plan of ad- 
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ministrative organization brought good 
results. 

Some of these results were to be ex- 
pected. The administrative weakness 
of commission government lies in the 
lack of a force to compel co-operation 
between several codrdinate and 
structurally independent departments, 
and to offset the natural tendency of 
those departments to go their respec- 
tive ways and even to establish reputa- 
tion at each other’s expense. Within 
each department, however, there was 
considerable opportunity for adminis- 
trative eficiency. Except where unwise 
grouping of activities had put incongru- 
ous units into a department, there 
usually was little to prevent making the > 
department an effective instrument for 
carrying out the purposes of the ad- 
ministrator. 

The plan itself, too, made it very 
nearly impossible for the departmental 
administrators, the commissioners, to 
avoid public responsibility for their 
acts. It was literally the first plan of 
government in American municipal 
history in which a public servant could 
not easily avoid responsibility by hid- 
ing in a fog of governmental units. It 
followed, then, that where there was a 
fair disposition to co-operate, the ad- 
ministrative results were good. 

Thus, in Buffalo, at the time of the 
influenza epidemic, the health com- 
missioner, faced by a serious situation, 
asked for a conference of the commis- 
sioners, which met at 10 o’clock on a 
Friday morning. He explained the 
need of an additional hospital, and 
asked the temporary use of the old high 
school building. The necessary legis- 
lation was accomplished then and 
there. By 11 o’clock, employes from 
the departments of public works, and 
parks and public buildings, were at 
work converting the high school into a 
temporary hospital. By 4 o'clock 
Saturday afternoon, within thirty 
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hours from the time the health com- 
missioner first went into conference on 
the subject, the first patient was taken 
into the temporary hospital. 

In New Orleans, Commissioner La- 
faye was able to secure legislation safe- 
guarding the city from excessive paving, 
costs and interest charges, to improve 
the market ordinances, build a sanitary 
market, finish much street paving, 
make over the municipal repair plant 
from a scandal to an instrument of 
service, and fight the city’s way into a 
dominant position in a ten-year street- 
lighting contract. These would have 
been difficult accomplishments under 
the forms of government which ante- 
dated the commission plan. 


Spokane’s best informed and keenest - 


critic of commission government, 
nevertheless ascribes its success in 
large part to the better and more re- 
sponsive machinery which it provided. 

The successes of commission govern- 
ment are a matter of record. Its main 
service, however, was to point the way 
to means of good administration. 
Practice could not fail to disclose two 
defects: the absence of a cotrdinating 
force for the whole administration, and 
the practical certainty that the com- 
missioners, being elected, would be 
temperamentally unfit for administra- 
tive leadership. Omaha, in spite of 
visible progress under the commission 
plan, has recognized that there is arbi- 
trary and illogical division of authority 
in her government, unnecessary ex- 
pense, and frequently conflict where 
there should be co-operation. In St. 
Paul, where commission government 
has been retained in preference to 
the older plans, duplication and rivalry 
between department heads has been 
charged, with consequent increased 
cost of administration and an estimated 
annual loss of %100,000 from slack 
business methods. In Denver, similar 
developments led to the abandonment 
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of the pan. Des Moines has been 
subjected to a constant undercurrent 
of like dissatisfaction. 


RESULTS OF Crry-Manacer PLAN 


One result has been the rapid adop- 
tion of tke city-manager plan, which 
corrects both of the serious or- 
ganizatioral defects of commission 
government. The administration is 
centralized in one head, and the city- 
manager and his subordinates are 
professional administrators, and not 
vote-getters sufficiently little known to 
have avoided strong adverse senti- 
ments among voters who usually vote 
their animosities rather than their 
commendation. 

Whether city-manager government 
will spread as rapidly through our 
larger cities as did commission govern- 
ment, is still conjectural. The as- 
sumption is not without warrant, that 
its adoption will be more rapid. More 
large cities have taken advantage of it 
than adopted commission government 
during the first ten years of its popular 
acceptance. 

The results in cities that have 
adopted it would seem to encourage 
the rate of growth. Norfolk, which 
needed improved administration, i 
ever a city did, reduced a deficit by 
$200,000 and added $1,500,000 in pub- 
lic improvements in the first three years 
of operation, in spite of doubled popu- 
lation, overtaxed municipal activities, 
and war and post-war prices. In ad- 
dition, the tire department was put on a 
two-platoon system, a juvenile court 
was established, fourteen playgrounds 
provided, teachers’ salaries increased, 
the municipal welfare work unified, a 
city hospital, visiting nurse service, and 
free medical and dental clinies estab- 
lished, and the infant mortality re- 
duced. A municipal export terminal 
and grain elevator has been built. 
Water supply has been provided for a 
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million people. New enterprises, new 
buildings, annexations to the city and 
big increases in property values under 
the new form of government have more 
than doubled the revenue of the city, 
so that it has much more money than 
formerly for operation and improve- 
ments, and at the same time a better 
and steadily improving credit standing. 

Dayton, in ten years, has lowered her 
death rate and her infant mortality 
rate, increased 35 acres of park land to 
562, made playgrounds for the children, 
built up a centralized and city-wide 
garden movement, has paved streets 
and built sewers in excess of former 
ratio, kept the bonded debt below the 
permitted maximum, provided a sci- 
entific sinking fund, and saved hun- 
dreds of thousands of dollars by 
efficient management of money and 
effective operation of the municipal 
services. It has done these things with 
less increase in the tax rate for city 
purposes than any other Ohio city dur- 
ing the same period. 

Sandusky, Ohio, handicapped by a 
trouble maker on its first commission, 
and a resulting high turnover of mana- 
gers, nevertheless, in war years, in the 
face of the Ohio tax law, the county 
budget commission, and the loss of 
liquor revenues, wiped out in one year 
a floating debt of $18,000, reduced 
bonded debt by $35,000, and cut de- 
partmental operating costs by $2,000. 

Sacramento under the first full year 
of manager government showed a re- 
duction in operating costs of more than 
$100,000, and this has been followed by 
successive reductions, each year, in 
spite of new municipal activities and 
increased salaries. The reduction for 
1923 amounted to a decrease of 8 cents 
in the tax rate. 

In Jackson, Michigan, when the city 
was threatened with a coal famine in 
1917, the city government bought a 
nearby abandoned coal mine, mined 
coal at a profit until the crisis passed, 
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and now collects royalties from a lessee. 
Twenty years ago this city was a wide- 
open town with 90 saloons, and had five 
saloon keepers and a brewer on the 
city council. Under the city-manager 
plan, a loss of $15,000 on water-works 
operation in nine months of 1918 was 
changed to a profit of $4,500 for the 
corresponding period of the following 
year. When potatoes were selling for 
$2 per bushel in the local market, the 
manager government secured carload 
shipments and brought the price down 
to $1.25, making sales by volunteers, at 
night, so that working people could 
take advantage of them. 

Of the two conspicuous abandon- 


r 


ments of city-manager government, - 


neither appears to have had much to do 
with administrative results. In both 
cities, Akron and Nashville, the politi- 
cal background overshadowed consid- 
erations of administrative efficiency. 

In Akron, the first (party-elected) 
mayor under the manager charter, in 
spite of a pre-election promise not to 
do so, resigned at the first council 
meeting—after making all appoint- 
ments the Mayor was authorized to 
make—and was immediately. appointed 
manager by his former colleagues. 
His dismissal by the next new council 
may have been due to political retalia- 
tion, or to the charges that he had 
made political appointments and had 
been active questionably in negotia- 
tions for a new franchise for the trans- 
portation, hight and power company. 
The abandonment of the plan, the fol- 
lowing year, was by a vote of a small 
minority of Akron’s electors, though, for 
a primary election in Akron, the vote 
was large in both number and per cent. 

In Nashville, the manager, as the 
legislature created his position, was at 
best a cross between a mayor and a 
manager, The administrative organi- 
gation was neither centralized nor even 
well departmentalized. Thecharter con- 
tained numerous checks and balances, 
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and was lineal heir to the ills that were 
sown when the commission-govern- 
ment charter of 1913 undertook to 
name two members of the first five who 
served as commissioners. The new 
city-manager charter, too, named the 
Mayor for a six-month period. The 
first election of a commission turned 
upon the Mayor, and upon the support 
of the new charter. Thirteen of 15 
new councilmen elected were pledged to 
discontinue the new system of govern- 
ment, and they kept their pledge. 


NEED FOR CAREFUL INTERNAL 
ORGANIZATION 


Little attention has been paid to the 
internal organization of the city-mana- 
ger plan. Precedents have been fcl- 
lowed without very careful scrutiny. 
Dayton divided the administrative 
service into five departments: law; pub- 
lic service (construction and mainte- 
nance of streets, sidewalks, and sewers, 
collection and disposal of waste, man- 
agement of utilities); safety (fire, po- 
lice, building inspection, weights and 
measures); finance (accounting, treas- 
ury, purchasing); public welfare 
(health, parks and playgrounds, chari- 
ties and correction). Subsequent city- 
manager charters have not widely 
departed from these divisions, and 
departure has been dictated more often 
by political expediency, or the desire to 
make as few “non-essential” changes 
as possible, than by a study of admin- 
istrative needs. Whether health ac- 
tivities demand direct contact with the 
chief administrator, whether there is 
logic in a department of public safety, 
or a department of public works, or 
whether fiscal duties as usually grouped 
are often incompatible, are objects of 
inquiry to which cities have given little 
or no attention. 

Having achieved the more funda- 
mental accomplishments of integrating 
the city administration in responsible 
and capable hands, properly related to 
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the voter, the improvers of city govern- 
ment undoubtedly will turn to what 
hitherto they have been justified in 
considering details. Then means can 
be found for each city to strike the bal- 
ance between departmental organiza- 
tion, which is prone to lose the city 
manager in detail, and that which is 
likely to prevent important activities 
from reaching him first hand. 


PREVALENCE OF CENTRALIZED 
GOVERNMENT 


Such as they are, commission govern- 
ment and the city-manager plan repre- 
sent vast improvements. So do the 
steps taken by the cities which have not 
adopted the new forms of government 
but have disposed of unresponsive 
administrative boards, administrative 
councilmanic committees, and two- 
chamber councils, and built up respon- 
sible executives and workable small 
councils. 

The trend in city government is to- 
ward simplicity. Centralized, respon- 
sible government is becoming the rule 
rather than the exception. Nowhere is 
the trend more impressive than in the 
larger cities. New York has practi- 
cally centralized her government in her 
board of estimate. Chicago has re- 
duced her council to 50 members—a 
large reduction for Chicago. Balti- 
more, Philadelphia and St. Louis have 
discarded their two-chamber councils 
for single bodies of 19, 20 and 28 mem- 
bers respectively. Milwaukee has re- 
duced hers to 25. Detroit, Boston and 
Pittsburgh each has a powerful mayor 
and a council of 9. Buffalo, Washing- 
ton, Newark and New Orleans have 
commission government. Cleveland 
has a city manager. San Francisco, 
Los Angeles and Cincinnati remain the 
old guard of the larger cities, which, so 
far as results are concerned, like 
“The House of Lords throughout the war 

Did nothing in particular 
And did it very well.” 


How Shall Salaries of State Employes Be Fixed? 
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By Criype L. Kine 


Secretary of the Commonwealth of Pennsylvania 


NQUIRY was made of each of the 
states as to the methods by which 
the salaries of state employes are now 
fixed. Information was received for 
thirty-three states. 
The methods for fixing salaries re- 
ported by these states were as follows: 


I. By statute specifically naming the 
office and the salary: 


This method is followed¢for all offices 


part by one or more of the other 
methods noted below. These states 
together with the per cent of the total 
number of state employes with the sal- 
aries so fixed are shown in Table 1. 


IT. By department head with the ap- 
proval of the Governor: 
The method usually followed in the 
states is that the salary is fixed by the 
department head with the approval of 


in West Virginia, South Carolina and the Governor. The states using this 
TABLE 1 
Alabams............020. 25% Minnesota......... Dept. Heads 
ÅTİZONA.....ssennesnenee 42% New Hampshire.......... 12% 
Caliormiias e cae eaa 1% New Mexico............. 18% 
Colorado... 2... cece as 83% Oklahoma............... 10% 
Goria 00 ec da nah ewe es Few Pennsylvania............. 1% 
Tiaho; rererua eera 5% Ts gates E E ook 9% 
DUNMOW ose: E EE 88% Vermonto bee ee ce 5% 
_ Indians........... Dept. Heads Virginia... Srila 15% 
Maine. oreci resini tardus 1% Wisconsin......... Dept. Heads 
Massachusetts............ 2%, Wyoming..............4. 15% 


Texas. ‘These are the only states re- 
porting in which this method of fixing 


method together with the percentage 
of employes with salaries so fixed are 


salaries is now used for all positions. shown in Table 2. 
TABLE 2 
Alabama. bac iscies seas 50% ORO sos waking vated EE. Few 
ATIZONG PEE 58% Oklahoma............... 4% 
Massachusetts............ 1% LBA: T E E TE E E 2% 
Minnesota..... 2.6... .005- Most Vermont 222505 ceataeus 95% 
New Hampshire.......... 24% Wisconsin............-.. 2% 


In most of the states, however, the 
salaries of the department heads, and 
the heads of.independent boards and 
commissions, together with the sal- 
aries of elective officers, are fixed by 
statute. 

In many states but part of the sal- 
aries are fixed by specific statute and 


ITI. By department head wnthout the 
approval of the Governor: 

In a few states salaries are deter- 
mined by the department head without 
the approval of the Governor. These 
states together with the per cent of 
employes thus affected are shown in 
Table 3. 
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TABLE 8 
Alabama.. . . ..... za 25% Vile MiG) occ sea inekedan 50% 
New Mexico....... ..... 82% Wisconsin... .....2..005- 97% 
OWIG6 35 coe whece kee. dae 65% WYONG sc5cS5 45 o6 bas as 40% 


In many of the states the salaries of 
the employes of state institutions are 
fixed by the boards of trustees without 
the approval of the Governor. Among 
these states are Georgia, New Hamp- 
shire, Michigan, Mississippi, North 
Carolina and Utah. 


IV. By a Board or Commission: 


In fourteen of the thirty-three states 
reporting the salaries, in whole or in 
part, are fixed by some board or com- 
mission such as a civil service com- 
mission or a board of control for state 
institutions. ‘These states are: Cal- 
fornia, Colorado, Georgia, Massachu- 
setts, Michigan, Mississippi, New 
Hampshire, New Jersey, New York, 
North Carolina, Ohio, Utah and Wy- 
oining. 

This is the method now used in the 
main in Pennsylvania. No attempt 
had ever been made in Pennsylvania to 
secure equity in pay or in position 
among the employes of the different 
departments and other spending agen- 
cies of the state. The salaries of about 
one fourth of the state employes pre- 
vious to the Pinchot administration 
were fixed by statute. The salaries 
of the other three fourths were fixed by 
department heads; and that usually 
without conference. And statutory 
salaries had never been adjusted to any 
common standard. Governor Pinchot 
asked for and secured the repeal of the 
statutory salaries with the duty upon 
the Executive Board! to standardize 
all salaries and positions other than 


those in the three elective departments. 


1The Executive Board consists of the Gov- 
ernor, the Secretary of the Commonwealth, the 
Attorney-General, the Secretary of Highways 
and the Secretary of Forests and Waters. 


‘Tue Best Mrrsop 


As to the method most desirable for 
fixing the salary of state employes all 
of the state officers answering, who 
gave their personal opinions, with but 
one exception, said that, from the 
point of view both of economy and of 
efficiency in government, salaries of 
state employes should be fixed—not by 
legislative enactment in each specific 
case—but by the head of the depart- 
ment with the approval of the Gov- 
ernor or left to a board or commission | 
whose spezial duty it should be to see 
that there was equal pay for equal 
work among all state employes. 

Among the typical comments on 
this point are the following: 


Tt is my opinion that the best method would 
be to allow each department, bureau or board a 
lump sum o? appropriation for operation, the 
salaries therein tc be paid, and to be fixed com- 
mensurate with the duties and responsibilities 
of the position. 

W. B. Araoc, 
State Auditor, 
Alabama. 


I believe that, if the appropriations for various 
departments were made in one sum and the dis- 
tribution and fixing of salariea left to the head 
of the department, a greater saving would be 
effected and it would be less trouble and annoy- 
ance to the state auditor. 

R. H. Rausny, 
Siate Auditor, 
Arizona. 

I believe that an effort should be made to 
make the salaries paid in the several depart- 
ments and institutions uniform for the same 


class of work. 
O. B. Forume, 
Auditor General, 
Michigan. 
In my opinion the salaries of state employes 
with the exception of the state oficials should be 
regulated by boards and commissions instead of 
legislative enectmeant for the following reasons: 
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Boards or commissions with power to regulate 
salaries subject to legislative approval would 
seem to be the most equitable method of fixing 
the bulk of salaries of state employes, inasmuch 
as they would be in a position to keep in close 
touch with the various departments and insti- 
tutions and adjust salaries from time to time to 
meet changing conditions. 
C. C. CHILDERS, 
State Audito”, 
Oklahoma. 


I believe that salaries should be fixed by gen- 
eral classification. It removes chance for fav- 
oritigm and tends to better feeling among em- 
ployes, 

J. H. GLENN, 
Director of Finance and Purchase, 
Utah. 


A general classification would appear to be 
the most comprehensive and, thérefore, probably 
the best method of fixing salaries. In the ab- 
sence of such a classification it is considered de- 
sirable for the Governor to fix the salacies of 
employes of higher rank and responsibility and 
to control in a general way the salaries of less 
responsible employes by limiting in the execu- 
tive budget the total amount which may be ex- 
pended at the discretion of the department head 
for salaries. 

J. H. BRADFORD, 
Acting Director of the Budg2t, 
Virginia. 


The problem and hence the method 
differs in cities where the City Council 
is constantly in session and where 
needed changes in salaries can be made 
by the immediate action of the legis- 
lative body or by the city manager 
with the approval of the Council. 
However, even in cities the tendency 
is to have the salaries fixed by some 
board or commission whose special 
business it is. This tendency in cities, 
as in states, is properly exclusive of 
the salaries of the responsible officials, 
such as the heads of departments and 
members of boards and commissions. 

Every type of abuse of public pat- 
ronage known to a long-suffering pub- 
lic has occurred under statutory rolls 
in every unit of government from the 
township to the nation, under every 
form of government. Among these 
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abuses are such as placing employes on 
the pay roll who never report for public 
work; the placing of employes under a 
title drawing a larger salary but not 
corresponding to the work done; pad- 
ding of pay rolls; and the use of window 
dressing to get salaries by the legis- 
lature. 


INEQUALITIES SHOWING NEED FOR 
CLASSIFICATION 


A few examples from the experience 
in Pennsylvania will show the need for 
and value of an equitable classifica- 
tion by a central board. One employe 
complained to his new department 
chief because his salary of not quite 
$2,400 per year had not been increased. 
“But,” said the department chief, “you 
have been working here for some time 
at that salary.” “TI know,’ replied the 
employe, “but I never used to work 
much over six weeks: in the year.” 
This position required no special train- 
ing and little experience. In another 
department an expert chemist with a 
special training of six years and a long 
specialized experience was working 
steadily with over hours at a salary of 
$2,400 per year. One lawyer was doing 
a specialized work without other source 
of income at $1,800 per year, while 
work not so difficult was being done 
by a lawyer in another department 
at twice that salary. 

One bureau had adopted the prin- 
ciple of equal pay, but forgot to in- 
quire as to the kind of work done for 
the pay. In this bureau the clerk, the 
messenger, the file clerk, the typist and 
the stenographer all drew the same 
pay: $1,500 per year. 

The worst inequalities were in stat- 
utory salaries. Dignified titles were 
used as a smoke screen to legislative 
inquiries. Thus a “building superin- 
tendent” has become under job anal- 
ysis a mere “clerk, class B,” and one 
“chief clerk” is now a “clerk typist,” 
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and one whose statutory salary was 
based on the title of “auditor” is now 
a “clerk typist,” and one former 
statutory “statistician” is now a 
“compiling clerk,” and another who 
told the legislative world he was a 
“statistician” is now a “tabulating 
machine operator,’ and one whose 
statutory salary title was “investi- 
gator” is now a “clerk, class A.” 
The statutes gave one employe the 
title of “adjuster.” A job analysis dis- 
closed the fact that this individual had 
never “adjusted” anything and had 
never acknowledged a letter nor writ- 
ten a report. None of the people with 
these high-sounding titles did the work 
those titles called for. The titles were 
devised to get the money. Thus many 
clerk typists were put on the statutory 
rolls under the high-sounding title of 
“recording clerk” and no legislator 
successfully got back of the window 
dressing to look at the goods that were 
being delivered for the pay. 

About two hundred girl typists were 
working in one bureau at 865 per 
month, while many males were doing 
poorly in other bureaus work not so 
difficult at $125 per month. From 
these two hundred girl typists the sal- 
aries of eighty were immediately in- 
creased to $75 per month and the 
others are being given a chance to 
show that they can do work worth $75 
per month. Hereafter typists will be 
selected and none put on at less than 
$75 per month with a chance for an 
increase if their work 1s worthy of an 
increase. And the mere typing males 
wil either have to secure other work 
that justifies higher pay, in or out of 
state employ, or accept the salary of a 
typist. These male typists, I should 
say, were usually in public office in the 
interest solely of some local political 
leader. 

The annual rates for stenographers 
of equal skill and work varied in differ- 
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ent departments in the same building 
as follows: $1,200, $1,320, $1,400, $1,500 
and $9,000. This type of iniqui- 
tous mequality was done away with 
by classification. 


Tse RESULTS oF CLASSIFICATION 


What does an equitable classification 
accomplish? 

1. In the first place, it makes morale 
possible. What would be the effect of 
the following actual examples on morale 
anywhere, even in a church choir? A 
man was put in a department as a 
typist at 1,800 per year. He had 
never run a typewriter before he got 
his job. e other typists were dis- 
satished, as they had to do most of the 
work of this one-finger typing artist at 
lower pay. Some local party “worker” 
was “recognized” and the taxpayer 
paid the bill. 

The psy of another man was jumped 
$600 per year in the appropriation bill 
by the simple device of increasing the 
salary carried by a designated job in 
the statutory rolls. And this increase 
was made without the knowledge of 
the head of the department concerned 
and at the request of the head of an- 
other department in the same adminis- 
tration because this employe was 
“useful” in local politics. Under such 
practice no zeal for public service was 
possible. Equal pay for equal work 
brings better work and happier 
workers. 

2. Fair promotion is possible be- 
cause there is a comparable basis for 
selection. 

38. A proper selection of employes is 
possible as every job has been analyzed. 

4, The taxpayer gets better service 
at lower costs. In Pennsylvania pay 
rolls were reduced by 15 per cent and 
better service given. 

5. Checks on public expenditures 
are better than on statutory rolls. 
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When pay rolls become large, statutory 
rolis have everywhere proved useless 
as means of fiscal control. Under 
standardization every employe be- 
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comes a fiscal inspector. He has a 
right to equal treatment. And those 
in charge soon learn of their errors or 
their favoritism. 


The Classification and Salary Standardization 
Movement in the Public Service 


| By Frep TELFORD 
Bureau of Public Personnel Administration 


HE idea of the duties classification 

to serve as a basis for selecting, 
compensating, promoting, training, 
transferring, rating (on efficiency), lay- 
ing off, dismissing, and retiring em- 
ployes and for handling some other 
employment matters originated in this 
country in Chicago about 1909 or 1910. 
At that time the Chicago Civil Service 
Commission was carrying on certam 
work in some of the city departments. 
In the course of its work the commis- 
sion discovered the futility of trying to 
bring about improvements due to the 
fact that the titles in use were fre- 
quently not descriptive and in many 
cases were actually misleading; that 
some employes did not possess the 
qualifications necessary for performing 
properly the duties of the positions 
they were holding; that the compensa- 


tion of employes in many cases bore , 


little relation either to the title or to 
the work performed and for whole 
groups doing similar work varied 
widely as to amount; and that because 
of the numerous vague and misleading 
titles the appointing authorities, the 
mayor, the city council, and the Civil 
Service Commission had no means of 
understanding each other when talking 
or writing about positions and, as a 
matter of fact, frequently attached 
very diverse meanings to a given term. 

In the course of this improvement 
work, the commission gathered fairly 


complete and accurate data with re- 
gard to the positions in some of the 
units of the city government. The 
idea, was conceived of grouping to- 
gether positions substantially similar 
as to the duties performed by the em- 
ployes holding them and of giving each 


such group of positions an appropriate 


title as descriptive as possible of the 
duties attached to the positions m the. 
group. After more or less discussion, 
the plan was worked out in consider- 
able detail; first, for a few organization 
units, and then for practically the 
whole city service. As a result of this 
work, the commission, the appointing 
authorities, the mayor, the city coun- 
cil, civie organizations, applicants for 
positions in the city service, news- 
papers, and others had for the first time 
a definite label for positions such that 
each could be sure of what the other 
had m mind when a given title was 
used. 

The Civil Service Commission natu- 
rally began to use these descriptive 
titles in announcing and holding tests, 
and required appointing authorities to 
use them in requesting the certification 
of eligibles to fill vacant positions. 
Through a gentleman’s agreement, the 
finance committee of the city council 
also used the titles in the appropriation 
ordinance and put into effect a com- 
pensation plan providing for each class 
of positions a minimum rate below 
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which no employe holding a position 
in the class should be paid, a maximum 
rate above which no employe holding a 
position in the class should be paid,} 
and intermediate rates between the 
minimum and the maximum to which 
those entering at the minimum were 
advanced by successive stages on the 
basis of increased usefulness and length 
of service until they reached the maxi- 
mum for the class. Thus came into 
being the first duties classification and 
the first standardized compensation 
plan based on a duties classification 
in this country. 

So well was this original plan con- 
ceived and worked out that it embodies 
the essentials of every classification 
and compensation plan developed since 
that time. These essentials may 
briefly be stated as follows: 


1. The collection of detailed facts with 
regard to the duties attached to each in- 
dividual position, with regard to its place 
in the organization unit in which it occurs, 
and with regard to the functions, organiza- 
. tion, and administrative procedure of 
organization units. 

2. On the basis of this information, a 
grouping of individual positions into classes, 
each class containing all positions so nearly 
alike that the same qualifications may be 
demanded of incumbents for the proper 
performance of the duties and responsi- 
bilities appertaining to them, that the 
same tests may be used in selecting compe- 
tent persons to fill them, and that the same 
compensation schedules can be made to 
apply with equity.? ` 

3. A written definition or description for 

1 Those receiving a compensation above the 
maximum rate at the time were not reduced but 
when their positions became vacant their suc- 
eessors entered at the minimum. 

? Many classes will include only one position 
but others may include scores or even hundreds 
of positions; in a state service, for example, such a 
class as Chief of Division of Public Health In- 
struction will ordinarily include only one posi- 
tion, laboratory helper a dozen oz more positions, 
and hospital attendant probably several hundred 
positions. 
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each class of positions, setting forth defi- 
nitely the duties attached to the positions 
to be included in the class. 

4, A written statement of the minimum 
qualifications—that is, the education, the 
experience, the knowledge, the skill, and 
the personal and physical traits—-any in- 
dividual must possess in order to perform 
the duties of the position successfully. 

5. A title for each class of positions sug- 
gestive as tar as possible of the duties at- 
tached to the positions and of the relative 
importane» of the positions in the organiza- 
tion unit in which they occur. 

6. On the basis of the class definitions 
and definite knowledge of the duties at- 
tached to each position, the allocation to 
the proper class of every position classified. 

7. The lines of promotion, showing the 
lower classes “of positions from which re- 
cruiting is normally done and the higher 
classes of positions to which employes are 
normally advanced when vacancies occur. 

8. The compensation schedule for each 
class, giving minimum, maximum, and 
intermediate rates to be paid employes 
holding positions in the class. 

9. To meke the whole plan easily com- 
prehensible to the Civil Service Commis- 
sion, the mayor, the city council, appoint- 
ing and administrative authorities, civic 
organizaticns, persons seeking employment 
in the pubie service, and the general pub- 
lic, and to give the budget authorities an 
easy means of control over compensation, 
a grouping of classes of positions into broad 
occupational groups called services, sub- 
divided ints grades according to the degree 
of respons:bility and therefore according 
to the level of compensation. 


In the fifteen years that have elapsed 
since this classification and compensa- 
tion plan was worked out and put into 
effect, many refinements in methods 
and results have been made, but no- 
body has either added to or subtracted 
from these nine matters essential in 
any good classification and compensa- 
tion plan. 


3 For some classes the minimum and maximum 
rates are the same and there are no intermediate 
rates. 
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FAIRLY GENERAL ADOPTION 


In practise, the duties classification 
and the salary standardization in the 
city of Chicago proved to be very suc- 
cessful. Quite naturally the essentials 
were quickly copied in nearby jurisdic- 
tions. By the end of 1911, similar 
plans had been worked out and put 
into effect in Cook County Gin which 
Chicago is located), in the West Park, 
Lincoln Park, and South Park sys- 
tems (all in Chicago), and in the state 
of Illinois. By 1915 the idea had 
reached the Pacific coast, as was evi- 
denced by the development and adop- 
tion of classification and compensation 
plans in the city of Oakland and in Los 
Angeles County. In the same year, 
Pittsburgh in the East saw the light, 
while by 1916 large and extensive 
studies of this kind had been under- 
taken, carried through, and reported 
upon for New York City and New 
York State, though in neither of the 
last two jurisdictions were the plans 
recommended formally adopted and 
fully put into effect. 

Toward the end of the war, employ- 
ment and economic conditions were 
such as to give a great impetus to the 
whole classification and salary stand- 
ardization movement. The cost of 
living was going up by leaps and 
bounds and adjustments in the salary 
and wage scales in the public service 
became imperative. In a number of 
jurisdictions, the responsible authori- 
ties, who previously had been indiffer- 
ent, perceived that the best way to 
handle the matter of adjusting compen- 
sation for employes in the public serv- 
ice was to work out a sound compensa- 
tion plan and to make salary and wage 
adjustments in a scientific manner, in- 
stead of allowing horizontal increases 
which could only result in perpetuating 
and even accentuating existing in- 
equalities. Among these jurisdictions 
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where studies were made were the 
state of Ohio (1917), the city of Mil- 
waukee (1917), the city of Cleveland 
(1917), the state of New Jersey (1918), 
the county of Milwaukee (1918), the 
city of St. Louis (1918), the state of 
Massachusetts (1918), the Dominion 
of Canada (1919), and the Government 
of the United States (1919). In all 
of these, except the Government of the 
United States, classification and com- 
pensation plans were adopted for all or 
large parts of the service. 

Even after the compelling motive of 
war-time and post-war conditions was 
removed, the movement continued. 
Among the jurisdictions that have re- 
cently given attention to classification 
and salary standardization matters 
are the city of Baltimore; the state of 
Maryland; numerous cities and coun- 
ties in New Jersey; the state of Penn- 
sylvania; the city of St. Paul; the city 
of Minneapolis; the city of Cincinnati; 
the state of California; the city of Los 
Angeles; the city of Fresno; the city of 
Buffalo; the state of New York; the 
city of Philadelphia; the city of Mon- 
treal; the province of Ontario; the city 
of Detroit; and the state of Colorado. 

At the present time, it can fairly be 
stated that there is no large jurisdiction 
in the United States which handles 
employment matters through a central 
agency that is without a duties classi- 
fication for large portions of the serv- 
ice; in addition, at any given time some 
half dozen jurisdictions are engaged in 
making their classification of the serv- 
ice more effective through studies and 
investigations or are considering the 
development of new plans. In a con- 
siderable number of these jurisdictions, 
a survey has been made and a classifi- 
cation plan prepared and formally 
adopted. In several instances, follow- 
ing the survey, the classification plan 
proposed has not been formally adopt- 
ed by the legislative body but, without 
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such formal sanction, is being used in 
whole or in part for many employment 
purposes; striking examples are the city 
of New York, the city of Philadelphia, 
and the city of Minneapolis. 

In many places, no formal survey has 
ever been made, but the civil service 
commission, or some other body, kas 
quietly gone about the work without 
fuss or flurry; has prepared a classifica- 
tion plan along accepted lines; and has 
put it into effect almost as a part of its 
normal routine operations. In this 
connection it seems desirable to warn 
against the curious error that has been 
made by some persons studying the 
classification movement. Whether a 
duties classification is or is not in effect 
in any given jurisdiction depends, not 
upon whether there has been a formal 
survey and, following that, the formal 
adoption of a more or less formal plan 
by the legislative body, but upon 
whether positions are actually grouped 
into classes which are used in handling 
employment matters. In some places, 
where studies have been made and a 
classification plan adopted, the employ- 
ment matters arising from day to day 
are handled without much reference 
to such plans, while, in others, where 
there has been no such study and for- 
mal adoption, there is a duties classifi- 
cation actually in effect which serves 
very well mdeed for most working 
purposes. 

In a good many Jurisdictions which 
have a duties classification in effect, 
there is no corresponding salary stand- 
ardization plan. Among these may 
be mentioned the city of Baltimore, the 
state of Maryland, and the city of 
Minneapolis. In others, where a com- 
pensation plan has been worked out, 
it is not always used by the budget 
authorities and the legislative body in 
securing estimates and in making ap- 
propriations for personal services; ex- 
amples are the state of Ohio, where a 
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compensation plan is in effect for only a 
part of the service, and the state of 
Illincis, where the Civil Service Com- 
mission has developed a plan which the 
legislature frequently disregards. In 
the larger jurisdictions where no for- 
mal classification plan has ever been 
given legislative sanction, it proves 
even more difficult to secure uniformity 
of compensation; conspicuous examples 
are the city and the state of New York. 
In this connection it should be pointed 
out that classification and compensa- 
tion are entirely different matters; 
classification is prerequisite to and 
essential as a basis for working out a 
compensatiop plan but the latter does 
not necessarily follow. It is true, 
however, that wherever a duties classi- 
fication is put into effect it has a strong 
tendency to force consideration of the 
compensation problem and to lead, 
sooner or later, to the development and 
adoption of some sort of compensation 
plan. 


Waar Exprerrence Has SEOWN 


In the fifteen years that have elapsed 
since the first classification and com- 
pensation plans were developed and 
put into effect in the United States, 
experience has caused some of the 
governing principles and some of the 
successzul and unsuccessful methods of 
procedure zo stand out with great clear- 
ness. A brief discussion of some of 
these principles and methods will show 
that the essentials were perceived in 
the early work, as is pointed out above, 
but that the clearer recognition of 
these principles and the development of 
improved methods of procedure make 
it possikle now to go about the develop- 
ment of classification and compensa- 
tion plans with a certainty of success, 
with a quickness of execution, and 
with a small outlay in cost and energy 
impossible in the early work. Big 
pieces of work which, in the early days, 


210 


required years of time and a cost of 85 
or $6 per position classified can now 
be completed in a few months at a cost 
of 81 or $2 a position. 

Several lessons have been learned 
with regard to the “classifying agency” 
which must assume responsibility for 
the work. Practically all the success- 
ful plans have been worked out under 
the guidance of the Civil Service Com- 
mission; such exceptions as the state of 
Massachusetts only serve to make the 
rule stand out with greater clearness, 
while such failures as that in the state 
of New York, the city of New York, 
and the Government of the United 
States (discussed in some detail below) 
accentuate the success achieved under 
the civil service commission. 

There is, of course, a good reason for 
the success of the Civil Service Com- 
mission. It is the one agency which, 
from the nature of its work, must have 
intimate knowledge of personnel con- 
ditions in the service it administers and 
which has a perennial interest in so 
classifying positions and so compensat- 
ing employes that it can carry on its 
work successfully. It is not so easy, 
however, to account for the indifference 
of the budget authorities with regard 
to the establishment of classification 
and compensation plans nor to account 
for the botched work that has pretty 
generally resulted when they have at- 
tempted to guide or participate as a 
principal in such studies. It is also 
clear that the Civil Service Commission 
may reasonably be expected to carry 
on such work successfully only under 
one of two conditions: (1), when it has 
a permanent staff of its own with the 
technical training to do the work, as 
has been the case in New Jersey in de- 
veloping classification and compensa- 
tion plans for the numerous cities and 
counties under the jurisdiction of the 
state commission; or, (2), when it em- 
ploys an outside organization with a 


TEHE ANNALS OF THE Ammaican ACADEMY 


considerable staff of specialists compe- 
tent to handle the technical work. 
The results achieved by a civil serv- 
ice commission attempting to work 
through a temporary staff recruited 
from employes in the service or from 
other sources have been almost uni- 
formly disappointing; and in the very 
few cases where good work has been 
done under such conditions, the plans 
submitted have always been vigorously 
attacked on the ground that the em- 
ployes were classifying themselves and 
fixing their own rates of pay. 


IMPROVEMENTS 


Marked improvements have been 
made in the collection of information 
upen which the classification of posi- 
tions must be based. In the early 
work personal interviews were relied 
upon to a considerable extent, although 
crude individual questionnaires were 
used; such a course, however, is very 
expensive both as to time and money. 
In New York City, for example, where 
some sixty thousand positions were in- 
volved, the work extended over ap- 
proximately four years and the cost 
was In the neighborhood of $400,000. 
More and more, experience has taught 
that the information with regard to the 
duties of individual positions can best 
be secured by having each employe 
fill out a carefully designed and care- 
fully worded questionnaire, by having 
the employe’s statements reviewed and 
supplemented, but not altered, by his 
immediate superior, and by having 
some person representing the depart- 
ment or institution head make addi- 
tions] comments and supply some addi- 
tionel data. Information with regard 
to the functions, organization, and pro- 
cedure of organization units and per- 
sonal interviews with administrative 
officers are of course essential, but since 
the number of organization units and 
administrative officers is not large such 
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personal interviews do not involve a 
prohibitive expenditure of time or 
money. Special attention was given 
to the form of general questionnaire to 
be used in connection with classification 
work in the Dominion of Canada and 
the Government of the United States 
in 1918 and 1919. By the use of a suit- 
able questionnaire properly distributed 
and supplemented, reliable information 
with regard to thousands of positions 
scattered over a large territory can be 
collected in a few weeks. All the re- 
cent classification plans worked out 
have been based upon a body of fact 
material that the classifiers in the early 
work were unable to bring together, 
despite the large amounts of money 
and time expended. 

In the original classification in Chi- 
cago, brief but ‘careful definitions of 
the positions to be included in each 
class were typed and used by the Civil 
Service Commission in administering 
the classification but were never made 
public. Experience shows that this is 
not the best procedure. In practically 
all of the recent work in the larger juris- 
dictions, the classification and com- 
pensation plans have been printed for 
distribution among administrative offi- 
cers, employes, civic organizations, 
and others interested. With the pas- 
sage of time, moreover, there has been 
a marked tendency to make the defini- 
tions more and more specific; and, in 
fact, to add examples of typical tasks 
until a reasonably intelligent person by 
merely reading the class definition or 
class description, as it is usually called, 
can form a pretty clear picture of the 
positions to be included in the class. 
In all the recent work, moreover, every- 
thing tending to give a clear picture of 
the class has been brought together— 
not only the class definition but also 
the statement of qualifications re- 
quired, lines of promotion, and com- 
pensation. 


211 


In the earlier work, the statement of 
qualifications—education, experience, 
knowledge, skill, and personal and 
physical traits—to be required in the 
future of persons appointed to a posi- 
tion allocated to a class were meager 
and, in fact, were wholly omitted in a 
good many of the plans developed be- 
tween 1911 and 1915. The rather 
obvious reason for this is that, in the 
present stage of personnel administra- 
tion, there is all too little definite 
knowledge a3 to what qualifications a 
worker of any kind ought to possess. 
Nevertheless, in selecting employes, 
the Civil Service Commission is always 
face to face, with this problem, and, 
therefore, since about 1915 the classi- 
fiers have been attempting with more 
or less success to specify the qualifica- 
tions needed. In much of the earlier 
work, the statement of qualifications 
was as a rule vague. In the printed 
plan for New York City, dated June, 
1916, for exaraple, the qualifications for 
process server were stated as follows: 


1. Experience in a law office or other 
experience recognized by the Municipal 
Civil Service Commission as qualifying. 

2. Such additional qualifications as may 
be required by the Municipal Civil Service 


Commission. 


In the Milwaukee and early New 
Jersey work, however, more definite 
statements of qualifications required 
began to creep in; and, in the classifica- 
tion plans for the Dominion of Canada 
and the city of Philadelphia, the best 
work of this kind that has yet been 
done on a large scale will be found. 
The advances made can be judged 
from the following statement of quali- 
fication requirements for superintend- 
ent of nurses, Philadelphia Hospital 
for Mental Diseases, as stated in the 
Philadelphie plan: 


Education equivalent to that represented . 
by graduaticn from high school and prefer- 
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ably graduation from a university of recog- 
nized standing; graduation from the nurses’ 
training school of an accredited hospital, 
including courses in the care and treatment 
of mental diseases; registration as a regis- 
tered nurse in the state in which graduated 
and if from another state evidence that 
application has been filed in Pennsylvania 
for the next examination for registration; 
six years of successful nursing experience, 
four years of which shall have been in the 
care and treatment of mental diseases and 
three years in a responsible supervisory 
position; thorough knowledge of general 
nursing and intimate knowledge of the 
` nursing and hospital treatment of mental 
diseases; willingness to live and work in a 
hospital for mental diseases; administrative 
ability; high moral standard; sympathetic 
understanding of the sick; tact; good judg- 
ment; neatness; endurance; and good 
physical condition. 

Practically no advance on the early 
work has been made with regard to 
the statement of lines of promotion. 
It is surprising, but true, that in the 
public service, at any rate, neither the 
classifiers nor the Civil Service Com- 
missions have been able, with such 
obvious exceptions as the police and 
fire departments, to work out what may 
be considered normal lines of promo- 
tion. It may be questioned whether 
any better statement of the lines of 
promotion can be found than,in the 
original Chicago work and certainly 
many not so good abound in the later 
printed reports. 

The recognition of principles and 
the improvement of procedure in de- 
veloping the compensation plan have 
been as marked as for the classification 
plan. In the early work there was 
little conscious recognition of a good 
many of the factors that enter into 
the determination of compensation 
rates, such as the nature of the duties, 
existing rates of pay, the pay for simular 
or comparable: work in other jurisdic- 
tions and in industry, the cost of living, 
the hazards of the occupation, the op- 


portunity for promotion, the demands 
in the way of education, experience, 
and special knowledge, the social 
worth of the work, and the obligations 
of the public as an employer. Even 
when such factors were recognized in 
the early work, moreover, the securing 
of definite facts and the statistical han- 
dling of such facts left much to be de- 
sired. In some of the recent work of 
developing compensation plans, there 
has been conscious recognition of the 
principles that ought to prevail and 
some excellent work in gathering, di- 
gesting, and compiling data with regard 
to existing rates of pay and pay for 
similar work elsewhere. The first 
marshaling of facts in this manner done 
on a large scale was in connection with 
the work in the Dominion of Canada; 
further improvements were effected 
in connection with work for the Gov- 
ernment of the United States; and the 
most thorough work of this kind proba- 
bly has been done in the city of Phila- 
delphia and the county of Los Angeles. 


MISUNDERSTANDINGS AND 
CONTROVERSIES 


It seems desirable to point out some 
rather curious misunderstandings with 
regard to the development of classifi- 
cation and compensation plans which 
have gained wide currency. One is that 
there are two “schools of thought.” 
As a matter of fact, all who have ever 
faced the situation squarely have ar- 
rived at the conclusion that the essen- 
tial points embodied in the original 


Chicago classification are fundamental. ` 


There has been disagreement, it is 
true, as to the best means of achieving 
the objectives and, as is pointed out 
below, a great deal of disagreement as 
to the manner of presenting the classi- 
fication plan after it has been evolved. 
In addition, there are some persons who 
deny the need of a classification of posi- 
tions at all for handling employment 
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matters. The only disagreement, 
however, which would even justify 
the statement that there are two 
schools of thought is that between the 
advocates of the duties classification 
and those who are opposed to any clas- 
sification and want instead a grouping 
of positions on the basis of the salaries 
that happen to be paid at a given time. 

To one who has not had opportunity 
to follow the discussions which result 
whenever a classification study is made 
and the recommended plan given pub- 
licity, the extent to which those who 
ought to be interested have engaged 
in violent controversies about the man- 
ner 10 which the plan happens to be 
presented, with almost complete dis- 
regard of the merits of the plan itself, 
is almost beyond belief. Very gener- 
ally there are heated discussions about 
the services which happen to be used, 
about the inclusion of this or that class 
of positions in a particular service, 
about the listing of the class titles and 
class definitions in alphabetical or 
schematic order, and about other mat- 
ters which after all are not very mate- 
rial, On the other hand, in these 
discussions there has been almost com- 
plete disregard of such fundamental 
things as the classes to be recognized, 
the qualifications to be required in the 
future of persons seeking entrance to 
the service, and of the completeness or 
lack of completeness of the class defini- 
tions. An example will make this 
clear. There have been fierce discus- 
sions as to whether detectives in the 
police department should be included 
in the police service or in the investi- 
gating service, but practically no dis- 
cussion as to whether detectives should 
be recruited from the uniformed police 
force or from outside the police force, 
as to the minimum education which 
ought to be required for patrolmen, 
and as to whether separate classes are 
or are not needed for the patrolman 
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who walzs the beat and the patrolman 
who is assigned to the trafic squad, the 
motorcycle squad, or the mounted 
police. It has been my lot in several 
jurisdictions to attempt to get civic 
organizations, students of classifica- 
tion, and others interested in these real 
classification matters and to cease be- 
fogging the issue by heated discussions 
of matters having little to do with the 
merits of the whole plan under discus- 
sion. J must confess that I have been 
almost uniformly unsuccessful in such 
attempts. 

A third misunderstanding, which 
after all is perfectly natural, is the de- 
sire on the part of many familiar with 
the classification movement to have 
somebocy work out what they call a 
“standard classification” which can 
be used with no change or with only 
slight modification in any jurisdiction. 
As a matter of fact, any perfectly- 
fitting classitication, like a perfectly- 
fitting suit of clothes, must pretty gen- 
erally be tailor made; each city or state 
or federal government, like each indi- 
vidual, has its own peculiarities which 
must be observed if there is to be a 
good fit. Ir a city, for example, the 
clerical staff is small and clerical posi- 
tions therefore must be grouped into 
broad classes, while, in a state or fed- 
eral service, the clerical ‘force is much 
larger and a finer classification is neces- 
sary for practical working purposes. 
Even in two cities of approximately 
the same size, the method of organizing 
the city government and the procedure 
in administrative units are so different 
that diferent classifications are re- 
quired; in one city, for example, the 
unit in charge of the water system may 
have eazh house metered and send out 
machine prepared bills quarterly or 
even monthly, while in another city 
the rates may be based upon the num- 
ber of faucets or frontage and hand- 
written bills may be sent out annually. 


214 


Possibly something could be done in 
the way of a standard classification for 
a city of a given population, and an- 
other for states, and still another for 
the Federal Government; but even 
then the differences are so great that 
extensive modification would be neces- 
sary wherever any serious attempt is 
made to present a classification plan to 
the legislative body or other respon- 
sible authorities for adoption. 


PERSONNEL CLASSIFICATION BOARD 


The disastrous consequences which 
result when the principles and proce- 
dure briefly outlined above are disre- 
garded are strikingly shown in the 
work of the United States Personnel 
Classification Board. This board was 
created by an act approved March 4, 
1923, based on the study of the Joint 
Congressional Commission on the Re- 
classification of Salaries which did 
most of its work in 1919 and reported 
in March, 1920. The board is made 
up of a representative of the Bureau 
of the Budget who acts as chairman, a 
representative of the Civil Service 
Commission, and a representative of 
the Bureau of Efficiency. From the 
very outset there was a sharp division 
of opinion within the board. Mr. 
Guy Moffett, the representative of the 
Civil Service Commission, insisted 
upon the recognition of the principles 
and the following of the procedure men- 
tioned above. The representative of 
the Bureau of Efficiency proposed the 
recognition of different principles and 
the following of a different procedure 
which need not be outlined in detail 
here; he was successful in getting the 
representative of the Bureau of the 
Budget to vote with him. In its work 
so far the board has built a superstruc- 
ture of rates and allocations without 
developing class specifications or even 
recognizing classes. The result has 
` been almost universal dissatisfaction 
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on the part even of the employes, de- 
spite the general increases in salaries; 
civic organizations and others inter- 
ested in the movement have been 
equally vehement in condemning the 
board. 

The Senate adopted a resolution pro- 
viding for an investigation of the Bureau 
of Efficiency for the purpose of deter- 
mining whether that bureau should be 
abolished, while the Committee on the 
Civil Service of the House of Repre- 
sentatives is conducting an independent 
investigation into the work of the 
Personnel Classification Board. Mr. 
Frederich R. Lehlbach, chairman of the 
committee, has already announced that 
in his opinion the Personnel Classifica- 
tion Board has disregarded every sec- 
tion of the Classification Act of 1928 
except that creating the board itself, 
and Mr. E. J. Bailey, chairman of the 
board and representative of the Bureau 
of the Budget, in a public hearing 
before the House Committee on the 
Civil Service, has admitted that the 
board in failing to establish classes has 
failed so far to do one of the things 
essential for a real classification. Mr. 
Bailey also admits that the board itself 
is a failure and asserts that it ought 
never to have been established; he ad- 
vocates the transfer of its functions to 
the Bureau of the Budget, though 
practically everybody except himself 
and the Bureau of Efficiency advocates 
the transfer of the functions of the 
board to the United States Civil Service 
Commission where, if experience teaches 
anything, a real classification will be 
developed. Mr. Bailey in the hearings 
also had made much of the alleged two 
“schools of thought” and ‘has an- 
nounced his belief in the need for a 
“third school” midway between the 
other two. 

In the meantime Congress, for lack 
of anything better, is basing appropria- 
tions for some 50,000 positions in the 
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District of Columbia on the work of the 
Personnel Classification Board instead 
of upon a duties classification and is 
doing nothing whatsoever with regard 


215 


to the 125,000 positions outside of the 
District of Columbia included under 
the terms of the Classification Act of 
1923. 


The Uses of a Personnel Classification in the 


Public Service 


By Lewis MERAM 
Bureau of Public Personnel Acministration 


ERSONNEL classification or re- 
classification is generally one of 
the major reforms instituted when gov- 
ernments, national, state, county or 
municipal, endeavor to put their houses 
inorder. Why? What are the practi- 
cal uses of a personnel classification 
that make it an item of first impor- 
tance In modernizing government? 

To no one is this question of greater 
importance than to him who is actually 
confronted with the task of classifying 
government positions. ‘The merits of a 
classification depend upon its adapta- 
bility for serving certain practical ends, 


‘To make it serve those ends, the per- 


sons who develop the classification 
must clearly perceive what those ends 
are. They must know what they are 
doing and why. It is to be regretted 
that experience demonstrates the ne- 
cessity for expounding anything sə 
obvious, but unfortunately at least one 
great job of reclassification has gone 
wrong because persons responsible for 
its development have failed to recog- 
nize and provide for achieving all the 
good that is to be derived from a sound 
personnel classification. 


CLASSIFICATION AND THE MERIT 
SYSTEM 
With the-merit system and civil serv- 
ice reform, citizens in general are fairly 
familiar. They believe in the princi- 
ple, though some may criticise its ap- 


plication and question its practical 
results. 4 sound personnel classifi- 
cation is the instrument for perfecting 
the applicetien of the merit system and 
making th2 tests accurate determinants 
of the fitness of the candidates for the 
positions. 

The firs: requisite for thorough and 
scientific pplication of the merit sys- 
tem is the complete survey of all posi- 
tions to be filled through it to determine 
the duties of those positions, their re- 
sponsibilitres, and the qualifications 
which a person must possess to justify 
his assign-ment to such duties. 

The firs: duty that a civil service 
commissicu owes to the public is to se- 
cure properly cualified employes and to 
prevent persons not possessed of the 
requisite cualifications from securing 
the positions. Important as this duty 
is with respect to minor routine posi- 
tions, it is infinitely more important 
with respect to the upper scientific, 
technical, professional or administra- 
tive positicns where salaries are more 
attractive end where the chances of an 
unqualified employe causing serious 
indirect losses and doing irreparable 
mischief sre markedly greater. A 
good classiication should publish for 
each class of positions in the service a 
clear statement of the duties of the po- 
sitions in taat class and the qualifica- 
tions necessary for entrance into it, 80 
that a public comparison will be possi- 
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ble between what the position requires 
and what qualifications the candidate 
for the office actually possesses. The 
mere preparation and publication of 
such a statement enormously strength- 
ens the hand of the appointing officer 
desirous of rendering the public real 
service but struggling against insidious 
pressure for improper appointments. 
It puts the public and the press in pos- 
session of the facts regarding what the 
positions actually require and permits 
of the full application of publicity, the 
most effective device for the support of 
the merit system. 

The analysis of the duties and the re- 
quirements of the position lay the 
foundation for the development and 
perfection of tests to determine the 
possession of the requisite qualifica- 
tions. In the early days of the merit 
system the tendency was to develop 
tests along the lines of scholastic ex- 
aminations. Now the examiners must 
first know the duties of positions and 
the qualifications so that the tests may 
be directly related to these duties and 
qualifications. Many modern tests 
include the actual performance of du- 
ties such as are required in the class of 
positions, and others try aptitudes 
which are the same aptitudes as those 
necessary in the class of positions. A 
good classification includes examples of 
typical tasks illustrative of the duties 
and lays the foundation for collecting 
typical problems that must be solved 
on the job. Classification thus lays a 
broad firm foundation for the develop- 
ment of sound tests of fitness. 


CLASSIFICATION AND EFFICIENCY 
RATINGS 


Classification according to duties, 
responsibilities and qualifications is 
also essential to the development of 
sound efficiency rating systems. Obvi- 
ously the extent to which it is practi- 
cable to go in rating efficiency and the 
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devices to be used depend on the kind 
of work being done., A system that 
may be practically perfect for card- 
punching machine clerks would be 
ridiculous when applied to editors. 
Efficiency rating systems that get away 
from an analysis of the duties get away 
from the facts and the further they get 
away from facts the less their value. 
Efficiency ratings are mentioned in 
connection with the merit system for 
two reasons. ‘The first is that in mod- 
ern examining technique they serve as 
the means of testing the tests to de- 
termine their selective value. Groups 
of employes of known efficiency in the 
class of work for which the tests are 
being devised are selected, and they 
are given the tests. If the tests select 
those employes who are known to be of 
high efficiency and rejects those of low 
efficiency so that there is a high degree 
of correlation between the ratings in 
the tests and the ratings in the actual 
performance of duties, the examining 
agency has fairly positive assurance of 
the soundness of its proposed tests. 
The method is used also to determine 
the relative selective value of different 
tests and to determine the answers to 
such questions as the relative weights 
to be assigned to different parts of a 
test and the point where the passing 
mark should be placed so that it will 
send to the employment lists the quali- 
fied candidates and reject those not 
qualified. To what extent this statis- 
tical method may supplant the rule of 
thumb procedure, which in many in- 
stances has been brought to a high de- 
gree of effectiveness, remains to be 
seen, but no persons responsible for the 
development of a modern personnel 
classification should fail to consider this 
use of efficiency ratings and provide for 
it by having classes on the basis of the 
duties and like responsibilities. 
Efficiency ratings, based on the per- 
formance of duties of a particular class, 
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are useful too, in connection with the 
selection of employes for advancement 
in salary because of increased efficiency 
in the performance of unchanged duties 
and also in connection with the selec- 
tion of employes for promotion to a 
position of a higher class involving dif- 
ferent duties or different responsibuli- 
ties. To what extent the ratings may 
be made a determining or even an im- 
portant factor either in salary advance- 
ments or in promotion depends on the 
duties and the responsibilities of the 
classes of positions involved. Until 
the positions have been classified on the 
basis of duties and responsibilities, it is 
almost out of the question to reach 
sound conclusions on the weight to be 
attached to efficiency ratings in selec- 
tion for advancement and promotion. 


CLASSIFICATION AND PROMOTIONS 


Political and other improper influ- 
ences in selection for promotion are 
most difficult to combat. The most 
vigorous and upright administrators 
will make common cause with the 
weakest and most corrupt in denounc- 
ing any centralized control over selec- 
tions for promotion because, forsooth, 
who can know so well as the adminis- 
trator in charge the capabilities of the 
employes under his direction. To one 
who does not know the public service, 
that sounds convincing, but when a 
survey is started to furnish the basis 
for a classification of positions on the 
basis of duties and responsibilities, it 
generally develops that the upper po- 
litically selected administrative officers 
do not know the duties of the employes 
under their direction, and that the 
investigator has to be passed on down 
the line of authority until he gets very 
close to the actual positions before he 
can find out what duties are actually 
being performed in the positions and 
what the real differences are between 
positions that the upper administrator 


" promotions. 
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would sev were just alike, if he really 
felt able to say much about them at all. 

The really competent administrator 
generally depends on the reports of 
trusted subordinates, and sometimes 
he trusts the wrong one. A duties 
classificetion with qualifications helps 
him in checking his subordinates and he 
is further aided if the central personnel 
agency has a part in the selections for 
If the partisan adminis- 
trator who vlays political and personal 
favorites is to be prevented from crip- 
pling the public service by bad selections 
for promotion to important posts, the 
central personnel agency must be given 
a part in this vital personnel function, 
and the foundation for this control lies 
in the duties classification. 

The uses of the duties classification 
thus far discussed relate solely to the 
application and development of the 
merit system. An equally important 
use ig in standardizing government 
salaries. 


CLASSIFICATION AND SALARY 
STANDARDIZATION 


In the absence of a duties classifica- 
tion one generally finds many cases in 
which the salary paid the employe 
bears no close relationship to the value 
of the work he does. In some in- 
stances, specially privileged employes 
will receive fairly large salaries for the 
performance of the simplest, most rou- 
tine duties. In others an employe per- 
forming difficult and responsible work 
will be receiving the same small salary 
at which he entered the service years 
before. He has tended to his duties 
instead of cultivating his influence, or 
he has been in an out of the way corner 
where he did not come in contact with 
the powers that be. Such instances 
furnish the extreme illustrations. Ina 
large public service considerable vari- 
ation results simply from the absence of 
any urifying agency. Some govern- 
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mental agencies are popular and get 
appropriations easily. Others are 
more or less starved. Some adminis- 
trators work for high salaries; some for 
low. The result is wide variation in 
pay for like duties. A duties classifi- 
cation largely eliminates such cases 
because positions are allocated to 
classes, and salaries are fixed for classes 
on the basis of the duties and responsi- 
bilities of the class, regardless of organ- 
ization units and the personal views of 
administrators, 

No formula exists for determining 
precisely what salaries should be fixed 
for the several classes of positions, but 
classification permits one to tackle the 
problem on the basis of facts. Proper 
classification furnishes the basis for 
getting the two most essential bodies of 
data, namely statistics showing the 
distribution of the employes in each of 
the several classes of positions accord- 
ing to salary rates, organization units 
and possibly by localities of employ- 
ment, and figures regarding what other 
employes, public and private, pay for 
typical classes of positions that are 
comparable with those in the service 
being classified. The aims sought are 
frequently expressed in two slogans, 
“Equal pay for equal work” and 
“Salaries fair alike to the employes and 
the taxpayers.” In a big public serv- 
ice these ideals are not achieved by 
chance; they must be secured through 
system. When the class specifications 
descriptive of the positions and the 
significant statistical data are avail- 
able, the agency responsible for salary 
fixing generally finds it possible to do a 
very respectable job in approximating 
the ideal. 

For each class of positions several 
rates of pay should generally be estab- 
lished so that recognition may be given 
for length of service and increased ef- 
ficiency. Under ordinary circum- 
stances the new employe in the class 
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should begin at the minimum rate for 
the class and should be advanced ac- 
cording to some definitely understood, 
clearly worked out plan. Classifica- 
tion permits of the development of a 
definite plan and the introduction of a 
clear cut distinction between salary 
advancement due to length of service, 
increased efficiency or a combination of 
the two, and a real promotion which in- 
volves selection to perform new duties 
or to carry materially heavier responsi- 
bilities. Classification should intro- 
duce into the public service the 
maximum possible incentive to ef- 
ficiency, both by furnishing definite 
rewards for efficient performance of 
unchanged duties and by the maximum 
development of opportunities for ad- 
vancement. 


CLASSIFICATION AND Bupeer MAKING 


Preparation and review of budget 
estimates, making the appropriations, 
and accurate accounting for steward- 
ship, are facilitated by a duties classifi- 
cation that supplies descriptions of 
duties and standardized titles. Pay- 
ments for personal services are in all 
governments among the heavy ex- 
penses. Classification is the principle 
device for bringing these expenses 
under control. Salary standardization 
prevents paying too much for the indi- 
vidual position or paying so little that 
an employe with the proper qualifica- 
tions cannot possibly be secured. Es- 
tablishing standardized titles and 
requiring their use in estimates and 
reports facilitates preventing the cre- 
ation or maintenance of too many po- 
sitions or of higher type positions than 
the nature of the work warrants. 

The federal service at Washington 
has long used the term clerk in so loose 
a way that in estimates and appropri- 
ations it has meant little more than 
“position.” The statement “five 
clerks at eighteen hundred dollars” re- 
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vealed nothing regarding the nature of 
the duties of these five clerks nor the 
necessity for their employment. When 
these clerical positions are given really 
descriptive titles that are adequately 
defined in the classification, the persons 
reviewing the budget will be given some 
real information and will be in a posi- 
tion to make searching inquiries. If 
these clerks prove to be file clerks the 
reviewer can ask why five such high- 
class file clerks. The specific titles 
prescribed by the classification prevent 
hiding the facts under general nonde- 
scriptive titles. It frees the reviewing 
agencies and appropriating agencies 
from spending most of their efforts 
trying to find out what the employes do 
and whether salaries are fair and per- 
mits them to give their attention to 
broader aspects of the problems before 
them. 


CLASSIFICATION AND ORGANIZATION 


The processes of classification reveal 
the weak spots in organization and 
sometimes also indicate clearly the 
methods of correcting them. In one 
organization the class specifications dis- 
close a single class of positions the du- 
ties of which run the whole scale from 
simple adding machine operation on 
vouchers to auditing the accounts for 
compliance with involved laws and 
regulations. All the positions in the 
class will be fairly well paid, because of 
the high qualifications needed for the 
auditing for compliance with the laws 
and regulations. In another organi- 
zation doing comparable work there are 
no comparable classes. Instead, the 
classification reveals a small class of 
computing machine operators who do 
all the extension, footing and other 
figure work. When the figure work 
has been properly verified by the rela- 
tively low paid class of computing 
machine operators, the vouchers are 
referred to the auditors whose duties 
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are solely the high grade examining of 
the vouchers for compliance with laws 
and regulations. Classification in one 
case revealed the absence of division of 
labor; in the other it revealed the 
proper division of labor. 

Classification too reveals improper 
establishment of organization units. 
When the chief officers of such things 
as custcms districts or immigration 
districts must be classified, the classifier 
is brought face to face with the ques- 
tion: ‘‘What is the basis for distin- 
guishing between the districts of widely 
different size and importance?” Sta- 
tistics are compiled and down at the 
bottom of the lists according to size and 
business done are found some districts 
that on the basis of the data have no 
reason for existence. The answer is 
political. The districts are maintained 
for the purpose of furnishing political 
jobs at good salaries. The require- 
ment for full accurate descriptions of 
the duties of the positions brings out 
into the light the facts regarding the 
positions. 


Tuo» ESSENTIALS OF CLASSIFICATION 


The detailed uses of personnel classi- 
fication that have been mentioned,— 
selection, efficiency rating, salary 
standardization, fair payment, budget 
making, improvement of organization 
and so on,—call for the same answer to 
the problem of classification, the de- 
velopmert of a system of classification 
that will bring into the light the facts 
regarding position in the public service. 
To fulfil the purposes of classification, 
positions must not be put into hetero- 
geneous salary grades on somebody’s 
say so that the positions, although dif- 
ferent in many respects, are of equal 
value. This course hides facts which 
should be in the open. The only 
ground on which positions can safely be 
classed together is that they are sub- 
stantially alike in duties, responsibili- 
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ties and qualifications and that they 
merit substantially the same rates of 
compensation. The positions that are 
substantially alike constitute a class 
and it can be described in terms of its 
duties and responsibilities and the 
qualifications required for its perform- 
ance and it can be given a title that is 
descriptive. ‘Then all the uses of clas- 
sification can be met by a single classi- 
fication generally applied and generally 
understood. 

Against this type of classification one 
objection is raised which to my mind 
proves the value of the system. It in- 
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cites criticism. The principles of the 
movement are easily mastered. The 
difficulty is getting at the facts. When 
proper channels are developed for the 
proper utilization of criticism, it is a 
great force in correcting incompleteness 
or errors in matters of fact and in per- 
fecting the system. One might even 
go so far as to say that one of the great 
purposes of classification is to furnish 
the basis for constructive criticism and 
the device for utilizing that criticism in 
a progressive advance toward full 
achievement of the greatest purposes of 
classification-good government. 


The Need for Correlation of Personnel Activities in the 
Federal Service 


By Hersert A. FUER 
Chief Examiner, United States Civil Service Commission 


HE business of the Federal Gov- 
ernment is immense in volume 
and complex in character. The ci- 
vilian pay roll is over $700,000,000 a 
year, not including the legislative and 
judicial branches. Of this sum, $400,- 
000,000 goes to workers in the Postal 
Service. Since the Postal Service is 
practically self-sustaining, the amount 
raised annually by taxation to meet the 
pay roll of civilians not in the Postal 
Service is about $300,000,000. Most 
of the professions with their numerous 
specialties and most of the occupations 
found in the various industries are also 
found in the civilian forces of the Gov- 
ernment. In addition, there are many 
occupations peculiar to the Govern- 
ment service for which long training 
and experience with the Government 
are necessary. 

Standard practices are expected in 
the purchase, distribution and use of 
materials or supplies in quantities. 
Economical administration of person- 
nel matters likewise requires standardi- 


gation of practices. Since human 
beings are not so easily measured and 
sorted as supplies, it is more difficult to 
establish standard practices in the per- 
sonnel field than in the supply depart- 
ment. 


Unurorm PROCEDURE LACKING 


The Government business is carried 
on by numerous agencies established 
and guided by many laws, and the 


‘methods of dealing with employment 


questions by the several agencies are 
not coördinated. 

There should be a comprehensive 
employment policy based upon princi- 
ples which may be carried out with 
reasonable uniformity in all depart- 
ments and establishments. Until this 
is done, taxpayers will not receive the 
maximum return in service for that 
share of taxes represented by the ci- 
vilian pay roll. A saving to the tax- 
payers of many millions of dollars 
annually can be made by means of such 
a definite and uniform policy. 
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It is not proposed that a definite rule 
can be prescribed for every administra- 
tive officer in regard to every relation 
he may have with the employes under 
his supervision. No single agency can 
successfully Impose upon all adminis- 
trative officers fixed rules to govern 
them in all their dealings with em- 
ployes. It is possible, however, to as- 
certain and apply the best methods in a 
number of the principal activities 
commonly involved in employment 
problems. 


Masor Items Requirine 
STANDARDIZATION 


The major items upon which there 
should be uniformity of treatment 
throughout the federal service are: 

1. Occupational descriptions and 
designations, including qualification 
requirements, with equal pay scales for 
the same work. These are embraced 
in the term “‘classification.” 

2. Methods of selection, including 
tests of fitness. 

3. Assignment and training. 

4. Increases of pay without change 
of assignment. 

5. Promotion to higher responsibili- 
ties (a) in establishment to which 
originally appointed and (b) by trans- 
fer to other establishments. 

6. Reductions in pay or duties, and 
dismissals. 


7. Reinstatements or reémploy- 
ments. 
8. Leaves of absence, sanitation, 


safety, and other working conditions. 
9. Service records and statistics. 
10. Retirement. 
These items will be discussed in 
order. 


CLASSIFICATION 


A complete survey of the entire ci- 
vilian force should be made, and there 
should be published for the use of all 
interested persons occupational de- 
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scriptions, with standard designations, 
for all the occupations found to exist. 
This is called “classification,” but the 
term has been abused by attempts to 
narrow its full meaning. The functions 
of classification are much broader than 
pay-fixing. The pay-fixing process, 
while a part of classification, can come 
only subsequent to the standardization 
of occupations by means of descriptions 
of duties, typical tasks, degrees of re- 
sponsibility, minimum qualifications 
necessary to perform the duties success- 
fully, and the relation of the occupa- 
tions to cthers of a similar character 
but of different degrees of responsibility 
or requiring different degrees of skill. 
In 1993 a classification law was 
enacted, which has for its object a 
standard classification of occupations, 
with common designations, descrip- 
tions of classes as to duties and qualifi- 
cations, and establishment of a 
standard rate of pay for a class of work 
wherever performed under like con- 
ditions. This law does not, however, 
apply to the entire civilian force in the 
executive branch of the Government. 
The Postal Service, the pay roll of 
which is greater than the combined pay 
rolls of all the other services, is ex- 
cepted from the provisions of the act; 
nor does the law apply to the skilled 
manual ozcupations, except in the cases 
of persons employed on maintenance or 
repair work such as the care and upkeep 
of buildirgs and grounds. 
Classification is as necessary for the 
Postal Service and for the skilled 
manual cccupations as for any other 
part of the service. In 1920 a pay 
scale for the Postal Service was fixed by 
law, and this has been called a classifi- 
cation by many who do not know the 
meaning or purposes of classification. 
Just as inventory and stock records 
are necessary in the handling of mate- 
rials of varicus kinds in large quanti- 
ties, so classification, m all that the 
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term really embraces, is necessary in 
the handling of personnel in large num- 
bers. It is the primary thing, the 
foundation, upon which all subsequent 
action must be based. 


SELECTION 


Most of the positions in the executive 
civil service are subject to the provi- 
sions of the civil service law, which 
requires that selections for appoint- 
ment shall be made from the results of 
competitive examinations testing as far 
as practicable the relative ability of the 
competitors to perform the duties of 
the positions to which they seek to be 
appointed. This means*that the ad- 
ministrative head of an establishment, 
finding he has a position in his organi- 
zation. to fill, and deciding that he will 
not fill it with some one from his own or 
some other Government establishment 
but will take in a new person, calls upon 
the Civil Service Commission for the 
names of the three persons who have 
received the highest grades in a com- 
petitive examination designed to test 
ability to perform that kind of work. 
He may select any one of the three, the 
only restriction being that he make no 
Inquiry into, or base no action on, the 
political or religious affiliations of the 
persons considered. 

Under present practice, before stand- 
ardization in the form of occupational 
descriptions and designations is ac- 
complished, the administrative head 
expresses to the Civil Service Com- 
mission, for use in formulating the 
examination, his opinion as to the 
qualifications necessary to perform the 
work. His opinion may not agree 
with that of some other administrative 
officer who has in his service identically 
the same kind of position. The Civil 
Service Commission is bound to honor, 
to a considerable extent, the views of 
administrative officers as to the re- 
quirements of positions under them in 
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respect to education, experience, 
knowledge and ability. Hence, until 
classification is established, there may 
be lack of uniformity in the tests for 
occupations of similar kind in different 
establishments, although the Civil 
Service Commission constantly en- 
deavors to avoid such differences and 
to bring about, through conference and 
agreement with administrative officers, 
standard requirements for the same 
occupations wherever found. 

When classification is complete, it 
will be possible to devise more accurate 
measures of ability to be used in the ex- 
aminations, for it will be easier to locate 
the positions requiring the same kind of 
work by means of their common desig- 
nation, and to establish by research the 
kinds of tests best calculated to meas- 
ure the skill and knowledge required to 
do the work efficiently. 


ASSIGNMENT AND TRAINING 


Many occupations in the Govern- 
ment service, as in private employ, re- 
quire for their successful performance 
training on the job. The civil service 
examination may test aptitude for the 
work and ability to learn the processes 
peculiar to a position, but often a pe- 
riod of training must follow appoint- 
ment. A comprehensive survey 
should be made to determine where 
training courses are needed and what 
kind of courses should be provided, in 
order that this work may be done sys- 
tematically and economically. At 
present training is left entirely to the 
administrative heads. In some estab- 
lishments there are well-defined courses 
of instruction, as, for example, for ap- 
prentices to mechanical trades in navy 
yards. In other establishments the 
new appointees are given only per- 
functory introduction to the work and 
told to go ahead and do their best to 
learn it. In the Postal Service clerks 
are required to learn most elaborate 
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schemes of distribution, ‘but no method 
_ has been put into practice by which 
they can best learn them. 

There should be a follow-up of each 
new appointee during his period of 
probation, with periodic reports on his 
progress, so that there may be adequate 
basis for determination whether he is to 
be retained after serving the probation. 


ADVANCEMENT IN Pay WITHOUT 
CHANGE OF DUTIES 


In the establishment of a pay scale 
for most occupations it will doubtless 
be found advantageous to the service to 
provide a range, with maximum ard 
minimum rates, within which employes 
may be compensated according to their 
efficiency or productiveness. When 
two or more rates are paid for the same 
kind of work, it becomes necessary to 
devise some fair method of deciding 
which employes shall be given the 
higher and which the lower rates. At 
entrance the minimum rate will pre- 
sumably be paid, but as efficiency is 
shown and production is increased, 
opportunity must be provided for 
increased compensation; otherwise, in- 
centive to work will be lacking and 
morale will be reduced. More thought 
has probably been given to the question 
of measuring relative efficiency of em- 
ployes than to any other employment 
problem, and, so far as is known, no one 
has yet furnished a perfect solution. 
Each group of workers engaged on a 
common task presents a different prob- 
lem, especially if it is thought indis- 
pensable to make an absolutely 
accurate measure of relative efficiency. 
But it is believed that in practice it will 
not be necessary to go into extremely 
close refinement to determine relative 
efficiency in many of the occupations, 
Graphic scales are probably the best 
instruments so far devised for this pur- 
pose, 

Under the supervision of the Person- 
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i 
nel Classification Board, the Bureau of 
Efficiency is charged by law with the 
establishment of efficiency ratings. 


PROMOTION TO HIGHER 
RESPONSIBILITIES 


Only by providing opportunity for 
promotion more nearly comparable 
with that afforded by private business 
may the latent abilities of Government 
employes be most fully developed, the 
work-interest fostered, and the most 
efficient force recruited and retained. 

Many of the higher positions are now 
excepted from the provisions of the 
civil service law; hence, most of the 
positions carrying sufficient responsi- 
bility and compensation to serve as 
goals to be won on merit, are not avail- 
able to those employes who have ex- 
hibited the requisite qualities of 
leadership and administrative ability. 
Under such circumstances valuable 
employes are likely to seek employment 
outside the Government service, or if 
the training in Government work is 
along some line peculiar to the Govern- 
ment service, there is danger that 
valuable employes will become dis- 
heartened by finding avenues of ad- 
vancement blocked. Several of the 
presidents have urged upon Congress 
the inclusion of the higher administra- 
tive positions not involving policy de- 
termination, in the competitive classes 
under the civil service law. It is to be 
hoped that Congress will soon act 
favorably upon these recommenda- 
tions. 

Merit ratings, especially if expressed 
by means of graphic scales, may be 
used as a factor in discovering capable 
material for advancement to higher 
duties and responsibilities. It is neces- 
sary, however, that some machinery be 
established to bring together the data 
on employes worthy of advancement 
who are scattered in various depart- 
ments, in order that those best fitted 
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may be discovered and introduced to 
the proper administrative officers when 
the higher positions are to be filled. 


REDUCTIONS AND DISMISSALS 


Demotion and dismissal by reason of 
shortcomings in service are linked with 
advancement in pay and promotion in 
assignment, because the method of dis- 
covering efficiency should also discover 
inefficiency. Too often, however, in- 
efficiency is known to be present with- 
out adequate attention from the 
administrative officer. Such cases de- 
serve prompt attention; else the tax- 
payers and the other employes suffer. 
The causes should be investigated and 
remedies applied. Individual atten- 
tion is required. Change of assign- 
ment, reduction in pay or status, or 
dismissal should follow immediately 
after adequate investigation in every 
case. 


REINSTATEMENT OR REËMPLOYMENT 


A person who has become separated 
from a Government position through 
no deficiency of his own now finds 
difficulty in presenting his qualifica- 


, tions to the Government in case he 


seeks to reénter the service. Experi- 
ence valuable to the Government might 
be made available if a systematic 
method were established of presenting 
the desires of former employes for re- 
instatement. At present the initiative 
rests with the administrative head of 
the establishment in which service was 
formerly rendered. There should be a 
central place to which all such persons 
might apply, and their qualifications 
and experience should be brought to 
the attention of administrative officers 
needing the kind of service they are 
able to render. 


LEAVES OF ABSENCE AND WORKING 
CONDITIONS 


Absence for vacation or on account 
of sickness is permissible under laws 
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which vary for the different parts of the 
service. Laws governing hours of 
labor are not uniform. For the Postal 
Service and for establishments com- 
posed largely of manual workers, eight 
hours constitute a day’s work. For 
the clerical workers in the departments 
in Washington and in their field offices 
throughout the country, the law re- 
quires at least seven hours’ work each 
day but permits the head of -a depart- 
ment to extend these hours without 
additional pay. Each department or 
independent establishment makes its 
own regulations governing absences 
within the provisions of the law; and 
while there is some voluntary co-opera- 
tion to avoid serious differences in 
practice, no concerted effort is made 
toward uniformity. 

Sanitary and safety measures are 
also left largely to the discretion of the 
departments. ‘These matters are given ' 
varying degrees of attention. The 
Public Health Service makes occasional 
Inspections of sanitary conditions in 
some establishments and reports with 
recommendations to the heads of de- 
partments. For the most part, sani- 
tary and working conditions in 
Government establishments are fairly 
good, but no agency is authorized to 
establish and maintain standardized 
requirements. 


SERVICE RECORDS AND STATISTICS 


There should be developed a central 
personnel inventory which will facili- 
tate the assignment of specially quali- 
fied employes to those offices and duties 
in which their services will be of great- 
est value to the Government. In 
connection with the personnel inven- 
tory, the service records of all employes 
would, of course, be kept. These 
records should be in such form that 
statistics as to turnover In various 
occupations, rates of pay, retirements 
and disability, education, sex, and so 
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on, would be readily available. At 
present the Civil Service Commission 
has an alphabetical index, with ages, 
dates of appointment, and changes in 
status, arranged by departments. This 
index is kept up to date, but it is 
inadequate for the purposes here out- 


RETIREMENT 


The retirement law for the civil em- 
ployes of the Federal Government is 
comparatively new, but it needs 
amendment.! The deductions from 
pay under this law are based on the 
employe’s total salary, no matter how 
large this may be, whereas the annui- 
ties carried are based upon a maximum 
annual compensation of $1,200. Ifthe 
percentage of pay deductions from 
those employes receiving more than 
$1,200 a year is to be the same as that 
from those receiving $1,200 a year or 
less, the annuities should be greater in 
proportion to the amount of deductions 
actually made. Any other plan is un- 
fair. 


Co6RDINATION 


~ Control over selections, promotions, 
demotions, discharges or other rewards 
or punishments should not be surren- 
dered by the head of a department or 
establishment responsible for results; 
but general policies should be adopted 
for the handling of personnel, and the 
establishment of these policies should 
be centralized in order to bring 
about uniformity. Each establishment 
should have a personnel officer with 
broader responsibilities and authority 
than have the present personnel of- 
ficers. They should have jurisdiction 
over all questions relating to personnel 
under the immediate direction of the 
head of the department or establish- 
ment. Itis not possible for the head of 
a large establishment to become suff- 


1 See pages 386 and 388.—Eprror. 
16 
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ciently well acquainted with the per- 
sons under his supervision and the 
many corsiderations affecting them 
from the employment side, to be able to 
deal perscnally with all such questions. 

The personnel officers of the several 
departments and establishments should 
constitute a codrdinating board, work- 
ing in conjunction with the Civil Serv- 
ice Commission. 

On recommendation of the Civil 
Service Commission and the Bureau of 
the Budget, an executive order was 
issued on December 28, 1921, providing 
for the establishment of such a board, 
to be known as “The Federal Personnel 
Board,” with the president of the Civil 
Service Commission as chairman. Un- 
der the order the duties of the board 
were to formulate policies and plans 
designed to place the personnel admin- 
istration cf the Federal Government 
abreast of the best practice in private 
enterprise, with due regard to the pe- 
culiarities of the public service. 

In the prosecution of its activities the 
board was directed to consider, among 
other things, closer relations between 
the Civil Service Commission and the 
several departments; the relation of the 
personnel problems in the various de- 
partments and establishments; the 
development of an adequate system of 
personnel records to furnish a medium 
for effective control of personnel admin- 
istration and to provide basic statistics; 
the formuletion of recommendations 
for so using employes in the various 
departments as to take care of the 
maximum ‘oad of work; the develop- 
ment of a personnel inventory system 
to facilitate the assignment of specially 
qualified employes to offices and duties 
in which their services would be of 
greatest value; the question of training 
with the object of reducing the period 
before an employe becomes an effective 
worker; the possibilities of adopting the 
principle of promotion from within in 
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filling the higher positions; the develop- 
ment of a system for the more careful 
review of selections for increased com- 
pensation; and the formulation of 
plans regarding hours of service, leaves 
of absence, privileges under the retire- 
ment act, and other matters designed 
to increase the effectiveness of the pub- 
lic service. 

The several departments and estab- 
lishments, with one exception, desig- 
nated representatives to serve as 
members of the Federal Personnel 
Board, but up to this time there has 
been no meeting of the board. The 
failure of the board to function cannot 
be laid at the door of the Civil Service 
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Commission, which initiated the under- 
taking. 

No agency entirely independent of 
the departments and establishments in 
which employes serve can successfully 
impose personnel policies and practices 
upon the entire service. It is believed 
that a codrdinating board, such as that 
established by the executive order of 
December 23, 1921, if vitalized and 
permitted to function, can bring about 
the adoption of well-defined and work- 
able policies which will result in greatly 
increasing the efficiency of the Govern- 
ment service and in correspondingly 
reducing the expense of government to 
the taxpayers. 


Professional Service and Salaries in Public Welfare 
Departments 


By Pau Krem 
Executive Secretary, American Association of Social Workers 


HERE is a natural tendency to 

regard with suspicion such state 
expenditures as do not bring a direct 
financial return. However, we are be- 
coming so educated in ideas of efficiency 
that we do not necessarily look to im- 
mediate returns but do expect returns 
in some tangible form in the future. 
The expenditure of large sums not only 
by the Federal Government but by 
individual states upon laboratory and 
other experimental work within the 
fields of agriculture, chemistry and en- 
tomology, has become possible because 
of the public appreciation of the very 
real economic gain into which the 
results of such experiments can be 
translated. 


Large amounts are being expended 


also in the field of public welfare by 
cities and states for such ultimate tan- 
gible returns. Investigators are em- 
ployed to examine into the economic 


status of patients in the public hospitals 
in order to determine whether the cost 


‘of treatment should be collected from 


patients or from those upon whom they 
are dependent. 


The experience in the probation sys- - 


tem, a comparatively new departure in 
modern social work, is even more strik- 
ing. For a long time the plea for the 
establishment and extension of the 
probation system was based on an at- 
tempt to persuade the “hard-headed”’ 
taxpayer that he was really saving by 
employing the probation officer rather 
than sending the offender to prison. 
There was the cost of the prisoner’s 
maintenance in the institution, the 
loss of his potential earnings, and 
the possible burden of supporting 
his family. But soon a more effective 
argument presented itself in the fact 
that probationers were paying, on the 
installment plan, fines and restitution 


ine ma 


x — 


PROFESSIONAL SERVICE IN POBLIC WELTARE DEPARTMENTS 


amounting, in some cases, to more than 
the total cost of administering the 
whole probation system, let alone the 
indirect savings. While in the general 
run of state expenditures, the thought- 
ful taxpayer has ever been keen on 
making every dollar count, it is clear 
that, in dealing with the offender, the 
fundamental interests of society and 
humane consideration for the individual 
were more powerful factors in persuad- 
ing him than the immediate appeal of 
financial saving. 

Likewise, public welfare departments 
which represent the most articulate 
expression of governmental interest in 
social work, have been established on 
principles other than the quest of 
money economy. Saving, not of dol- 
lars but of human suffering, has been at 
the bottom of the public interest that 
brought about the establishment of 
state public welfare departments. An 
early example and proof of this fact 1s 
adduced by F. B. Sanborn,! the illus- 
trious chairman of the Board of State 
Charities in Massachusetts, in a report 
made to the Massachusetts Centennial 
Commission on Public Charities in 
1876, who quotes John Winthrop, the 
first governor of Massachusetts, on 
some of his reasons “for leading the 
emigrants out of overburdened Eng- 
land.” 


This Land grows weary of her inhabit- 
ants, so as man, who is the most pretious of 
all creatures, is here more vile and base than 
the earth we tread upon, and of less price 
among us than a horse or a sheep. Many 
of our people perish for want of sustenance 
and employment; many others live misera- 
bly, and not to the honor of so bountiful a 
housekeeper as the Lord of heaven and 
earth is, through the scarcity of the fruits 
of the earth. All our towns complain of the 
burden of poor people, and strive by all 

means to rid any such as they have, and to 


1 Sanborn, F. B., Public Charities of Massachu- 
getts. Boston. Wright and Potter. 
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keep off such as would come to them. I 
must tell you that our dear mother finds 
her family so overcharged as she hath been 
forced to deny harbor to her own children; 
witness the statutes against cottages and 
inmates. And thus it is come to pass that 
children, servants and neighbors, especially 
if they be poor, are counted the greatest 
of burthens,—which, if things were right, 
would be the chiefest earthy blessings. 


ACTIVITIES or WELFARE DEPARTMENTS 


There ere now public welfare depart- 
ments in all but perhaps a half-dozen 
states.? These departments do not 
necessarily involve the direct disburse- 
ment of reltef. Generally speaking 
they are understood to have as their 
special concern the interests of depend- 
ent children, or of those who by old age, 
illness, misfortune or other causes have 
been bereft of the power of decent self- 
support and kave fallen a burden upon 
their fellow men. 

Such persons have in the past been 
usually cared for by the municipality, 
the county, the town and even the 
township, and by private philanthropy. 
The state then assumed the obligation, 
through its public welfare department, 
to see whether these wards of local 
bodies, public or private, were properly 
cared for. In brief, supervision has 
been the primary function of state pub- 
lic welfare departments. Supervision 
has on the whole remained their great- 
est service, their real reason for exist- 
ence. Of twenty-four state public 
welfare departments replying to a 
recent questionnaire sent out by the 
writer for purposes of the present 
study, twenty exercise these super- 
visory duties in some form or another, 
by superintending the boarding out of 
children, by inspecting orphanages, 
reformatories, county jails, children’s 
courts, by licensing institutions or 
private philanthropies, by carrying on 


2 See Annals, January, 1923, Vol. 105, p. 94. 
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researches that will stimulate better 
work and higher standards in the care 
of wards. Four of the departments 
mentioned have no such supervisory 
functions. They are managerial bod- 
ies controlling or conducting state in- 
stitutions, hospitals for the insane, 
prisons, reformatories, schools for the 
blind, custodial institutions for the 
feeble-minded, and epileptic. These 
are not, however, necessarily of a dif- 
ferent genus from the other twenty-one. 

After all their managing boards—by 
whatever name they may go—are con- 
ducting institutions for the same types 
of wards as those cared for by the local 
bodies under supervision*and scrutiny 
of the state welfare departments. The 
very fact that such state institutions 
exist is part of that tendency which has 
resulted in the assumption of greater 
and greater responsibilities on the part 
of the state for the care of those of 
its helpless ones who previously were 
cared for almost exclusively by private 
philanthropy and local communities. 
This acceptance of responsibility is 
evidenced in state institutions for the 
insane, for the feeble-minded and epi- 
leptic, for the blind and deaf, for chil- 
dren on the border line between de- 
pendency and delinquency, for the 
tuberculous and others. Supervision 
or administration are but constituent 
parts of a larger responsibility assumed 
by the state, one emphasizing super- 
vision, the other, efficiency in manage- 
ment. That there is no fundamental 
difference in the real motivation of 
these two functions is especially evident 
from the fact that of the twenty-five 
bodies considered here five combine the 
duties of supervision and managerial 
control of institutions for the public 
welfare. 


EXPENDITURES V8. ACTIVITIES 


Barring the actual monetary savings 
effected by investigations of the type 
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intended to place the expense of hos- 
pitalization in state institutions on the 
individual when able to pay or on the 
local community when practicable, the 
maintenance of state boards of public 
welfare has represented on the whole a 
rather increasing dead expenditure, 
that is, one without appreciable mone- 
tary return to the commonwealth. An 
examination of the appropriation of 
state departments of public welfare 
shows with few exceptions an increasing 
budget in the course of years. It seems 
to be tacitly expected that returns in 
human happiness are an acceptable 
substitute for a balance on the right 
side of the ledger. 

If financial returns or savings do not 
justify expenditure for public welfare 
departments or provide a means of 
measuring their value to the state, we 
may assume that the effectiveness of 
such departments will be demonstrated 
in part at least by the ertent of their 
activities. It is to be expected that 
the scope of the work of the department 
would be commensurate with the size of 
the state. 

Roughly, it may be assumed that 
larger states have more work to do than 
the smaller ones, that they would re- 
quire a larger staff, more elaborate 
organization, larger expenditures. The 
twenty-four public welfare departments 
from which we have had returns, ar- 
ranged in the order of their population 
show, in fact, a general correspondence 
between the size of the state, the num- 
ber of its social working staff and the 
salary budget for the staff.* 


? To those who are at all familiar with the 
indefinite fluctuation of terminology and stand- 
ards from state to state it may seem rash to have 
constructed such a table as Table I. We have, 
however, obtained the designations of various 
employes of the departments represented and the 


` salaries for each designation. Despite variations 


in terminology it was possible to pick out those 
who could clearly be classified as social workers 
by excluding all purely institutional administra- 
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TABLE I—Scocrat Work STAFF AND SALARIES oF TWENTT-Four STATES IN ORDER OF 
STATE POPULATION AB OF 1920 ın Rounp NUMBERS 








~ 


STATE POPULATION 
New York ..... 10,451,000 
Pennsylvania 8,774,000 
Thinois..... 6,529,000 
Ohio...... 5,810,000 
OSES iy MO en aS 4,708,000 
Massachusetts 3,877,000 
California ....0 000... 0... 8,481,000 
Indiana .. ... 2,942,000 
Georgia.. . . .. 2,911,000 
North Carolina 2,877,000 
Kentucky * .. 2,423,000 
Towa . 2,413,000 
Minnesota . 2,403,000 
Alabama .. s 2,559,000 
Virginia ..... oer 2,829,000 
Louisiana . : 1,806,000 
Arkansas. . .. 1,761,000 
South Carolina 1,692,000 
West Virginia 1,476,000 
Connecticut 1,304,000 
Nebraska e? 1,302,000 
Maine. oc cease nas 796,000 
Rhode Island * . 608,000 
New Hampshire.. 444,000 
Idaho *.... 437,000 


Nyss c Soctan | Sanarres of Socran 








WorE STAFF - Work Starr 
33 $120,000 
25 94,350 
16 84,300 
38, 69,000 

F2? 193,620 
10 19,000 
11 20,800 

4 10,000 
7 14,100 
y 16,500 
9 52,880 
15, 82,750 
11 28,200 
7 17,500 
3 2,700 
5 8,400 
8 17,200 
18 20,400 
21 40,000 
$ 7,500 
12 15,400 
4 6,250 
3 6,600 





~ Controls state institutions and has no other inspectional o> supervisory duties. 


It is evident from Table I that cor- 
respondence between population on the 
‘ one hand and the size of the social 
work staff and payroll is not absolute. 
While a certain degree of fluctuation is 
natural and to be expected, there 
appears to be in some cases too great 
a divergency perhaps. Massachusetts 
far outstrips in number of personnel all 
the states above her in population. 
This is easily understood, in view of the 
fact that Massachusetts is not only in 


tora, purchasing agents, clerical staff, industrial 
employes, physicians and specialists in the medi- 
cal field, sanitary inspectors, nurses having 
purely technical assignments, etc. The group, 
therefore, includes staff members and division 
executives assigned chiefly to child welfare work 
: in its various branches, to inspection of institu- 
tions, to county organizers, statistical and re- 
search personnel, etc, 


the van of social legislation and social 
work buz also was the first to establish 
a state department of public welfare.‘ 
New Yak and Ohio followed within 
three or four years, Illinois and Penn- 
sylvania within two years more. Ina 
general way, those states that have the 
largest staffs and the largest expendi- 
tures are the ones that have the greatest 
populat:on and public welfare depart- 
ments of longest standing. 

To what extent a smaller expenditure 
in the _esser states with correspond- 
ingly smaller population represents a 
commensurate amount of work per- 


formed. it is difficult to tell. There is 


_probab_y a minimum below which the 


necessary functions of the public wel- 
fare department cannot be financed, no 


‘See Annals, January, 1929, Vol. 1085, p. 94. 
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matter how small the population of the 
state. The functions of such a depart- 
ment are many, and to distribute such 
functions among a small personnel in 
order to remain within a reasonable 
budget presents a problem difficult of 
solution. Other state departments 
such as education, justice, health, ete., 
are doubtless confronted with the same 
problem. 


Necessary REQUISITES to ArrRacr 
WORKERS 


Personnel necessarily changes, and to 
answer with even a reasonable degree 
of assurance such a question as whether 
the size and organizationof any partic- 
ular welfare department is adequate for 
the needs of that state, a very intensive 
study of the experience, education and 
personal qualifications of all the work- 
ers would have to be made. We may, 
however, ask ourselves what conditions 
are conducive to obtaining and retain- 
ing a staff of workers of proved quality 
and adequate training. Any field of 
work, whether it be education, politics 
or public welfare, competes for the best 
men and women in the community. 
Allowing for natural inclinations to- 
wards one field or another, the compet- 
ing field has to offer to the competent 
candidate certain attractions. ‘There 
would have to be some honor or public 
recognition attached to the post; a 
professional status for the worker; a 
consciousness of competing with one’s 
equals for something that is worth 
while; at least a probability if not an 
assurance of a “career”; a cultural 
salary, that is, one that would leave a 
sufficient margin, over and above the 
necessities, for a standard of living 
permitting of cultural development; 
security of employment. No public 
welfare department any more than 
another field of work can hope to 
attract and retain men and women of 
calibre unless the positions offered are 
desirable from these viewpoints. 
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In the mind of the public—and of the 
potential worker—employment by the 
Government carries with it a certain 
honor and dignity. In this respect the 
state or other governmental body has 
a considerable advantage over private 
agencies within the same field. It isan 
advantage that they would do well to 
make the most of. It is seriously 
interfered with, however, because the 
public service itself tends to get into 
disrepute since any public office is likely 
to be regarded in the light of a “ politi- 
cal plum”; and further because the 
financial basis of any public service is 
determined by legislative appropriation 
and, therefore, has a precarious exist- 
ence from one session of the legislature 
to another, and depends so much upon 
the strategic developments between 
political parties in control. Neverthe- 
less, the honor attached to public office 
on the whole outweighs these political 
difficulties. 

Professional status, a matter of great 
importance for the self-respect of the 
worker and for his development within 
his own field of activity, is a difficult 
thing even to define, let alone to estab- 
lish. One of the most effective means 
by which a state can give professional 
status to the worker is to dignify his . 
position by establishing an official 
designation therefor and by including 
it in the Civil Service system of the 
state. Unfortunately only four of the 
twenty-five states reporting have all or any 
part of the social work classified under 
the Civil Service. The recent work of 
the Federal Classification Board has 
missed an opportunity for service by 
failure in its own classification to 
recognize social workers as having a 
professional status. Too often the 
question of professional status and cor- 
responding treatment in the Civil Serv- 
ice is, when considered at all, regarded 
in the light of a concession rather than — 
in that of an opportunity for securing 
better workers, 
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When positions are taken entirely 
out of the field of political patronage 
and are included under Civil Service, 
workers get a sense of competing with 
their equals—an important factor in 
raising and maintaining standards. In 
fact the greatest contribution of classi- 
fied civil service with its accompanying 
systems of competitive examination is 
that service to the state is offered by 
those best fitted to give it. 

The questions of a career, salary, and 
security of employment are more or less 
tied up together. A career involves 
both continuity of service and poten- 
tial increases in salarv. Salary stand- 
ards must, therefore, be not only 
satisfactory from the standpoint of 
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yielding a living wage, but must also 
give a sense of having a future in the 
work, a possibility of improving one’s 
standard of living, and a chance for 
bringing up a family. All these in turn 
assume some security of employment 
which can be attained generally through 
the protection of civil service laws. 


SALARY COMPARISONS 


Salaries in public welfare depart- 
ments show on the whole a rather low 
scale for executive officers, a fair rate 
for typical field workers, low maxima 
for social work staff, and a lack of 
salary ranges of the kind that would 
promise advancement. 


TABLE H-—Sananies or EXECUTIVES or WELFARE DEPARTMENTS COMPARED WITH THose 
or EXECUTIVES IN Stats Enucation DEPARTMENTS 





STATE 


ee 


eest eee 
> + © # + 2 


trt: 


New York. 


Pennsylvanis i l ae 
Rhode Island *.. .. 
South Carolina. . 


ee ee ey 


ee mee 





SALARY OF 
EXmcUTIVES 
EDUCATION AL 
Depts. 


Excess Epuca- |Excess WEL- 
TION OVER FARE OVER 
WELFARE EDUCATION 











$1,000 
1,200 
1,400 


2,000 





* Department manages and controls state institutions. 
t Excess over salary of highest paid officer in Public Welfare Department. 
§ Has two executives for different divisions of work. 
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It is interesting to note that only 
five states pay a higher salary to the 
executive of the welfare department 
than to the superintendent of educa- 
tion, not counting Virginia where the 
difference is nominal; that with one 
exception the welfare departments in 
those states exercise managerial and 
administrative rather than supervisory 
and promotive functions, 
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lawyers, teachers, or engineers. The 
person who suggested that several of 
his friends would be perfectly willing to 
serve ag President of the United States 
without any remuneration at all and 
that $75,000 or more for the salary of 
the national executive was pure waste, 
may have been an excellent wit but 
hardly a constructive statesman. 

It is futile to attempt to separate 


TABLE T—Srarr SALARIES IN Stame Punruic WELFARE DEPARTMENTS 


STATI SocuL Worx BodL 
Srary Fiaup Starr 

Alabama... . | $2,700 ° $1,500 
Arkansas ...... 1,800 1,206 
Callforma..... 2,380 2,380 
Connecticut . 2,500 1,500 
Georgia........ 1,800 1,800 
Idaho *.. 1,800 1,800 
Dbnojg....... 6,000 15~1,800 
Towa... T nd Bd 1390 

Sates : & A 
Kentucky * 3,000 1,800 
Loumana,..... 1,800 1,800 
Maine........ 1,400 1,150 
M 1,980 1,800 
Minnesota 4,000 1,600 
New Hamrshire 1,500 1,300 
New York .. 3,750 1,800 
North Carolina 2,400 2,100 
Ohio...... ae 4,000 1,500 
Pennagylvania 7,500 2,0C0 
Rhode Island * nee a 
South Caro 2,400 2,000 
Texas a rors »v. eee eevee 

ahe 8,000 

West Virginia. . 1,800 1,600 





REMARKS 


Bd. of Child Welfare, 1923— 
No approp. No staff. 


Two exec. egoch in chg ons dpt 


Vice-ohrmn, of bd 1s exec. 


None 
1,200-2,100 


Bd of three members consti- 
ie Baoe: Board at $5,000 
each, 


1,200-1,500 


* Control only 


It is of no use asking people to serve 
for love and to live on air. It is very 
well to refer to the unselfish service and 
devotion of our leaders in social service, 
but we must recognize that today social 
service has become a profession with a 
large personnel. ‘There is no justifica- 
tion for regarding social work as any 
more important and fundamental for 
the welfare of the public than are some 
other professions such as medicine, law, 
teaching, engineering; but there is no 
justification for expecting service of 
this type without corresponding re- 
muneration any more than there is for 
expecting the services of physicians, 


interest in salary from interest in work 
to such an extent as to make the re- 
quirements of one independent of those 
of the other. All but a very small 
proportion of adults must work to live 
and cannot plan a career out of an 
avocation. The National Education 
Association has not hesitated to pub- 
lish its firm belief in the importance of 
recognizing the intimate relationship 
between teachers’ salaries and the 
quality of public education. To at- 
tract intelligent, wide-awake and well- 
trained young men and women, to hold | 
them to their tasks, to interest them in 
their subjects by removing irrelevant 
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worries of social status and economic 
independence, to instill stimulating 
rivalry for a better ccompetency—all 
these are acknowledged as aids for mak- 
ing better teachers and therefore raising 
the level of public education. The 
salary committee of the National Edu- 
cation Association takes pains to point 
out the importance of salaries for the 
purpose of professionalizing the art of 
teaching. Its report for 1923,5 an 
elaborate 115-page publication, pre- 
sents a classification of teachers’ sala- 
ries and detailed discussion of the 
factors entering into these classifica- 
tions. State welfare departments 
would do well to take a leaf out of the 
experience of the education depart- 
ments and be guided by the findings of 
our public educators. Recognition of 
merit, the importance of adaptations to 
changes in the cost of living, encourage- 
ment of further training and continu- 
ous study, are as important for the 
social worker as for the teacher, and the 
day may come when the salary budget 
for social workers for public welfare 
may demand the same close scrutiny of 
welfare workers’ salaries by taxpayers 
as is now being given to salaries of 
teachers. 

The outstanding feature of salaries 
in public welfare departments appears 
to be the comparatively low range for 
executives. A recapitulation of Table 
II is shown below. 


§ Tecchers’ Salaries and Salary Trends in 1928, 
National Education Association. 


Rate or SALARY 


Exxcourtvs Posie 
Werarn DEPARTMENT 
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We have as yet an insufficient basis 
for comparing these salaries with cor- 
responding salaries in private social 
work. It is interesting, however, to 
note that of some twenty-one execu- 
tives of financial federations and coun- 
cils of social agencies in American cities 
known to the writer, nine are receiving 
salaries of 810,000 or over, eight sala- 
ries between $8,000 and $10,000, and 
tour are receiving salaries between 
$4,000 and $6,000. ‘There are perhaps a 
few executives of this type who receive 
salaries lower than $4,000, but com- 
pared with the directors of state welfare 
departments they would still represent 
a higher salaried group. 

At first glance the typical salaries 
paid to field workers of these depart- 
ments would appear to compare more 
favorably with salaries in private agen- 
cies. ‘Three of these states show typ- 
ical salaries between $1,000 and $1,500, 
ten states, $1,500 to $1,800, and eight 
states, $1,800 to $2,400. 

Records of the American Association 
of Social Workers show the following 
distribution of salaries of 159 super- 
visors in private case work agencies, the 
group most nearly comparable with 
field workers of public departments.’ 


Under $1,500 .0..425 Go cceusteb aes 12 
$1,500 and under $1,800........ 47 
1,800 “ < R400... 78 
2,400 “ = S000 cscae ss 21 
3,000 “ “ 4,000........ 1 


t From placements of its Vocatione] Bureau for 
1923, and statistics obtained from questionnaires 
in 1921-1922. 


Exacotivse Enuca- 
TION DEPARTMENT 





10,000 “ 
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It must be remembered, however, 
that private agencies take considerable 
responsibility for training of newcomers 
and provide a considerable competitive 
field for the promotion of workers as 
they improve in training and experi- 
ence. Promotion in public service ap- 
pears to be quite limited. Of the 
twenty-five states for which returns 
have been obtained, nine provide no 
range whatever, either actual, or in 
provisions of the law or of civil service 
regulation. Seven states show a range 
of not more than $300 from minimum 
to maximum. In the remaining cases 
there is a range of as much as $800 
which in some is more apparent than 
real, inasmuch as it represents in sev- 
eral instances not a regular advance- 
ment from minimum to maximum, but 
simply a statement of fact, namely that 
higher as well as lower salaries are paid 
in the same state to different individ- 
uals carrying on, on the whole, similar 
work. An examination of maximum 
salaries paid by the state public welfare 
departments considered must also be 
interpreted with care. 


Maxrurom SALARY or Socian Work STAFF 
Orume Taan Exxourrvs IN PUBLIC 
WELFARE DEPARTMENTS 


Under $1,500. .......... cee eee 1 
$1,500 and under $1,800......... 4 
1,800 “ ee ||| Pann 7 
2,400 “ “ $8,000... ...... & 
8,000 “ BS BLOOD oc ace ot bs 
4,000 “ “ 6,000......... 4 


The higher maxima represent in many 
instances specialists such as psychia- 
trists, criminologists, and administra- 
tive department heads in large organ- 
izations, rather than maximum salaries 
of the rank and file. 
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With the meagre information at this 
time it is impossible to make many use- 
ful generalizations. While the salaries 
provided for executives of public wel- 
fare departments do not appear to 
enable them to compete for the best 
workers in the open market, local con- 
siderations, state loyalty, and family 
and personal reasons, may combine to 
overcome the handicap. It does, how- 
ever, impose a kind of penalty upon 
those who are willing to forego higher 
salaries in order to continue their local 
service. The fact that the rank and 
file of workers in the state do not at 
this time receive salaries lower than 
those of corresponding social workers in 
private agencies may be a false con- 
solation in view of the lack of a system 
of advancement, a lack of civil service 
protection and a lack of forma] recog- 
nition of the professional status of the 
worker. 

Public welfare departments are 
bound to expand in functions, personnel 
and expenditure. Their work will be 
judged not in terms of dollars and 
cents, but by the judgment earned by 
the men and women who represent 
these departments. They will be at- 
tracted by conditions of employment 


= vs ent 


which assure public recognition, pro- _ 


fessional status, a reasonable career, an 
acceptable standard of living, chances 
of promotion—and perhaps some day, 
honorable pension. A well-developed 
public welfare department providing 
social service of the higher standard will 
some day constitute a matter of state 
pride even as do now the possession of 
paved roads, forest preserves, good 
schools and universities, progressive 
industries and a comfortable and en- 
gzhtened people. 


bal 


The Hire of Firemen and Policemen 


By Wurm C. BEYER 
Director, Philadelphia Bureau of Municipal Research 


N the spring of 1923 the policemen, 
firemen and park guards of Phila- 
delphia opened a campaign for higher 
salaries. Requests immediately came 
to the Bureau of Municipal Research 
for information on rates of pay of simi- 
lar groups of employes in other cities. 
In order to obtain and furnish this in- 
formation, the Bureau addressed a 
questionnaire, in May, 1923, to police 
and fire officials in the 21 largest cities 
in the United States. Returns were 
received from both sets of officials in 
the following 17 cities: New York, 
Chicago, Philadelphia, Detroit, Cleve- 
land, St. Louis, Boston, Baltimore, 
Los Angeles, Buffalo, San Francisco, 
Milwaukee, Washington, Newark, 
Minneapolis, Kansas City, Mo., and 
Seattle. Besides these, returns were 
received from the police officials in 
Pittsburgh and from tke fire officials in 
Indianapolis. 

The questionnaire, it should be 
stated, was not confined to rates of pay, 
but called for information on other 
closely related conditions of employ- 
ment. With reference to each rank of 
service the following questions were 
asked: 


1. Rate of pay (per day, month or year). 

. If paid by day, normally for how 
many davs per year? 

. Hours per day on duty. 

. Hours per week on duty. 

. Annual amount of clothing allowance. 

. If uniforms are furnished, estimated 
value per year. 

. What, if any, provisions for reim- 
bursement for clothes ruined in 
course of duty? 

. Under a pension system? 

. If so, amount of annual dues. 


~I O Or OO © 


co © 


10. Is there a relief fund for death bene- 
fits, sickness, etc.? 

11. If so, amount of dues. 

1%. Number of days’ sick leave with pay 
per year. 

18. Number of days’ vacation with pay 
per year. 

14. Number of days off with pay per 
year besides annual vacation. 


A questionnaire similar to this, 
though differing in some details, was 
sent in December, 1923, to the officials 
of six of the more important state police 
forces: those of Massachusetts, Michi- 
gan, New Jersey, New York, Pennsyl- 
vania and West Virginia. Returns 
were received from all states except 
West Virginia. 

From the information thus obtained 
by the Bureau, let us see how the 
groups of workers with which we are 
here concerned fare in the cities and 
states included in our comparison. Be- 
cause of the brief space available for 
this article, the presentation of facts 
must be confined to the more important 
conditions - of employment. These 
would appear to be (1) rates of pay, (2) 
allowances for uniforms, (8) reimburse- 
ment for clothing ruined in the course 
of duty, (4) length of sick leave with 
pay, (5) length of annual vacation with 
pay and (6) pensions. Consideration 
will be given first to firemen, then to 
municipal policemen, and finally to 
state policemen. 


Tue FRE Service 


Comparisons in the fire service may 
be made by classes, or grades, of which 
there are seven: hosemen and laddermen, 
who constitute the rank and file of the 
fire-fighting force; steam or auto engi- 
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TABLE I—Srowme Annuar Rares or Pay or Freewcen In Various Crriums rN 1928 
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neers, who operate the fire engines; 
lieutenants, who are in charge of fire 
stations in the absence of the captains; 
captains, who are first in command of 
fire stations; battalion chiefs, who have 
authority over districts containing a 
number of fire stations; the assistant 
chief engineer, who, in the absence of 
the chief engineer, has authority over 
the entire force; and the chief engineer, 
who is first in command of the entire 
force. The titles used here are those 
now used in Philadelphia. 


Rates of Pay 


Table I shows the compensation of 
the classes of fire fighters enumerated 
above.! It will be observéd that hose- 
men and laddermen, who constitute by 
far the largest class in the fire service, 
recelve annual salaries ranging all the 
way from $1,400, which is the entrance 
rate in Boston, to $2,280, which is the 
maximum rate in New York? If we 
take as the rate of pay in those cities 
that have scales of pay for hosemen and 
laddermen the average of the scales, it 
appears that San Francisco and Minne- 
apolis, with their flat rates of $2,040 a 
year, share honors as the highest-pay- 
ing cities, and Baltimore, with its flat 


1 Since this article was written, the Bureau of 
Municipal Research of Philadelphia has asked 
the fire officials who responded to the first 
questionnaire for their 1924 salary schedules. 
Replies were received from all of these officiala. 
It appears that the rates of pay shown in Table I 
were still effective in March 1924 except as 
follows: In New York hogemen and laddermen 
were receiving & maximum annual rate of $2,500, 
and steam or auto engineers were receiving 
$2,720; in Baltimore, battalion chiefs were re- 
ceiving $2,500, the deputy chief engineer $5,500, 
and the chief engineer $4,500; in Los Angeles 
ateam or auto engineers were receiving $2,230, 
battalion chiefs 88,800, the deputy chief engineer 
$3,900, and the chief engineer $6,000; and in 
Washington lieutenants were receiving $2,000, 
captains $2,140, and battalion chiefs $2,640. 

3 It should be borne in mind that these and all 
other salary rates in cities given in this article 
are for the year 1923, 
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rate of $1,500 a year, ranks as the 
lowest. The average annual rate of 
hosemen and laddermen for all cities is 
81,822.76. It is also worthy of note 
that not only hosemen and laddermen, 
but all other classes of fire fighters re- 
ceive less in Baltimore than in any 
other city. 

Quite as interesting as the amount of 
compensation of various classes of fire 
fighters, is the relationship in pay be- 
tween the classes. This is shown in 
Table II. The salaries of hosemen and 
laddermen are taken as the bases, and 
the salaries of the other classes are ex- 
pressed In percentages of the basic 
salaries. In New York, for example, 
where the gap between top and bottom 
is greatest, the chief engineer receives a 
salary which is 493.88 per cent of the 
average rate of pay of hosemen and 
laddermen. In Minneapolis, where 
the gap is smallest, the chief engineer 
receives only 221.76 per cent of the 
lowest salary in the service. The aver- 
age rate of chief engineers in all the 
cities is 292.55 per cent of the corre- 
sponding average rate of hosemen and 
laddermen. 


Clothing Allowances 


Apparently only one of the 18 cities 
makes a cash allowance to firemen for 
uniforms. In Philadelphia hosemen 
and laddermen, steam or auto engl- 
neers, lieutenants, and captains receive 
#50 a year for uniforms; battalion 
chiefs receive $75 a year; and the 
deputy chief engineer and chief engi- 
neer receive $100 a year. Firemen in 
Boston have their uniforms furnished 
by the city. 


Reimbursement for Ruined Clothing 


Only two of the 17 cities reporting 
reimburse firemen for clothing ruined in 
the course of duty. These are Phila- 
delphia and Boston. 


Tap Hires or FIREMEN AND POLICEMEN 


Sick Leare with Pay 
Sick leave with pay is permitted in 


all the 18 cities, but the length of such 
leave varies considerably. Two of 
these cities, New York and Indianapo- 
lis, report unlimited leave with full pay; 
five, including Chicago, Detroit, Los 
Angeles, San Francisco and Newark, 
report full pay for one year; Minne- 
apolis reports full pay for 90 days; 
Washington reports full pay for 80 
days and unlimited lesve with full pay 
if the injury or illness is contracted in 
the course of duty; and in Philadelphia, 
Cleveland, and Kansas City, Mo., the 
length of sick leave with pay is left to 
the discretion of the department sur- 
geon. 


Vacations with Pay 


There is somewhat less variation in 
the length of vacations with pay. Of 
the following 13 cities, some allow hose- 
men and laddermen two weeks; the 
others allow 15 days: Chicago, Phila- 
delphia, Cleveland, Boston, Baltimore, 
Los Angeles, Buffalo, San Francisco, 
Milwaukee, Minneapolis, Kansas City, 
Mo., Seattle and Indianapolis. The 
cities most generous to hosemen and 
laddermen are Detroit and Washing- 
ton, where 20 days are allowed. New 
York allows 16 days; St. Louis, 11 days; 
and Newark from 8 to 14 days. Inthe 
following 18 cities all the higher ranks 
appear to receive the same length of 
vacation with pay as hosemen and 
laddermen: Detroit, Cleveland, St. 
Louis, Boston, Los Angeles, Buffalo, 
San Francisco, Milwaukee, Washing- 
ton, Minneapolis, Kansas City, Mo., 
Seattle and Indianapolis. New York 
grants 16 days to steam or auto engi- 
neers just as it does to hosemen and 
laddermen, but allows three weeks to 
lieutenants and captains, and 80 days 
to battalion chiefs and the deputy chief 
engineer. Chicago, which allows 15 
days to all fire fighters from captains 
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down, gives 20 days to battalion chiefs, 
the first assistant fire marshal, and the 
fire marshal. Philadelphia allows two 
weeks to all ranks from captains down, 
but like Chicago lengthens the period 
for the higher ranks, battalion chiefs 
being given three weeks, and the 
deputy chief engineer and chief engi- 
neer one month. Baltimore allows 
steam or auto engineers two weeks, the 
same as hosemen and laddermen, but 
grants 16 days to lieutenants and cap- 
tains, 18 days to battalion chiefs, 21 
days to the deputy chief engineer, and 
$1 days to the chief engineer. New- 
ark, where the length of vacation with 
pay for hosemen and laddermen varies 
from 8 to 14 days, allows 18 days to 
captains, three weeks to battalion 
chiefs, 26 days to the deputy chief 
engineer, and 80 days to the chief 
engineer. 
Pensions 

In all the 18 cities, firemen have the 
protection of some kind of pension sys- 
tem. The prevailing one seems to be 
the contributory plan which is in effect 
in 12 of the 17 cities reporting infor- 
mation on this point. There appears 
to be almost no uniformity in the 
amount of dues firemen are required to 
pay into the pension fund. In Chicago 
and Milwaukee the dues are 24 per 
cent of the salary for all classes of the 
fire service; in Philadelphia, one day’s 
pay for all classes; in Cleveland, they 
are 50 cents a month for hosemen and 
laddermen, 70 cents for steam or auto 
engineers, 65 cents for lieutenants, 70 
cents for captains, 95 cents for bat- 
talion chiefs, #1.05 for the deputy chief 
engineer, and $1.25 for the chief engi- 
neer; in St. Louis the dues are $24 a 
year for all classes; in Buffalo, 4 per 
cent of the salary for all classes; in 
Washington, 14 per cent of the salary; 
in Newark, 2 per cent of the salary; in 
Minneapolis, $18 a year; in Kansas 
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City, Mo., $16 a year; in Seattle, 1 per 
cent of the salary; and in Indianapolis, 
$15 a year. No contributions are re- 
quired in five cities: New York, De- 
troit, Boston, Los Angeles and San 
Francisco. 


Tse MUNICIPAL POLICE SERVICE 


Municipal police forces, like the fire- 
fighting services of our larger cities, 
consist of a small number of fairly well- 
defined classes. These classes are as 
follows: patrolmen, who, as their title 
indicates, patrol beats; sergeants, who 
either have immediate charge of pa- 
trolmen on beats or receive reports 
from the beats at the statfon house, and 
who sometimes are divided into two 
groups, street sergeants and house ser- 
geants; lieutenants, who, in the absence 
of captains, have charge of police pre- 
cincts; captains, who usually are in 
command of police precincts or larger 
districts; the assistant superiniendent of 
police, who in the absence of the super- 
intendent of police is in charge of the 
entire police force; and the superin- 
tendent of police, who is first m com- 
mand of the entire force. Not all 
municipal police forces conform to this 
arrangement, but for the purpose in 
hand no lengthy statement of the 
variations seems necessary. It should 
be noted, however, that in some cities 
captains have been replaced by officers 
known as “inspectors,” whose func- 
tions are not exactly the same as those 
of typical police captains; and that the 
officer in first command of the police 
force is known variously as chief of 
police, superintendent, and chief 
inspector. Police surgeons and de- 
tectives are not included in this dis- 
cussion. 


Rates of Pay 


The rates of pay of the different 
classes of police workers are shown m 
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Table III. 
ranked according to the salaries they 
pay to patrolmen, the largest class 
numerically, Detroit would occupy 


first place with its flat rate of $2,160 a 


year and Baltimore last place with its 
flat rate of 81,560. St. Louis has the 
lowest entrance rate for patrolmen, 
$1,380 a year, and New York has the 
highest maximum rate, 82,280 a year. 
The average annual rate of patrolmen 
for all cities is $1,845.61, which is 
$22.85 more than the corresponding 
rate of hosemen and laddermen. 

In Table IV are shown the relation- 
ships in pay between the various classes 
of police workers. It will be observed 
that the average salary of superin- 
tendents of police is slightly less than 
three times the average salary of pa- 
trolmen, that the greatest gap between 
the lowest salary and the highest is in 
Chicago, where the superintendent 
receives five times as much as patrol- 
men, and that the smallest gap is in 
Minneapolis, where the superintendent 
receives only 217.65 per cent of the pa- 
trolmen’s rate. 


Clothing Allowances 


Policemen, like firemen, appear usu- 
ally to bear the whole cost of uniforms 
themselves. Only one city, Phila- 
delphia, makes a cash allowance for 
clothing. The amount of this allow- 
ance is 850 a year for all the uniformed 
members of the force, regardless of 


3 Since this article was written, the Bureau of 
Municipal Research of Philadelphia has asked 
the police officials who responded to the first 
questionnaire for their 1924 salary schedules. 
Replies were received from all of these officials 
except those of Newark. It appears that the 
rates of pay shown m Table IN were still effec- 
tive in March 1924 in the cities reporting except 
as follows: In New York patrolmen were re- 
ceiving a maximum annual rate of $2,500; in 
Buffalo the superintendent was advanced to 
$5,500, and in Minneapolis to $4,56u; in Seattle 
captains were receiving a minimum rate of 
$2,580 and a maximum rate of $2,700. 


If the various cities were.. 
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rank. Boston reports that uniforms 
and repairs, valued at $38 a year, are 
furnished by the city. In St. Louis, 
uniforms, caps and leggings, also 
valued at $388 a year, are furnished to 
“motorcycle, mounted and traffic off- 
cers.” Cleveland conducts a tailoring 
shop in which policemen can have their 
uniforms made without charge for the 
work, but they must pay for the 
material. 


Reimbursement for Ruined Clothing 


Unlike firemen, who are reimbursed 
for clothing ruined in the course of duty 
in only two of the 18 cities, policemen 
receive either full or partial reimburse- 
ment, or have their clothing replaced, 
in 12 of these cities. New York, 
Philadelphia, Detroit, Boston, Balti- 
_ more, Pittsburgh and Buffalo, report 
full reimbursement; Chicago reports 
that reimbursement is made by “‘coun- 
cil order’; in Cleveland reimbursement 
is made “in special cases only”; in St. 
Louis, “cases are decided on merit”; 
Washington deducts 20 per cent from 
all rewards to form a clothing and hel- 
met fund out of which policemen are 
reimbursed; and Kansas City, Mo., re- 
ports “replacement.” ‘Three cities, 
Los Angeles, San Francisco and Seattle, 
’ make no reimbursement of any kind. 
No reports on this point were received 
from Milwaukee, Newark and Minne- 
apolis. 


Sick Leave with Pay 


With one exception, Pittsburgh, all 
the 18 cities allow sick leave with pay. 
In five cities—Detroit, St. Louis, Balti- 
more, Los Angeles and Newark—no 
definite limit is set upon the length of 
time pay will be continued during ab- 
sence from duty on account of sickness; 
in six cities—Chicago, Philadelphia, 
San Francisco, Milwaukee, Washing- 
, ton and Seattle—the length of sick 
leave with pay is left to the discretion 
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of the surgeon or the superintendent; 
New York reports that sick leave with 
pay is granted only if the sickness is the 
result of acts performed in the course of 
duty; in Cleveland, full pay is allowed 
when the injury or illness is “not due to 
‘own negligence”; in Boston, sick leave 
with pay is limited to 80 days a year; 
Buffalo allows full pay for six months 
for ordinary illness, and one year if Ill- 
ness is due to injury received in the 
course of duty; and Kansas City, Mo., 
reports “any reasonable number” of 
days. 


Vacation with Pay 


All the 18 cities, except St. Louis and 
Kansas City,*Mo., grant policemen an 
annual vacation with pay. Kansas 
City and St. Louis allow two days off 
duty a month, but apparently do not 
permit longer leaves. Of the following 
11 cities, some allow patrolmen two 
weeks, the others 15 days: Chicago, 
Philadelphia, Boston, Pittsburgh, Los 
Angeles, Buffalo, San Francisco, Mil- 
waukee, Newark, Minneapolis and Se- 
attle. Baltimore, the most liberal of 
the 18 cities, grants 80 days; Detroit 
and Washington allow 20 days; New 
York allows 18 days; and Cleveland 12 
days. In all cities except New York 
and Newark, policemen above the rank 
of patrolmen are granted the same 
number of days as patrolmen. In New 
York, where patrolmen are limited to 
18 days, street sergeants are allowed 20 
days, lieutenants 22 days, captains 24 
days, the deputy chief inspector 28 
days, and the chief inspector 30 days; 
and in Newark, where patrolmen are 
allowed two weeks, sergeants are 
granted 16 days, lieutenants 18 days, 
captains three weeks, the deputy chief 
26 days, and the chief of police one 
month. 


Pensions 
All the 18 cities except St. Louis and 
Kansas City, Mo., have pension sys- 
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tems for their policemen. Of the 16 
cities that have pension systems, only 
one, Los Angeles, has the non-contribu- 
tory plan; in the other 15 cities police- 
men pay pension dues varying in 
amounts. In New York the dues for 
all classes are 2 per cent of the salary; in 
Chicago 42 per cent on salaries of 
$2,600 a year or less, police officers re- 
celving more than $2,600 paying only 
the same amount as those receiving 
exactly $2,600; in Philadelphia the dues 
are one day’s pay per month for all 
classes; in Detroit and Minneapolis, 
one per cent of the salary; in Cleveland, 
50 cents a month for patrolmen, 55 
cents for sergeants, 60 cents for lieu- 
tenants, 85 cents for captains, $1 for 
the assistant superintendent, and $1.25 
for the superintendent; in Boston and 
Buffalo, 4 per cent of the salary; in 
Baltimore, 2 per cent; in San Francisco, 
$2 a month; in Milwaukee the dues are 
43 per cent of the salary until the po- 
liceman reaches the age of 57, and 
thereafter 34 per cent; in Washington 
and Seattle the dues are 14 per cent of 
the salary; and in Newark, 2 per cent. 
Pittsburgh’s plan is reported as “semi- 
fraternal,” but the amount of the dues 
was not reported. 


Tar State POLICE SERVICE 


Both in titles and organization the 
typical state police service bears a close 
resemblance to the typical municipal 
police service. The troopers, who form 
the lowest rank of the state police, 
correspond to the patrolmen of our 
cities; the corporals and sergeants, who 
supervise the troopers in the field, cor- 
respond to street sergeants; the first 
sergeants, who have charge of the ad- 
ministrative work in troop stations of 
the state police force, correspond rough- 
ly to house sergeants and lieutenants In 
cities; the lieutenants of the state police, 
who in the absence of their captains 
have command of a large district, cor- 
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respond roughly to lieutenants in city 
police forces; captains, who are first in 
command of a large district, correspond 
to police captains in cities; the deputy 
superintendent and superi cor- 
respond to the officials bearing the 


same titles in municipal police services. 
Rates of Pay 


In Table V are shown the salaries 
paid to the various classes of state po- 
licemen in the five states from which 
returns were received. ‘Troopers, it 
will be noted, receive an average rate of 
$1,156 a year. This average, however, 
includes the low rates paid recruits 
in Massachusetts. Pennsylvania, with 
its rates of $1,200 and $1,560 a year, 
appears to pay troopers more liberally 
than any other of the five states, while 
New York, with its scale of $900 to 
$1,170 a year, and Massachusetts, with 
its scale of 8600 to $1,200, come very 
near being tied for the distinction of 
being the lowest-paying states. 

The relationships in pay between 
different classes in the state police serv- 
ice are also shown in Table V. In 
New York, the superintendent receives 
almost eight times the salary paid to 
troopers, and in New Jersey he receives 
slightly less than four times as much 
as troopers. The average rate of pay 
of superintendents appears to be a 
little more than five times that of 
troopers. 


Clothing Allowances and Reimburse- 
ments 


All the five states furnish uniforms to 
the members of the state police force or 
make cash allowances for clothing. 
Massachusetts reports annual cloth- 
ing allowances as follows: troopers, 
$187.35; corporals, $189; sergeants and 
first sergeants, $189.75; and lieutenants 
and captains, $200. In Michigan, 
New Jersey, 
Pennsylvania, uniforms are furnished. 


New York and y 
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Clothing ruined in the course of duty is 
replaced at state expense in all the 
states. ` 


Meals, Quarters and Medical Service 


Besides being supplied with uniforms 
at state expense, the members of the 
five state police forces here considered 
usually receive meals, quarters and 
medical service for injuries. Meals are 
supplied without cost to the men in 
Massachusetts, Michigan, New Jersey 
and New York. In Pennsylvania the 
men themselves conduct mess and 
share the cost equally. This has been 
from $20 to $25 per man per month. 
Quarters are furnished in afl five states. 
With the exception of Massachusetts, 
where only first aid is given at state ex- 
pense, all the states furnish medical 
service for injuries sustained in the 
course of duty. 


Sick Leave with Pay 


Sick leave with pay is allowed in all 


five states. In Michigan, however, 
sick leave is deducted from the annual 
vacation. Massachusetts, New Jer- 
sey and New York set no definite limit 
on the number of days of sick leave 
with pay, but Pennsylvania has a 30- 
day limit for all ranks of the force. 


Vacations with Pay 


Four of the five states grant practi- 
cally the same vacations with pay. 
Massachusetts allows 14 days to all 
ranks; New Jersey one week to men in 
their first year of service, and two 
weeks to all who have served a full 
year; Pennsylvania, 15 days; and New 
York, two weeks. Michigan, with its 
vacation allowance of 24 days, is in a 
class by itself. 


Pensions 
State policemen have pension pro- 


tection in three of the five states: 
Massachusetts, Pennsylvania and New 
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York. The dues in Massachusetts are 
85 per month; in Pennsylvania, where 
the pension system is voluntary and 
without state aid, the dues are 1 per 
cent of the salary; and in New York the 
average dues are 4% per cent of the 
salary, the state contributing an equal 
amount. 


By Way or SUMMARY 


It is not the purpose of this discus- 
sion to draw conclusions concerning the 
adequacy of compensation and fairness 
of employment ,conditions of firemen 
and policemen. The attempt has been 
simply to measure the pay and describe 
some of the employment conditions. 
What, then, can be done to summarize 
the mass of descriptive material that 
has been presented? The writer 
shrinks from the difficult and perhaps 
impossible task cf formulating work- 
able averages and generalizations. 
Probably we can do nothing better 
than to point out the bolder lines on the 
composite pictures obtained by throw- 
ing all our similar sets of facts on the 
screen at the same time. These lines, 
we may say, will portray three typical 
careers in the public service—that of 
the fireman, that of the municipal po- 
liceman, and that of the state police- 


man. 

Let us look first at the typical fire- 
man’s career. Jones, let us assume, is 
a hoseman and ladderman working 
under typical conditions. As such, he 
probably receives a salary of slightly 
more than $1,800 a year; if he should be 
promoted to the position of steam or 
auto engineer, his salary would be in- 
creased to about $2,075 a year; he may 
hope, too, that some day he will be a 
lieutenant, drawing a salary of about 
$2,150 a year; then a captain at $2,350; 
then a battalion chief at $2,900; then 
the deputy chief engineer at $3,750; 
and finally the chief engineer at $5,850. 
He wears a uniform for which he has 
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paid out of his salary; if his clothing 
should be ruined in the course of duty, 
he bears the cost of replacement him- 
self; his pay, however, is continued 
during temporary periods of sickness; 
he is allowed two weeks of vacation 
each year; and when old age overtakes 
him, or permanent disability forces him 
to withdraw from duty, he will receive 
a pension out of a fund to which he 
has contributed during his years of 
service 

But let us suppose that Jones had 
elected instead to become a municipal 
policeman under typical working con- 
ditions. As patrolman, he would re- 
ceive an annual salary of about $1,845; 
he would have before him the prospect 
of becoming, first, a sergeant at $2,190 
a year, then a lieutenant at 82,460, then 
a captain at $2,950, then assistant su- 
perintendent at $4,150, and finally 
superintendent at $5,585. He would 
still pay for his uniform himself, but 
would have the city bear the cost of re- 
placing clothing ruined in the course of 
duty; his pay would be continued dur- 
ing temporary periods of sickness, just 
as in the fire service; he would receive 
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the same two weeks’ period of vacation, 
and would have the same protection 
under a pension system which he would 
be helping to maintain by his contri- 
butions while in active service. 

Finally, let us see what might be in 
store for Jones had he become a state 
policeman ‘under typical working con- 
ditions. As trooper, his pay would be 
about $1,150 a year; he would be look- 
ing forward to the day when he might 
be a corporal at $1,860 a year, a ser- 
geant at $1,500, a first sergeant at 
$1,570, a lieutenant at $2,010, a captain 
at $2,580, deputy superintendent at 
83,875, and superintendent at $6,000. 
His uniform would be furnished him by 
the state, and clothing ruined in the 
course of duty would be replaced at 
state expense; he would receive free 
quarters, free food, and free medical 
service for injuries sustained in the 
course of duty; his pay would continue 
during temporary periods of sickness; 
he would be allowed a vacation of two 
weeks annually; and, when his years of 
usefulness were over, he would receive a 
pension from a fund to which he had 
been a contributor. 
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Development and Administration of Classification and 
Compensation Plans in New Jersey 


By Cares P. Messick 
Chief Examiner and Secretary, New Jersey State Civil Service Commission 


N other articles in this number of 
The Annals the need for and the 
purpose of classification and compen- 
sation plans in the public service, the 
extent to which such plans have been 
developed, and the methods used in 
working them out and administering 
them, have been set forth in some de- 
tail. In this article it is my task to 
show briefly how the general principles 
explained in the foregoing articles have 
been concretely applied in New Jersey. 


The New Jersey State Civil Service 
Commission has jurisdiction over the 
personnel in the state government, 
with the exception of officers elected 
by the people, appointees by the Gover- 
nor, with or without the consent of the 
Senate, the state military forces, public 
school teachers and a limited number 
of other appointed. officers. The 
number of such officers and employes 
not subject to the Civil Service Law 
is comparatively few and constitute 


248 


probably ten per cent of the total em- 
ployment in the state government. 
In addition to the control of the classi- 
fied civil service of the state, the law 
provides that any city, county, school 
district, or other political subdivision, 
may, by referendum vote, adopt the 
merit system. Upon such adoption 
the State Civil Service Commission 
becomes automatically the employ- 
ment agency for the local jurisdiction, 
exercising the same functions and au- 
thority as it exercises with respect to 
the state service. Since 1908, the year 
in which the State Civil Service Law 
was passed, six of the most populous 
counties, eight municipalities, inchiding 
all the larger cities, and the city of 
Newark school district, have exercised 
the referendum privilege and have 
adopted the merit system by decided 
majorities. It is estimated that there 
are approximately 27,000 public offi- 
cials and employes in the state and the 
several local governments which would 
fall within the classified civil service. 
Of this number the State Civil Service 
Commission has jurisdiction over ap- 
proximately 21,000, distributed as 
follows: 


Number of Employes 





Jurisdiction in the Classified 
Service 
Oi a ee 5,277 
Bergen County...... 361 
Essex County....... 1,205 
Hudson County ..... 1,878 
Mercer County...... 231 
Passaic County...... 239 
Union County....... 812 
City: of Camden ..... 930 
City of East Orange.. 408 
City of Elizabeth .... 656 
City of Jersey City .. 3,241 
City of Newark ..... 4,616 
City of Paterson..... 986 - 
Village of South Orange 92 
City of Trenton ..... 1,011 
20,893 
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In ten of these jurisdictions, involv- 
ing 14,000 employes, classification and 
compensation plans have been devel- 
oped and adopted and are now a rec- 
ognized part of the administrative 
machinery. In the six remaining 
jurisdictions, while the classification 
and compensation plans cannot be con- 
sidered as complete, since there has 
been no formal adoption of compensa- 
tion schedules with definite regulations 
controlling salary advancement, the 
classification plan in use is adequate 
for administrative purposes, and salary 
advancement and adjustment is defi- 
nitely controlled by regular and recog- 
nized procedure. 


Cuicaco Commission CLOSELY 
FOLLOWED 


The classification plan developed by 
the Chicago Commission about 1910 
attracted the attention of Civil Service 
Commissions in the East, including the 
New Jersey Commission, and in 1914 
the legislature authorized the Commis- 
sion to proceed with a classification, in 
the light of the knowledge then devel- 
oped, in this Jurisdiction. The Com- 
mission began the work with its own 
staff, which was limited at the time, 
but it was easily recognized that the 
only practical way in which the pro- 
posed classification could be carried to 
a successful issue was to employ expert 
service. The work was delayed 
through lack of funds until 1917, when 
the mcoming Governor demanded that 
the classification work be completed, as 
a necessary part cf a business adminis- 
tration to which he was obligated. 
Funds were provided and the classifica- 
tion survey of the state service was 
begun in April of that year. As the 
work progressed, the Commission 
recognized that the outside organi- 
gation would be able to do the prelim- 
inary work only, and however success- 
ful the working out of the classification 
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and compensation plan was, there 
could be no lasting results produced 
unless the Commission’s own staff was 
able to handle the plan after adoption. 
From the very beginning, therefore, the 
Commission kept in intimate touch 
with the work and its technical staff 
became, to all intents and purposes, a 
part of the organization making the 
survey and developing the classification 
and compensation plan. 

Mr. Telford, in his article! on the 
classification and salary standardiza- 
tion movement, has well said that the 
essential principles that the Chicago 
Commission laid down in 1909 have 
been found adequate for any classifica- 
tion survey made to date. The New 
Jersey Commission followed in their 
order the nine essential principles which 
he has listed, although, so far as I know, 
they had not been clearly and defi- 
nitely formulated at the time the New 
Jersey survey was made. Jt would 
seem unnecessary to discuss in detail 
the several steps involved in the devel- 
opment of the classification and com- 
pensation plan since this ground has 
been covered elsewhere. The signifi- 
cant thing, however, about the classifi- 
cation here was the studied effort on 
the part of the Civil Service Commis- 
sion to acquaint department heads with 
the main purposes involved, and to 
give not only the department heads but 
representatives of employes every op- 
portunity to follow the progress of 
the movement. Every individual em- 
ploye was required to fill out his own 
questionnaire and was encouraged to 
give all of the essential facts respecting 
the duties of his position. This ques- 
tionnaire in turn came to the bureau or 
division chief, who was at liberty to 
amend it in accordance with his own 
best judgment; in addition, the bureau 
or division head was required to indi- 
cate the qualifications needed for the 

1 See p. 207.—Enprtor. 
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individual position. The question- 
naire was then delivered to the depart- 
ment head who further amended or 
modified it as to him seemed advisable. 
The questionnaires were then collected 
and the work of classifying actually 
began. The staff members and inves- 
tigators visited department heads, 
division and bureau chiefs, checking 
up the statements made in the ques- 
tionnaire with conditions as they actu- 
ally existed and obtained much addi- 
tional information and data. 


OPPOSITION AND PREJUDICES 


Employes, since the service at that 
time was fot numerous, involving 
about three thousand positions, were 
given an opportunity to confer individ- 
ually or by groups with the director 
of the survey, the Civil Service Com- 
mission or members of the staff. As is 
always the case in every work of this 
kind, there were numerous prejudices 
to overcome and much explanation 
required. The employe who had been 
known as a cashier, for instance, for 
twenty years past, but whose duties 
were those of an ordinary clerk, was 
seriously concerned about the change 
in his title. The second assistant chief 
engineer felt keenly the loss of his pres- 
tige when it was proposed to title his 
position as  transitman or assistant 
engineer. The bureau or division 
chief or even the department head was 
either opposed or at best but half won 
over to the idea of any change in his 
existing organization. He was, of 
course, ready and sometimes anxious 
to agree that some other department 
needed a radical overhauling. As a 
rule, he would, with equal readiness, 
agree that no good thing could be ac- 
complished by undertaking such a 
procedure in his own department. 
Those who have had experience in work 
of this kind know that the problems in- 
volved are legion; these are but typical. 
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DEVELOPMENT OF COMPENSATION 
PLAN AND SALARY ADJUSTMENTS 


The most difficult thing connected 
with the classification work was the 
development of a compensation plan, 
and this development was concurrent 
with the classification itself, which 
would be adequate, fair and reasonably 
acceptable. Prevailing rates of pay, 
both in the public service and in in- 
dustry, as well as living costs, had to be 
considered. ‘The standards of pay, not 
only in the state government, but also 
in the various counties and municipali- 
_ ties, were readily available. This was 
supplemented by diligent inquiry by 
means of questionnaires to numerous 
and typical organizations within the 
state and in adjacent municipalities. 
The question of reasonable living 
standards, together with the salary and 
wage data collected, entered into the 
determination of final wage schedules. 

New Jersey is partly metropclitan, 
partly rural and partly between these 
two extremes. The wage data col- 
lected showed a striking difference 
between the rates of pay in the north, 
in the central and in the southern part 
of the state. Living costs indicated 
the same differences. It was proposed 
that there be established a metropolitan 
district in which compensation sched- 
ules should rate ten to twenty per cent 
higher than in the other areas of the 
state. This plan was seriously con- 
sidered, but finally rejected since the 
great proportion of the state’s employes 
were located or at least worked out of 
the central offices in Trenton, and 
since it was further concluded that such 
a distinction in compensation schedules 
would be a continual source of contro- 
versy and complaint. 

When the services and classes had 
been set up, salary schedules estab- 
lished and tentative allocations made, 
final conferences with department 
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heads and division and bureau chiefs, 


as well as with the representatives of 


various groups of employes, were held. 
When every reasonable objection and 
protest had been made, the final ad- 
justments in accordance with the de- 
cisions of the technical staff were made 
up and the whole plan presented to the 
Commission for adoption. 

The original statute of 1914 carried 
no provisions for the adoption and 
enforcement of a classification plan. 
Indeed, it is unlikely that the framers 
of that statute had very clearly in mind 
just what was involved. On the as- 
sembling of the legislature in January, 
1918, and with the active support of 
the Governor, the necessary legislation 
requiring the Civil Service Commission 
to maintain a modern classification and 
extending to it complete control of 
salary and wage schedules throughout 
the state service, was enacted. With 
this enabling legislation accomplished, 
the Civil Service Commission officially 
adopted the classification and compen- 
sation plan as presented, on March 12, 
1918. 

It will be noted that the official adop- 
tion of the plan came almost a year 
after the survey began. It should not 
be inferred from this fact that an ade- 
quate survey cannot be made in a much 
shorter period or that the whole pro- 
cedure cannot be satisfactorily carried 
through in a much shorter time. The 
Commission chose, however, to proceed 
slowly, considering that it was better 
to meet objections as they developed 
and to carry along, so far as it was pos- 
sible, the interest and sympathy of all 
parties in interest in this new depar- 
ture of public personnel administration. 
Subsequent history indicates the wis- 
dom of such procedure as far as this 
project was concerned. 

It will be remembered that the year 
of 1918 was filled with feverish indus- 
trial activity and wages had broken 
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away from every known standard. 
It would have been impossible to have 
selected a more difficult time to initiate 
this work. In announcing the adop- 
tion of the plan, the Commission made 
clear that the classification as it stood 
would require amendment and adjust- 
ment to meet the changing conditions 
and organization in state departments 
and that every request that possessed 
merit would be carefully considered 
and disposed of as promptly as possible. 
The question of immediate interest, 
however, was the adjustment of sala- 
ries. It was provided generally that 
employes receiving less than the mini- 
mum of their schedule should be im- 
mediately advanced to this rate, and 
that employes receiving compensation 
between the rates established in the 
schedules should be immediately ad- 
vanced to the next higher rate, and that 
employes receiving above the maximum 
rate of the schedules established be 
neither reduced nor advanced. The 
carrying out of this preliminary ad- 
justment of salaries was contingent 
upon the individual departments find- 
ing the necessary funds within their 
appropriation. Further salary ad- 
justments, where merited, were ap- 
proved during the remainder of the 
calendar year and many inequalities 
in compensation rates were corrected 
during this adjustment period. The 
question of obtaining necessary funds 
to make the adjustments provided in 
the compensation schedules was fur- 
ther simplified because of a change in 
the fiscal year period. ‘The preceding 
fiscal year ended November 1, 1917, 
but under new legislation the beginning 
of the fiscal year was changed from 
November Ist to July Ist. Depart- 
mental appropriations became avail- 
able, therefore, on November 1, 1917, 
for the ensuing twelve months, and 
while the new legislation proposed to 
lapse one third of such appropriations, 
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the adjustment to the new salary 
schedule was much more easily accom- 
plished then rt would have been under 
other circumstances. 

The classification act referred to 
above provided that the Civil Service 
Commissicn should have the power to 
establish personnel committees from 
among the officials and employes in the 
state serv.ce. It was intended that 
these perscnnel committees would meet 
with, advise and suggest to the Civil 
Service Ccmmission such changes and 
amendmerts to the existing classifica- 
tion including schedules of compensa- 
tion and retes of wages as were consid- 
ered advisable and necessary. The 
Commissicn selected, with considerable 
care, committees for a number of the 
more num=rous and important groups 
or services. such as the Clerical Service, 
the Enginzering Service, the Nursing 
and Attending Service, etc., and effort 
was made by the Commission’s staff to 
interest them in the problems involved 
in the adrinistration of the classifica- 
tion plan. These efforts were not 
successful and the idea was abandoned. 

The adcption of a classification and 
compensation plan in the state service, 
while it brought numerous and difficult 
problems cf adjustment, greatly simpli- 
fied the work of the Civil Service Com- 
mission. For the first time the state 
service was arranged in an orderly 
grouping, based upon the duties of the 
position, tre responsibilities carried and 
the qualifications required in the in- 
dividual er group positions. In an- 
nouncing, planning and conducting 
tests there was a homogeneous group 
of positions with a descriptive title to 
deal with there was definite informa- 
tion with regard to the duties performed 
by the emplcyes holding such positions 
included in the class; and there was, 
in a general way at least, a standard of 
qualifications which ought to be re- 
quired of persons seeking appointment 
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to position in the class. Such matters 
as getting out information sheets, 
giving information to prospective ap- 
plicants as to the duties performed, the 
qualifications required, the rates of pay, 
and the like, became almost routine 
in their operation. ‘The examiners, in 
preparing the questions or other mate- 
rial, knew the duties and the required 
qualifications and could shape their 
work accordingly. There was avail- 
able in the dealings between the Com- 
mission and departments a common 
language with titles and terms which 
meant the same thing throughout the 
service. The adoption of the classifi- 
cation plan made it possible to sharpen 
up the whole examining and adminis- 
trative procedure and to secure results 
which previously had not been possible. 

Following the adoption of the com- 
pensation plan it soon developed that 
the Civil Service Commission must 
take an important part in the prepara- 
tion of the annual budget for personal 
services, especially in determining 
which employes were entitled to receive 
increases in pay according to the com- 
pensation schedule in force. New 
Jersey has an Executive Budget, and 
all departments, boards, commissions 
and agencies are required to present 
their budget estimates to the execu- 
tive who must present to the incoming 
legislature in January of each year 
his budget recommendations. Almost 
immediately after the classification 
plan was put into operation, the Civil 
Service Commission became an ad- 
visor as to the making up of the annual 
budget for personal services, and for 
the past several years it has been rec- 
ognized as a part of the Commission’s 
duties to pass upon the salary and wage 
requests of all state agencies, and to 
make definite recommendations and 
present estimates for departmental and 
state totals for salary purposes. These 
recommendations and estimates have 
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been accepted practically as presented, 
not only by the executive, but by 
the Joint Appropriations Committee. 
This work has become one of the most 
important and responsible obligations 
of the Commission. 


WIDE Jurispicrion of New JERSEY 
CoMMISSION 


At the same session in which the 
classification law applying to the state 
service was adopted, a modification of 
this law was passed applying to coun- 
ties and municipalities. This statute 
required the Commission to establish 
and maintain a classification plan for 
each county and municipal service 
under its jurisdiction, without, how- 
ever, extending to it complete control 
over salary and wage schedules. 
Under this law, and at the request of 
local jurisdictions, the Commission has, 
with its own staff, classified to date the 
public employes in all but three of the 
local jurisdictions under its control. 
The compensation plan worked out in 
conjunction with the classification in 
each case has been voluntarily accepted 
by nine of these counties and munici- 
palities, involving approximately two 
thirds of the county and municipal 
employes under. civil service control. 
In the jurisdictions where classification 
and compensation plans have been pre- 
pared, but not formally adopted, such 
plans are in use for all administrative 
purposes except the actual regulation 
and control of salary increases and ad- 
justments. The same advantageous 
results as to the simplification and 
improvement of examination procedure 
have been brought about by this or- 
derly arrangement of the service. 

The last jurisdiction to adopt the 
merit system, and for which a classifica- 
tion and compensation plan has been 
prepared, is the city of Camden, with 
a, population of approximately 125,000. 
In response to a movement which de- 
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veloped within the city itself, and 
which was not forced or encouraged by 
any outside influences, the question of 
the adoption of the merit system was 
placed upon the ballot by petition of 
public-spirited citizens at the last gen- 
eral election and adopted by a decided 
majority. During the past three 
months, the Commission, following its 
established procedure, has made a sur- 
vey of the Camden service, set up a 
classification and compensation plan 
for the one thousand municipal em- 
ployes, and has apparently been able to 
present a plan that is sound in principle 
and satisfactory to the city authorities. 
Its formal adoption, according to our 
present information, is now merely a 
matter of routine. 

The New Jersey Civil Service Com- 
mission, it will be noted, has developed 
and administered classification and 
compensation plans in a highly diversi- 
fied jurisdiction, including metropoli- 
tan, suburban and rural districts, in- 
dustrial and agricultural communities, 
and state, city, county and other serv- 
ices. It has, with the exception of the 
original survey of the state service, 
and in that it had a large part, devel- 
oped these plans with its own staff and 
at a minimum cost. It would probably 
be unwise for every commission to fol- 
low a similar course, but conditions so 
shaped themselves that the Commis- 
sion was obliged to either undertake 
the work itself or have it delayed and 
possibly undone. 


In CONCLUSION 


It must be remembered that the de- 
velopment of an adequate classification 
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and compensation plan will not, in 
itself, insure successful and economical 
administration of public personnel. 
All experienze tends to prove, however, 
that successful personnel administra- 
tion cannot be had until the responsible 
administrat-ve authorities know inti- 
mately the character and make-up of 
the personnel subject to their control. 
It is not possible to have this knowl- 
edge unless the service is classified and 
arranged in orderly fashion. A classi- 
fication anc compensation plan in any 
jurisdiction is a powerful instrument in 
tae hands of the personnel agency as 
well as a valuable aid to administrative 
authorities. It simplifies procedure, 
makes possible better methods of se- 
lection, which in turn tends to produce 
better qualified employes. It is a 
guide to the employing agency, a chart 
for salary adjustments and promotions 
in the service, a plan by which uni- 
formity in compensation can be had, 
and a basis for intelligent budget mak- 
ing for personal service. 

The burdens of taxation and the 
growing costs of public administration 
will compel, in the near future, economy 
in employment, which thus far has been 
talked about only. Such economy in 
employmert, when brought about, 
will be effected largely by better de- 
partmental organization. The classi- 
fication of the public service on the 
basis of duties performed, qualifications 
required «end responsibilities carried 
will be fownd to be, it is believed, a 
prerequisite to any intelligent and 
effective reorganization or realignment 
of public personnel. 
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Methods of Developing and Administering Classification 
and Compensation Plans in the Public Service 


By Frep TELFORD 
Bureau of Public Personnel Administration 


O many classification and compen- 
sation plans have been worked out, 
adopted, and successfully administered 
in the public service of the United 
States and Canada that a fairly definite 
technique has been developed. In 
different jurisdictions many different 
methods have been followed. There- 
fore the forms of procedtire which are 
best or which, at any rate, may be 
relied upon to give satisfactory results 
have been discovered. For this reason 
it is possible in describing the technique 
of developing and maintaining classifi- 
cation and compensation plans to make 
rather positive statements, even though 
certain parts of the work cannot yet 
be done with scientific accuracy. 

In connection with the classification 
of positions in the public service on a 
duties basis, the following are the major 
points to be considered: 


1. The selection, authority, and 
technical staff of the classifying 
agency. 

2. The collection of facts and opin- 
ions. 

3. The determination of the classes 
to be recognized. 

4. The development of class specifi- 
cations. 


5. The tentative allocation of posi- 
tions to classes. 
6. The submission of the tentative 


classification plan and the ten- 


tative allocations. 

7. Criticisms and hearings on the 
tentative classification plan and 
the tentative allocations. 

8. The formal adoption of the classi- 
fication plan and allocations. 


ł 
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9. The administration of the classi- 

fication. 

Detailed matters of procedure like 
these are likely to make dull reading 
for those not actively engaged in work- 
ing out or administering a duties clas- 
sification plan. It may be, however, 
that a very brief statement of the best 
procedure that has been developed will 
prove interesting to those interested 
in the subject in a general way. 

In another article in this issue of The 
Annals it is pointed out that in prac- 
tice the central employment agency has 
proved to be the most suitable classify- 
ing agency. For a piece of work of this 
kind, however, it is highly desirable 
that the Civil Service Commission have 
a specific mandate from the legislative 
body, giving it a special piece of work 
to perform, setting forth the principles 
to govern the work, and granting it the 
proper authority; without such legisla- 
tive sanction both administrative off- 
cers and employes are prone to regard 
the work with indifference or hostility 
rather than to co-operate, while the 
finished product usually receives scant 
consideration—and that unfriendly— 
from the chief executive, from adminis- 
trative officers, from employes, and 
from the legislative body. The work- 
ing out of a classification plan is such, 
moreover, that reasonable time must 
be allowed; even in a small service with, 
say, 1,000 positions there is a certain 
sequence of steps which makes it diff- 
cult to do a good job in less than three 
to six months, while in a large service, 
where a sufficiently large technical 
staff cannot be quickly assembled and 
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where the geographical factor is impor- 
tant, as much as a year is highly de- 
sirable. A small directing staff experi- 
enced in classification work is essential 
to assure that the general plan and the 
detailed procedure conform to the prac- 
tice that has been found successful 
through irial elsewhere. It is desirable, 
in fact, that the classifying agency be 
provided with a well-chosen staff of 
specialists large enough to handle 
practically all the work, though if it 
has a small directing staff of specialists, 
the commission’s own staff and em- 
ployes assigned from departments can 
handle certain phases of the work with 
reasonable satisfaction. 


METHODS or ACQUIRING NECESSARY 
INFORMATION 


Before positions can be classified, 
accurate and fairly complete informa- 
tion with regard to the duties attached 
to each position to be classified must be 
secured in some manner—by question- 
naire, by observation, by conference 
with employes and administrative offi- 
cers, or by some combination of these. 
In practice the main reliance must 
usually be placed upon a questionnaire 
owing to the prohibitive expense of 
time and money involved in any other 
procedure. Fortunately, however, ex- 
perience shows that this method is 
not only satisfactory but is also more 
reliable than any other for the bulk of 
the detailed data; if a well-designed 
questionnaire is distributed in such a 
manner as to command the confidence 
and secure the co-operation of adminis- 
trative officers and employes, if the 
directions for filling it out are suff- 
ciently explicit, and if certain other 
supplemental information easily gath- 
ered is secured, the classifiers have reli- 
able information upon which to base 
_ their action. 
~ In several jurisdictions the plan has 
been tried of having the administrative 
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officers fill out the individual question- 
naire for each position. Experience 
shows that this method seldom works 
well. The administrative officers labor 
under three serious handicaps: They 
do not have as detailed information 
with regard to the positions in their 
arganization units as the employes 
actually filling those positions; they 
think they know the work actually 
done by certain employes when as a 
matter of fact they do not; and they 
do not have the time or will not use 
care to record the information they 
actually possess. A priori reasoning 
would lead to the conclusion that the 
employe, if dllowed to tell about his 
duties, will lack the vision to see the 
relative importance and the relation of 
different paris of his work and will be 
inclined to exaggerate his duties. Once 
more, however, experience shows that 
most employes have thought more 
clearly about their positions than any 
other person; and, strangely enough, a 
large number are inclined, either | 
through indifference or failure to under- 
stand what the work is about, to under- 
estimate rather than overestimate the 
importance of their work. Most em- 
ployes—considerably more than three 
fourths as far as my experience goes—— 
give a better picture of the work they 
do if allowed to tell the story in their 
own words than can be given by any 
other person, particularly if they know 
that their statements are to be reviewed 
and supplemented (though not altered) 
by the supervising officers; this is true 
even of those holding low-grade posi- 
tions. Undoubtedly the best as well 
as the cheapest results have been se- 
cured so far in classification work in- 
volving more than 2,000 or 3,000 posi- 
tions by allowing the employe to fill 
out the questionnaire in the first in- 
stance; by having the immediate supe- 
rior and some person representing the 
department or institution head review 
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the employe’s statement and to supple- 
ment it as far as they think necessary; 
and by securing from the immediate 
superior and the representative of the 
department or institution head certain 
information with regard to such mat- 
ters aS supervision and desirable 
qualifications. 

Information with regard to the pur- 
pose, organization, and procedure of the 
administrative unit in which any posi- 
tion 1s located as well as with regard to 
conditions of work and related matters, 
is essential in working out the classifi- 
cation plan. This can of course best 
be secured from the administrative 
head of the unit rather than from indi- 
vidual employes. Organization charts, 
annual and special reports, forms, 
manuals of procedure, and other printed 
or typewritten literature are desirable 
or, indeed, essential, as are personal 
conferences between the classifiers and 
the heads of units to talk over the 
whole situation and to clear up vague 
_ or puzzling points. 


TENTATIVE CLASSIFYING OF WORK 


When all available information has 
been gathered from various sources, the 
classifiers are confronted with the task 
of analyzing it and arriving at a deci- 
sion as to the classes to be recognized. 
The “inductive” plan has usually been 
followed, especially in the larger juris- 
dictions. This means that the ques- 
tionnaires are first hastily read by the 
classifiers and then thrown into the 
larger occupational groups called serv- 
ices (clerical, engineering, medical, 
nursing, and the like). Following this 
the questionnaires falling into each 
service are turned over to some special- 
ist qualified in that particular occupa- 
tion, in order that he may arrive at a 
decision as to the classes needed in the 
service. The other method, less com- 
monly used, presupposes a classifier 
with wide knowledge of classification 


Tae ANNALS OF THE ÅMERICAN ACADEMY 


procedure, with more than the average 
freedom from prepossessions and preju- 
dices, and with a pretty intimate knowl- 
edge of the service to be classified; 
according to this procedure the classi- 
fier tentatively lists—or even defines— 
in advance a considerable number of 
the classes fairly sure to be needed (such 
as patrolman, junior clerk, and food 
inspector), adds new classes found de- 
sirable as he goes along, and modifies 
the plan according to the detailed in- 
formation he gets from handling the 
questionnaires. This plan, as a matter 
of fact, is feasible only in the smaller 
jurisdictions and even then is suitable 
only for an experienced classifier of 
unusual ability. In the end, however, 
whichever method is used, the individ- 
ual questionnaires will be sorted into 
bunches, each of which represents a 
tentative class of positions and each 
of which is subject to change in view 
of criticisms and additional information 
collected as the work progresses. The 
worth of the classification plan is deter- 
mined more by the skill shown in 
recognizing classes than by any other 
single feature of the work. 

In the course of the work of deciding 
upon or following the determination of 
the tentative classes to be recognized, 
the classifiers must prepare the “class 
specifications” giving the definition of 
positions to be included in the class and 
examples of typical tasks needed to 
give a clear picture of the kinds of 
work which employes holding positions 
allocated to the class perform. As a 
matter of practice, the classifier who 
prepares the definition and the state- 
ment of typical examples at the same 
time generally suggests a class title and 
prepares a tentative statement of mini- 
mum qualifications to be required; he 
may also indicate as fully as possible 
at the time the lmes of promotion and 
even the suggested compensation sched- 
ule. The tentative class specifications 


CLASSIFICATION AND COMPENSATION PLANS IN PUBLIC SERVICE ` 


as thus developed by the specialists in 
the various services are usually re- 
viewed by other classifiers who have 
kept in touch with the work as a whole 
and who have the task of securing a 
final tentative product fairly uniform 
as to form, style, accuracy, and com- 
pleteness. 

As is pointed out above, in the course 
of the work involved in determining 
the classes to be recognized and in 
developing class specifications, the 
positions to be classified will be tenta- 
tively allocated to the appropriate 
classes. Perhaps three fourths of the 
positions “allocate themselves,” so to 
speak, but there are many borderline 
cases where fine discrimination is 
needed to make equitable allocations 
which will stand the later criticisms of 
administrative officers, employes, and 
others interested. 


FINAL CLASSIFYING 


With the completion of the tentative 
class specifications and the tentative 
allocations, the technical classifying 
staff has completed the first stage of its 
work. Its product must be submitted 
to the classifying agency for considera- 
tion and modification. Normally the 
classifying agency is inclined to accept 
with only slight changes the work of its 
own technical staff. The classifying 
agency, working through the technical 
staff, will of course desire to inform 
administrative officers of what has 
been done and to secure their criticisms. 
The best plan yet developed is to sup- 
ply each administrative officer with a 
list of class titles (which may or may 
not be accompanied by class defini- 
tions) covering all positions included 
in his organization unit, accompanied 
by a list of the positions tentatively 
allocated to each class, showing the 
new classification title, the existing 
title, the name of the employe holding 
the position, and the existing rate of 
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pay. Administrative officers usually 
want explanations as to the meaning 
of the whole thing and before making 
criticisms want time to consider the 
effect of the proposed classification and 
allocations. Employes are primarily 
interested in the classification of the 
positions they hold; usually they se- 
cure this information through depart- 
mental channels. The chief executive, 
legislative officers, civic organizations, 
and the general public, on the other 
hand, desire to know the salient facts 
of the plan as a whole rather than the 
details with regard to individual posi- 
tions; for this reason it is usually de- 
sirable to print for general distribution 
the classification plan as modified in 
view of the criticism of administrative 
cfiicers and organizations of employes 
and citizens. 

Valuable criticisms of the printed 
plan may naturally be expected from 
many quarters. The classifying agency 
will in most cases desire to hold public 
hearings where administrative officers, 
organizations of employes, civic or- 
ganizations, individual citizens and 
taxpayers, and others can express their 
views and urge the changes that they 
would like to have made either in the 
plan as a whole or in the allocations of 
positions to classes. In the end, how- 
ever, the classifying agency, the chief 
executive, the legislative body, or some 
combination of these must take the 
bull by the horns and make decisions 
which are bound to be displeasing to 
some of the parties affected. The best 
procedure, perhaps, is to have the 
classifying agency make these deci- 
sions, though it may be advisable to 
secure also the approval of the chief 
executive or the legislative body or 
both. 

Most administrative agencies are 
living, growing bodies; from time to 
time new positions are created, old 
positions are abolished, duties are 
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changed, the form of organization is 
varied, and the like. Such changes re- 
quire corresponding changes in the 
classification plan and in the allocation 
of positions to classes. New classes 
must be established, existing classes 
abolished or amended, and positions 
reallocated. Practically always, too, 
actual trial of the classification plan 
shows how it can be bettered. In a 
growing, changing service of 6,000 
positions, several hundred amendments 
a year are normally necessary and the 
classification plan soon loses much of 
its value for everyday working pur- 
poses unless it is so amended. 


COMPENSATION PLAN AND ATTENDANT 
PROBLEMS , 


The development of a compensation 
plan can be carried on concurrently 
with the later stages of the classifica- 
tion work or can follow its completion; 
obviously the working out of a com- 
pensation plan must be delayed in any 
case until classes of positions have been 
tentatively established. Any equita- 
ble compensation plan, it need hardly 
be pointed out, establishes rates of pay 
properly related to the worth of the 
work performed by the employes filling 
the various classes of positions. The 
commonest practice is to provide for 
most classes of positions a graduated 
scale, with a minimum rate below 
which no employe holding a position in 
the class is paid and at which employes 
normally (not necessarily always) enter; 
a maximum rate above which no em- 
ploye holding a position in the class is 
paid; and intermediate rates between 
the minimum and maximum rates to 
which employes performing satisfac- 
tory service are advanced from time to 
time on the basis of increased useful- 
ness due to experience gained on the 
job and on the basis of length of service. 
The compensation plan, however, may 
provide a flat rate for any class; it may 
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be uniform or varied for the same class 
of positions over a considerable territory 
where there are differences in the cost 
and standards of living; it may or may 
not take account of sex, marital condi- 
tion, age, and other similar factors; it 
may be based to a greater or lesser ex- 
tent upon changing living, employment 
and economic conditions; it may be 
flexible or rigid; and it may include or 
omit such matters as standard hours 
of work and payment for overtime, 
night, and holiday work. 

Some of the problems which arise in 
developing, using, and maintaining a 
compensation plan are: 


1. Collection and analysis of data. 
Those responsible for the working out 
of a compensation plan for a large 
service ought to have available in 
tabulated form as much as possible of 
the following data: 


(a) The facts with regard to existing 
rates of pay for the various 
kinds of work in the service, 
including for at least the im- 
portant classes of positions the 
lowest, highest, average, me- 
dian, and modal rates and av- 
erage rates for the whole. 
service, for organization units, 
and for various groups of em- 
ployes (such as clerical or 
engineering). — 

(b) The facts with regard to the 
cost of living in the territory 
involved. 

(c) The facts with regard to rates 
paid by commercial concerns 
and other government bodies 
for as large a number as pos- 
sible of similar or comparable 
kinds of work. 

(d) The facts with regard to union 
rates in the territory involved. 

(e) The facts with regard to the age, 
sex, marital condition, length 
of service, and possibly the 
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education and experience of 
all or of selected groups of 
employes. 

(f} The recent labor turnover in 
selected organization units or 
groups. 

2. Determination of compensation 
policies. Before much progress can be 
made certain compensation policies 
have to be determined, including: 

(a) The extent to which graduated 
scales and flat rates will be 
used. 

(b) Whether a minimum wage or 
salary will be paid, and, if so, 
what that rate shall be. 

(c) Whether sex is to be a factor in 
determining rates. 

(d) Whether the minimum (that is, 
the normal entering) rate for 
a class shall be so fixed as to 
attract good, medium, or poor 
employes and the maximum 
rate so as to retain in the serv- 
ice for a long period the more 
capable employes. 

(e) The weight to be given to exist- 
ing rates, the cost of living, 
rates paid elsewhere for simi- 
lar or comparable work, and 
other factors in determining 
rates to be paid. 

(£) The amount and frequency of 
salary increases (if a graduated 
scale is adopted). 

(g) The total amount of funds that 
will be available for compen- 
sating employes holding the 
positions to which the plan is 
to apply. 


3. Determination of rates. On the 
basis of the policies adopted and the 
fact data available, decisions can be 
made as to the compensation schedule 
for each class of positions. These deci- 
sions, as will readily be recognized, are 
among the most difficult involved in 
classification and compensation work. 


259 


Regardless of the accuracy and com- 
pleteness of the available data, no 
mathematical formula can be applied 
in arriving at rates; in the end any 
rates chosen must represent the arbi- 
trary judgment of some person or body 
or the compromise made by several 
persons or bodies whose views differ. 
In practice it is usually found conven- 
ient first to fix the rates for certain 
“key classes” in each service and then 
to fix rates for the other classes in the 
service on the basis of their relation- 
ship to these key classes; following this 
there must, of course, be careful check- 
ing of the rates for the various services 
to make sure that some occupational 
groups are not paid unduly high or low 
rates as compared with others. In 
practice, too, it is generally the case 
that there is an official or unofficial 
limitation upon the total amount of 
funds available for personal services; 
the compensation schedules must be so 
adjusted as not to exceed this limita- 
tion. Asa matter of fact, all the other 
rates can be determined without great 
difficulty when the decision is made as 
to the entering rate for any occupa- 
tional group or service, the maximum 
rate above which the rank and file in 
that service cannot advance because 
there are few higher positions, and the 
extent to which recognition in the 
form of compensation will be given for 
supervising and administrative respon- 
sibility. In the public service the tend- 
ency is to pay relatively high rates for 
routine work and relatively low rates 
for administrative work, as compared 
with industry. 


4. Adjustments on putting plan inio 
effect. When the new compensation 
plan is put into effect numerous adjust- 
ments in rates are normally necessary. 
The principal adjustments necessary 
arise when the existing rate is: 


(a) Below the minimum rate adopt- 
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ed for the class to which the po- 
sition is allocated. The almost 
invariable procedure isimmedi- 
ately to advance employes be- 
low the minimum for the class 
to which the position occupied 
is allocated to the minimum 
rate for that class. 


(b) Above the maximum rate adopt- 


ed for the class to which the po- 
sition is allocated. The com- 
mon, though not universal, 
practice is to allow employes 
who are above the maximum 
rate for the class to continue 
at the existing rate without 
reduction but td allow no fur- 
ther increase; when a vacancy 
occurs, however, the position 
is normally filled at the mini- 
mum rate for the class. In 
a very few jurisdictions the 
practice has been to reduce 
employes above the maximum 
rate to the maximum; in some 
cases the proposal to do this 
has resulted in the failure of 
the legislative body to adopt 
at all the plan proposed. 


(c) Between the minimum and the 


maximum rates adopted for 
the class to which the position 
is allocated but not at any in- 
termediate rate. ‘The two 
common practices are to ‘ad- 
vance the rate of pay to the 
next higher rate for the class 
or to make no immediate ad- 
justment whatsoever. ‘The 
latter course is not to ke highly 
recommended, as the whole 
purpose of adopting a com- 
pensation plan is to get the 
rates of pay on a rational 
basis, and this means that only 
the rates provided in the plan 
should be used. 


5. Basis and time of increases and 


decreases. If a graduated scale is 
adopted, new employes normally (not 
necessarily always) enter at the mini- 
mum for the class, and as they increase 
in usefulness due to experience gained 
on the job they are advanced from 
rate to rate until the maximum for the 
class is reached. The minimum and 
maximum are supposed to represent 
the extremes of worth of the work as 
performed by a qualified beginner and 
by a capable experienced employe who 
performs the work as well as can rea- 
sonably be expected; between these ex- 
tremes the rate should depend on the 
effectiveness with which the individual 
employe does his work. In making 
increases or decreases the principal 
problems are: 


(a) Basis. The efficiency of the in- 
dividual and his length of serv- 
ice at the existing rate are the 
common bases; the latter is 
easily determined, but the for- 
mer is one of the most per- 
plexing matters in personnel 
administration. 

(b) Frequency. Normally salary ad- 
justments are made once a 
year. 


6. Changes in compensation plan to 
accord with changing economic and em- 
ployment conditions. The compensa- 
tion plan, like the classification plan, 
must be adjusted from time to time if 
it is to be serviceable. Economic and 
employment conditions are constantly 
changing; such changes frequently 
make imperative upward or downward 
changes in the rates for individual 
classes, for occupational groups or 
services, or for practically all positions. 
In some jurisdictions data with regard 
to the cost of living, the rates paid in 
industry, and other pertinent matters 
are gathered annually or biennially and 
adjustments recommended to the ap- 
propriating body as seem desirable. 
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In CONCLUSION 


In conclusion, it may be pointed out 
that one of the puzzling problems usu- 
ally encountered in developing and ad- 
ministering compensation plans is the 
ignorance and indifference of the 
budget and other financial officers. In 
theory they should be intensely inter- 
ested in the whole subject and should 
have a prominent part in collecting the 
necessary data, in developing the com- 
pensation plan, in getting the recom- 
mended rates adopted by the legisla- 
tive body, and in getting estimates and 
appropriations that embody the classi- 
fication titles and adopted rates. In 
practice they have shown an indiffer- 
ence toward the development of ra- 
tional compensation plans, which is 
discouraging to those who perceive the 
necessity of some machinery for pro- 
tecting the interests of employes and 
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taxpayers. All too frequently, indeed, 
they have opposed the working out of 
any plan or, even worse, the adoption 
of & plan which has been recommended 
following careful investigations or the 
proper administration of a plan which 
has been developed and adopted. 

In view of the fact that normally 
abcut one half of all the money ex- 
perded in any jurisdiction, other than 
that set aside for payment of interest 
and principal on the public debt, goes 
for personal services, this attitude on 
the part of budget and other financial 
officers is hard to understand. In this, 
gs in a good many other matters con- 
cerning personnel, the central employ- 
ment agency has had to force upon 
unwilling legislative, executive, finan- 
cial, and administrative officers a ra- 
tional method of handling financial as 
well as strictly employment matters. 


Classification of Positions and Salaries in the Service 
of the State of Pennsylvania’ 


By Ricnarp H. Lanspures 
Professor of Industry, Wharton School of Finance and Commerce, University of Pennsylvania 


NDER authority granted by the 
Pennsylvania legislature in Gov- 

ernor Pinchot’s “Administrative Code,” 
passed in June, 1928, a classification of 
the employes of the state was under- 
taken, in order that salaries for similar 
services might be standard. Prior to 
this classification, there had been no 
concerted effort to study positions in 
the state service, or to pay equally for 
equal service, either as between the 
several departments, or within one de- 
partment. A large proportion of posi- 
tions, about twenty-five per cent, car- 
ried statutory salaries, which had been 
1 Mr. Lansburgh was in responsible charge of 


the work of classification done in Pennsylvania 
for the Executive Board. 


fixed or changed over a period of years 
with little regard for the work per- 
formed. The remainder of the posi- 
ticns carried salaries that had been 
fixed by department heads as occasion 
arose, and as the demands of the 
market or of the individual employe 
seemed to require. 

These methods of the past, combined 
with the authority vested in the Execu- 
tive Board of the state,? made a fertile 
field for a detailed study of the per- 
sonnel and positions in the state serv- 
ice. It was also possible, because of 
these conditions, to develop a classifi- 
cation of positions based on the best 


* The Governor and four cabinet members 
named by him. 
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technique of job-study, rather than on 
past traditions or restrictions. 


Jos STUDY or STATE EMPLOY 


The classification work which has 
been done, and the resultant standard- 
ization of salaries was predicated on the 
utilization of a technique which would 
insure relative justice in wages to all 
state employes. This implied salaries 
that would be based on the work which 
employes actually perform, and the 
service which they actually have given 
to the state. Past salaries were en- 
tirely disregarded as a basis for fixing 
present compensation. Inthe attempt 
to standardize or equalize, many salary 
rates would have to be increased and 
many others would have to be reduced. 
All attendant circumstances, including 
the complete co-operation of depart- 
` ment heads and major executives, made 
possible a real personnel study of the 
state service, and an adjustment of the 
compensation of the employes, as 
nearly to the line of absolute individual 
justice as could be achieved. 

Under the authority of the Ad- 
ministrative Code, past titles, fre- 
quently meaningless, could be disre- 
garded or changed, and a complete 
new structure of titles could be sub- 
stituted. These, under the designa- 
tion of “classes,” could be utilized to 
describe accurately the work actually 
carried on. These classes could then 
be granted salary ranges which would 
not only standardize salaries for similar 
work, but which would also make 
necessary allowance for personal effec- 
tiveness, length of service, or other 
similar factors relating to the individu- 
al employe rather than to the position 
which he held. l 

It was determined early in the classi- 
fication work that salary gradations 
within classes were necessary in order 
to give full play to the abilities of in- 
dividual workers, as well as to give 
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proper reward to those intangible 
abilities which an employe develops 
only through months or years of service 
in a given position. 

Despite the necessity for giving fair 
consideration to individual ability and 
service, it was decided that if true 
standardization of pay were to be 
achieved, the classification must be 
primarily of positions, rather than of 
persons. ‘That is, the duties of a posi- 
tion, a8 a position, must be analyzed, 
and the salary range for that position 
be based largely on the minimum edu- 
cation and experience necessary to 
satisfactorily perform the duties of the 
place. All salary paid above the 
minimum rate of the position could be 
based on individual qualifications. 
However, the maximum salary which 
might be paid could not represent more 
than a fair payment for necessary edu- 
cation and experience plus a differen- 
tial based on individual qualifications. 
In other words, promotion beyond a 
certain point must be achieved through 
change of duties rather than through 
increase of compensation for perform- 
ance of the same duties. To pursue 
any other policy would soon break 
down a salary structure based on 
standardization principles. 

A study of the classifications in use 
in other states, and the causes of the 
feilures of classifications to function 
in certain jurisdictions, brought out 
another cardinal principle, namely 
that the final classification must be 
simple and easily understood. This 
meant that as few classes as possible 
should be developed, and that these 
classes be so devised as to include, by 
definition, all work which required 
essentially the same qualifications for 
its performance. 

The thought of simplicity gave the 
groundwork for classifying similarly 
all work which involved equal responsi- 
bility and equal training, regardless of 
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the portion of the state service in 
which it might be located. To take 
a cross-sectional view of all state posi- 
tions when developing the qualifica- 
tions or definition of a particular class 
required a great mass of detailed in- 
formation concerning every corner of 
the service. Not only must there be 
available information which was abso- 
lutely correct concerning the work to 
be done and the training required in 
each position, but that information 
must be readily available at any time 
and at immediate notice. These de- 
mands resulted in the development of 
a substantially new and unusual meth- 
od of securing information about posi- 
tions, at least in so far as governmental 
service is concerned. 


METHOD OF JOB STUDY 


Instead of sending out questionnaires 
to be filled in with the duties of the 
position, and the qualifications req- 
uisite for its performance, personal 
visits were used to secure this informa- 
tion. Every department, bureau and 
section in the state service was visited, 
and every position was analyzed on the 
ground. ‘This provided an assured 
accuracy of judgment concerning the 
requirements of a particular position. 
It also provided a mass of detailed in- 
formation concerning the service as 
a whole, which was invaluable, not 
only in the development of the classi- 
fication structure itself, but in the 
proper classification of individual posi- 
tions after the classification structure 
had been developed. This informa- 
tion could not have been secured 
through the use of questionnaires. 
In order to take advantage of adminis- 
trative judgment, and secure an idea of 
proper relationships of various posi- 
tions within a department, the analysis 
of its work was begun with the chief 
operating executive. Each executive 
gave complete information concerning 
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all positions which were under his direct 
supervision, and whose incumbents 
reported to iim directly. 

Chief executives were asked to ana- 
lyze the ducies and necessary qualifi- 
cations of teir subexecutives, and the 
subexecutives were asked concerning 
their subordinates. The information 
which was secured in each case in- 
cluded the work involved in each posi- 
tion in deta l, and the minimum quali- 
fications necessary for an individual to 
properly carry on the work of the posi- 
tion, in terns of education and experi- 
ence. The adopted method of per- 
sonal interview made it possible to 
secure all imfermation necessary to an 
accurate study of the position and its 
later classification. Questioning of ex- 
ecutives often brought out many facts 
which were not immediately apparent 
to them, sirce they had frequently not 
thought of the positions of their sub- 
crdinates, 2ither in an abstract or a 
comparative manner. Much valuable 
information concerning the historical 
background of the creation of a posi- 
tion, and the reason for the extent of 
its duties, was secured. This could, 
under no crcumstances, have been ex- 
pected if written reports had been 
called for from the executives. The 
extent of -he background which this 
type of information formed in the 
final development of the classification 
cannot be >roperly estimated, but it is 
difficult to overestimate it. 

After the information concerning 
positions kad been secured, the duties 
of each individual position were typed 
on permanent card records and sent 
direct to the individual state employe 
for his signature as to correctness, or 
for correction and signature, as might 
be deemec proper by him. This was 
a certain zheck against error and in- 
Justice by the superior. Cases of dis- 
crepancies of importance between the 
informaticn given by the supervisor 
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and that given by the employe were 
carefully checked to insure finally cor- 
rect information. These signed cards 
then became a permanent record of all 
positions in the state service, which 
might be added to from time to time, 
as new positions were created, or as 
duties changed. 

The check by the employe was a 
vitally important cog in the machinery 
of classification, for it brought the facts 
on which classification of a particular 
position was developed to a basis of 
agreed understanding between the 
executive, the employe, and the classi- 
fying agency. From this standpoint 
it was invaluable, and yet in not ten of 
the approximately 5,000 positions clas- 
sified, was there any necessity of sub- 
stantial change in the facts of the posi- 
tion on the basis of employe’s correc- 
tions. In no case was there ultimate 
disagreement concerning the facts be- 
tween the supervisor and the employe. 


Tue STRUCTURE OF CLASSIFICATION 
The development of the structure 
of the classification was not begun until 


Group 
General Clerical (20 classes) 


Stenographic (9 classes) 
Accounting (9 classes) 
Supervisory (10 classes) 


Custodial (6 classes) 
Trades (8 classes) 


Vocational (6 classes) 
Technical (6 classes) 


For each class there is a definition 
of the duties which cause a position to 
fall within that class, and the qualifi- 
cations, without which no person may 
be classified within the class. Ex- 
amples of such definition of duties and 
qualifications are shown above. 
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all the positions in the service had been 
analyzed and could be used as a back- 
ground. The goal set, that the classi- 
fication should be simple, was reached, 
inasmuch as there are only seventy- 
four classes in the final classification. 
Wherever possible, class names were 
made descriptive, such as “Computing 
Clerk,” or “Watchman,” but fre- 
quently in order to formulate classes 
which would truly cover all similar 
work, class names were used which were 
partly made up of a letter, the meaning 
of which can only be understood if 
the detailed classification be consulted. 
Such classes are, “Stenographer, Class 
B,” and “Stenographer, Class A,” 
“Supervising Clerk, Class B,” and 
“Supervising Clerk, Class A.” 

While the creation of distinct serv- 
ices was avoided, as being unnecessary 
and provocative of jealousy, never- 
theless classes were arranged in groups, 
in which the classes tended to be pro- 
gressive in importance from bottom 
to top. These groups, and examples 
of the classes which fall within them 
are as follows: 


Examples of Classes 


Clerk, Class B; Code Clerk, Class B; 
Principal Clerk; Proof Reader 

Typist; Stenographer, Class A; 
Stenographer-Secretary; Correspondent 

Account Clerk; Cost Accountant; 
Accountant, Class C, B, and A 

Supervising Typist; Supervising Clerk, 
Class C, B, and A, Office Director 

Janitor; Watchman; Policeman (Capitol) 

General Helper; Skilled Worker; 
Journeyman; Foreman 

See explanation below 

See explanation below 


Principal Clerk 


Without supervision, or with only the 
most general supervision, performs import- 
ant clerical duties, not involving supervi- 
sion of more than one person, which require 
knowledge of the operations of a depart- 
ment, as gained by at least two years’ ex- 
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perience in its opcrations, plus independent 
judgment. Qualifications. High school 
graduation, plus four years’ general busi- 
ness experience, of which at least two years 
shall have been in the operations of the de- 
partment, bureau, or commission, plus 
ability to express and utilize independent 
judgment. 


Accountant, Class B 


In responsible charge of the collection 
and maintenance of account and budget 
records in a department in which account- 
ing work is involved and requires lechnical 
accounting education. Or, technical ac- 
counting work in a department maintaining 
accounts supervised by an Accountant, 
` Class A. Qualifications. High school 
graduation or its equivalent, and necessary 
theoretical accounting education, including 
training in double-entry bookkeeping, ac- 
counting statements, budget accounting, 
and cost keeping. 


In order to insure uniformity be- 


tween departments and positions in 
the various professions and vocations, 
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all such positions were classified in a 
professional group of six classes and a 
vocational group of six classes. Posi- 
tions fall within the professional group 
if they are technical or professional 
positions which ordinarily require col- 
lege graduation, or its equivalent, for 
proper performance of duties. Posi- 
tions fall within the vocational group 
if they involve duties within a true 
vocation, which does not ordinarily re- 
quire college graduation, or its equiva- 
lent, for proper performance. ‘Thus, 
engineers, foresters, and veterinarians 
are all classified in the professional 
group; and nurses, fish culturists, and 
non-technical’ inspectors in the voca- 
tional group. The particular class 
within a group into which a particular 
position falls is dependent upon the 
duties of the position, and the mini- 
mum education and experience which 
is necessary in order to satisfactorily 
perform these. 
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Charts numbered 1 and 2 form the 
basis of classification of individual 
positions in the professional and voca- 
tional groups, respectively. It will be 
noted that, given the basic qualifica- 
tions for any position, its proper classi- 
fication becomes exceedingly simple. 
In these groups, as well as in the others, 
salary within the range of a class is de- 
pendent upon factors peculiar to the 
individual, rather than to the position. 


SALARY RANGES AND GRADES 


After the classes had been developed, 
the next step was the establishment of 
a salary range and a series of salary 
grades for each class that had been 
developed. These salary ranges were 
developed by taking into account all 
factors which are normally considered 
in the fixing of salary rates, such as 
salaries paid outside of the state serv- 
ice, cost of living, relative importance 


of the position within the service, and 
advantages and disadvantages of em- 
ployment by the state on a particular 
type of work. In general, salary 
levels were fixed with the thought that 
good salaries make for low labor cost, 
and with the proper position of the 
state, as an employer, in mind. 

The groundwork having been com- 
pletely laid, each position in the serv- 
ice was tentatively placed in its proper 
class. This tentative classification was 
next presented to each department 
head for the positions within his de- 
partment, and to bureau heads, if de- 
sired by the department head. Proper 
adjustments were made at this point, 
and many discrepancies eliminated. 
Final salary rates within the class were 
suggested by the department heads, 
on the basis of the individual merits of 
the person holding the position. Lists 
of all changes in salaries resulting from 
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the classification were next prepared 
and given a final check by department 
heads, final adjustments being made 
where necessary at this time. 


PROMOTIONAL POLICY 


To develop methods of fixing indi- 
vidual salaries within a class formed 
the most difficult single feature of the 
classification work. Rules could not 
be devised which would hamper the 
exercises of that executive judgment 
which is so necessary if governmental 
service is to be vitalized. And yet if 
the salary ranges for a class were to be 
wide enough to allow promotion for 
merit within the class, some regula- 
tions had to be devised which would 
tend to maintain the standardization 
of salaries which had been achieved. 
The solution of this difficulty was 
found in the development of a promo- 
tional scheme that grouped all classes 
into four “kinds of work,” similar in 
nature, each of whick provided a dif- 
ferent series of regulations concerning 
salary promotions fer that kind of 
work. 

The most important feature of these 
regulations is that, in no case, may a 
salary promotion be automatic, but 
it may be made only on merit. Such 
merit is to be judged by the executive 
in charge of the work. All requests 
for salary increases under the rules, 
must be accompanied by a statement 
of the executive, which sets forth that 
the employe has, in fact, rendered 
superior service that merits increase of 
compensation. 

“Kind of work A.” comprises classes, 
the major elements of which include 
expert service or administrative work 
of high importance. In such classes, 
although the entrance salary is the 
lowest salary grade of the class, the 
regulations concerning increase of sal- 
ary to other salary grades are not so 
rigid as in other kinds of work. Ex- 
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amples of positions which fall into this 

up are: “Accountant, Class A,” 
$5,000 to $6,500, and “Senior Techni- 
cal or Professional Administrator or 
Expert,” $4,500 to $6,000. 

“Kind of work B” comprises classes 
in which the tenure of office is com- 
paratively long, and in which the 
highest effectiveness in the work is 
comparatively cifficult to reach. These 
conditions seemed to call for a wide 
range of salaries, and a nuraber of 
grades of pay. ‘Therefore, for all these 
classes, five or six grades of pay were 
established, wizh the entrance salary 
at the lowest rate; the second rate pay- 
able at the end of six months’ service; 
the third after a year; the fourth after 
a year and a half; the fifth after three 
vears; and the sixth at the end of five 
vears. Examples of classes in this 
group are: “Chief Accounting Clerk,” 
$2,100, $2,160, $2,220, 82,280, $2,340, 
$2,400; “Bureau Secretary,” $2,400, 
$2,520, $2,640, $2,760, $2,880, $3,000; 
and “Supervising Clerk, Class B,” 
31,800, $1,920, $2,040, $2,160, $2,280, 
$2,400. 

“Kind of work C” comprises classes 
in which the tenure of office is only 
moderately lorg, due to promotion out 
of the class, or in which a high degree 
of effectiveness is attained in a moder- 
ate length of service, and hence in 
which additional years of service yield 
only a small amount of increased 
proficiency. Such conditions seemed 
to call for a somewhat narrower range 
of salaries than in “Kind of work B,” 
and for more rapid possible advance 
to the top salary grade. Therefore, 
for all these causes, but four grades of 
pay were established, with the entrance 
salary at the lowest rate; the second 
rate payable at the end of six months’ 
service; the third after a year and a 
half; and the fourth after two years 
and a half. Examples of “classes in 
this group are: “Stenographer-Typist,”’ 
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$960, $1,020, $1,080, $1,140; ‘‘Tabu- 
lating Machine Operator,” $1,080, 
$1,140, $1,200, $1,260; “Elevator Op- 
erator,” $1,080, $1,140, $1,200, $1,260; 
and “Senior Vocational Assistant,” 
$1,200 to $1,260, $1,260 to $1,320, 
$1,820 to $1,380, $1,380 to $1,500. 
“Kind of work D” comprises classes 
which represent beginning positions 
in which the work is simple and easily 
learned, and in which the tenure of 
office, because of promotion out of the 
class, is likely to be short. Such con- 
ditions seemed to call for a narrow 
range of salaries. Therefore, for all 
these classes, but three rates of pay 
were established, with the entrance 
salary at the lowest rate; the second 
rate payable at the end of six months’ 
service; and the third after a year and 
a half. Examples of classes in this 
group are: “Key punch Operator,” 


THE ANNALS OF THE AMERICAN ACADEMY 


$900, $960, $1,020; “ General Helper,” 
$900, $960, $1,020; “Typist,” $900, 
$960, $1,020; and “Vocational As- 
sistant,” $900 to $1,020, $1,020 to 
$1,080, $1,080 to $1,200. 

This promotional scheme is expected 
to give the necessary play of judgment 
to the executives, and still be sufficient- 
ly rigid to allow the classification to 
maintain the original goal of standard 
salaries for similar service. It recog- 
nizes that service must be considered 
both with regard to the character of 
duties, and the manner in which these 
duties are performed. 

It has been the aim of this paper 
only to present the structure of the 
Pennsylvania State Classification, and 
the considerations which were in mind 
when this structure was developed, and 
which influenced its development along 
present lines. 


Results of Standardization of Supplies 


By P. G. AGNEw 
Secretary, American Engineering Standards Committee 


Y standardization is meant the 
concentration upon specific prod- 
ucts and materials, both in production 
and in use, to the end of bringing about 
the greatest possible industrial eff- 
ciency. In the standardization of sup- 
plies for purchase by governmental 
bodies this means primarily the selec- 
tion of the optimum number of types, 
sizes and grades required, and their 
definition by means of adequate speciti- 
cations upon the basis of which bids are 
requested. 


It must be said at the outset that, 
while standardization in public pur- 
chasing has shown extremely impor- 
tant results, these results can be stated 
only in general terms, since there is a 
striking dearth of authoritative nu- 
merical data on the amount of savings 
that have been brought about through 
such standardization work. As a mat- 
ter of fact, very few of the states or 
cities keep their accounts im sufficient 
detail to show even the total amounts 
spent for materials and supplies. In 
general this has been in the past also 
true of the Federal Government, al- 
though the Director of the Budget has 
stated that in 1922 the federal expendi- 
tures for supplies and equipment were 
approximately $258,000,000. 


Even in private business there is a 
great paucity of such numerical results. 
In fact, so far as I am aware, no publi- 
cations are available showing the re- 
sults of adequate studies of typical 
cases which would give accurately the 
relative costs, either to producer or to 
consumer, of standard and non-stand- 
ard products. 


CLARIFYING AND SIMPLIFYING 
PURCHASE ROUTINE 


There are, of course, well-known 
examples of the enormous benefits that 
have accrued through standardization 
of products. The automobile industry 
has officially estimated the annual 
savings through its general standardi- 
zation work at #750,000,000. How- 
ever, in this case, as in others such as 
the incandescent electric light, it is a 
real question as to whether the results 
can adequately be expressed as eco- 
nomic savings. Has not standardi- 
zetion made possible the actual ex- 
istence of the automobile industry on 
the scale in which it has now de- 
veloped? 

As another example, there may be 
mentioned the interesting experience of 
a manufacturer of office equipment. 
Some years ago the company had de- 
veloped a very considerable side lme 
of its business, in providing special 
features in its products to meet the 
tastes of the individual customers. 
This special manufacture became so 
important that a separate factory was 
built for it, to prevent its interfering 
with regular production. This led toa 
much more careful cost analysis than 
had previously been made, although 
the cost of production of the special 
material was much less in the separate 
factory than it had been in the general 
factory. Nevertheless, it was found 
that, m order to make the special ma- 
terial stand on its own legs, instead of 
being as it formerly had been, largely 
parasitic on the regular production, it 
was necessary to increase the prices on 
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it to such an extent that the sale of the 
special material was practically elimi- 
nated. Consequently the company 
gave up the special feature part of its 
business and concentrated upon its 
regular production. 

The first and most striking result of 
the standardization of supplies in pub- 
lic purchases is the clarification and 
simplification of the entire purchase, 
stock and distribution routine. The 
confusion of the many special require- 
ments for different departments and 
branches is eliminated. By concen- 
tration on the important items, pur- 
chases can be made in larger quantities, 
with better prices. @onsequently, 
they can be stocked in quantity and 
delivered as needed without handling a 
multitude of unnecessary requisitions, 
bids, bills and receipts. The entire 
situation is made clear to everyone 
concerned: the requisitioning office, the 
ordering, bookkeeping and stores de- 
partments can easily understand the 
whole routine. 

Bids are placed on an entirely com- 
parable basis, making for fairness in 
competition. This is particularly im- 
portant to governmental agencies, 
which cannot possibly have the free- 
dom and flexibility in placing contracts 
enjoyed by private concerns. In pub- 
lic business sound administration re- 
quires that the entire transactions 
connected with purchases shall be clear, 
open and above board. But it is not 
enough that the transactions shall be 
clear and straightforward. ‘They must 
be readily open to inspection, audit or 
investigation by any legal or public 
agency which is entitled to the infor- 
mation. 


GRAFT ELIMINATION 


By thus clarifying and simplifying 
the whole routine of purchase, making 
the facts easily accessible to everyone 
concerned, standardization has been a 
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powerful influence in the elimination of 
graft and favoritism in the awarding 
of contracts. This has proved true in 
private as well as in public business. 
One nowadays seldom hears whispers 
of such malign influences as the “10 
per cent rule,” which were formerly all 
too frequent in malodorous govern- 
mental administrations, and also to a 
deplorable extent in private business. 

In this regard standardization does 
much more than to eliminate the unfit. 
It is a positive constructive influence 
which engenders in the personnel of an 
administration the desire to bring 
about efficiency and effectiveness in 
public business. 

In enabling buyer and seller to speak 
the same language and in making it 
possible to compel competitive sellers 
to do likewise, standardization de- 
creases misunderstandings and disputes 
leading to litigation. It eliminates 
indecision, which is a prolific cause of 
inefficiency and waste. 


STANDARDIZATION APPLIED TO 
Pusric PURCHASES 


Much has recently been written on 
the rôle which governmental agencies 
should and can play in the elimination 
of the business cycle. Yet it has gen- 
erally been overlooked that standardi- 
zation is a powerful influence in 
stabilizing production and employ- 
ment. By broadening the possible 
market, it makes it safe for the manu- 
facturer to accumulate stock during the 
periods of slack orders to an extent 
which would not be safe with unstand- 
ardized products. For this reason, if 
for no other, it is highly important that 
federal, state and local governments 
standardize their supplies, and that 
they work m the closest possible co- 
operation with industrial and commer- 
cial bodies engaged in standardization 
work. The real influence and far- 
reaching importance of such work is 
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enormously greater than appears on the 
surface. 

There is one serious danger in the 
standardization of supplies, into which 
a governmental body especially is 
liable to fall. This is the danger of 
carrying on such standardization work 
independently of industry and ‘thus 
establishing its own special standards. 
While a governmental body may need 
higher grades of material more fre- 
quently than do commercial organiza- 
tions, there are actually very few cases 
in which a departure from regular 
commercial practice is justifiable. 
There are, of course, exceptions to this 
statement, such as the special military 
requirements of the Army and Navy, 
but a candid analysis of governmental 
requirements will reveal an extremely 
small percentage of cases in which de- 
partures from good commercial prac- 
tice are justifiable. Anyone who has 
had opportunity to observe at first 
hand the working of governmental 
purchasing will be able to confirm the 
statement that in many cases govern- 
mental agencies, by insisting upon 
their own special standards, secure 
actually inferior material at higher 
prices and with slower deliveries than 
is the case with commercial organiza- 
tions having essentially similar require- 
ments. 

The work now under way in the 
Department of Commerce, on the prep- 
aration of a “Dictionary of Specifica- 
tions,” should be exceedingly valuable 
to public purchasing agencies. It will 
consist of a classified list of all the 
published specifications for materials, 
whether issued by governmental, trade 
or technical bodies. The complete 
specifications may be consulted at the 
Bureau of Standards in Washington; 
likewise, all of the more important in- 
dustrial standards (excepting food 
products) published in this country and 
abroad, at the offices of the American 
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Engineering Standards Committee, 29 
West 39th Street, New York City. 


ADVANCES IN STANDARDIZATION 


During the last few years long steps 
have been taken in the extension of 
industrial standardization work to a 
national scale, notably through the 
work of the American Engineering 
Standards Committee. For reasons 
already set forth, it is particularly im- 
portant that public purchasing agencies 
specify their supplies in accordance 
with well-recognized industrial stand- 
ards, following the lead of national 
specifications wherever such are avail- 
able. By consistently following such a 
policy and by throwing their influence 
in the direction of the extension of 
standardization work along the line of 
nationally recognized specifications, 
they can do a great deal to further the 
standardization movement and in re- 
turn will be able to reap great benefits 
in the form of direct economies and in 
clarifying and simplifying their entire 
purchase routine. 

Within the last few years there have 
been important demonstrations of the 
possibilities of the standardization of 
supplies in public purchasing, for ex- 
ample, in the states of Pennsylvania 
and New York. The most notable of 
all is, however, the work of the General 
Supply Committee of the Federal 
Government, which is now being 
merged with the much broader work of 
the Federal Specifications Board, 
whose function is the unification of 
specifications of the whole Federal 
Government and their alignment, so 
far as practicable, with the best com- 
mercial practice. To this end the 
federal specifications, before final adop- 
tion, are being submitted for criticisms 
of the industrial organizations con- 
cerned through the machinery of the 
American Engineering Standards Com- 
mittee, 


Centralized Purchasing in Governments of 
United States and Canada 


By RussELL FORBES 
Research Secretary, National Association of Purchasing Agents, New York City 


GITATION for centralized pur- 

chasing of governmental supplies 

is by no means a recent development. 

On the contrary, centralized purchasing 

has þeen an issue in the United States 

practically ever since the birth of our 
republic. 

Alexander Hamilton, as Secretary of 
the Treasury, maintained.that the pur- 
chase of all military supplies should 
come under the jurisdiction of the 
Treasury Department. On May 8, 
1792, Congress enacted that: 


All purchases and contracts for supplying 
the Army with provisions, clothing, sup- 
plies in the quartermaster’s department, 
military stores, Indian goods, and all other 
supplies for the use of the Department of 
War, be made by and under the direction of 
the Treasury Department. 


On January 7, 1794, President Wash- 
ington recommended to Congress that 
a Purveyor of Public Supplies be ap- 
pointed to discharge such duties. This 
was authorized by an act approved on 
February 3, 1795. The Purveyor of 
Public Supplies was later directed to 
execute supply orders from the Secre- 
tary of War and Secretary of Navy. 
The office of Purveyor was abolished in 
1812. 

Subsequently, from time to time, 
cities and states considered the plan 
and several sporadic attempts were 
made to establish it. But the move- 
ment gained little impetus until almost 
the beginning of the present century. 

The present-day trend of progress in 
government is unmistakably toward 
greater centralization of responsibility. 
Twentieth-century “reform” programs 


in governments have almost invariably 
proposed centralization as the future 
“sailing-chart” to guide the ship of 
state into less troubled waters. One of 
the byproducts of this general trend in 
government is the centralized method 
of buying. 

The District of Columbia is usually 
credited with having established the 
first full-fledged municipal purchasing 
agency which survived the experimen- 
tal stage. The purchasing agency 
established for the city of Washington, 
D. C., in 1896 has operated continu- 
ously ever since. In 1897 the state of 
Iowa appointed a Board of Control and 
gave it authority to supervise all pur- 
chasing for the penal and charitable 
institutions of the state. Oklahoma 
was the first state to try centralized 
purchasing for the entire state organi- 
zation. In 1910 the Oklahoma State 
Board of Supplies was charged with 
purchasing all supplies for all state de- 
partments and institutions. 

From these beginnings, centralized 
purchasing has been extended to all 
branches of government in the United 
States and Canada. At the present 
time, the centralized method of buying 
is followed in 36 states, 3 provinces, 50 
counties in the United States, and 196 
cities in the United States and Canada. 
The Federal Government of the Do- 
minion has provided an organization 
for centralized buying and the United 
States Government practises central- 
ized contract-execution. 

The fact that, once tried, the cen- 
tralized method of buying has seldom 
been abolished is one of the strongest 
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arguments in its behalf. ‘The state of 
North Carolina adopted centralized 
purchasing for its state institutions in 
1917, but repealed it in 1921. The city 
of Brandon, Manitoba. reverted to de- 
centralized purchasing after trying 
centralization for a number of years, on 
the ground that the latter was “too 
expensive a luxury.” These are the 
only two examples, as far as is known, 
of reversion to decentralized purchasing 
after trial of the centralized method. 


Present Status OF MOVEMENT 


1. In National Governments 
A. Canada 


The Federal Government of the Do- 
minion of Canada since the outbreak of 
the World War has made marked prog- 
ress toward centralization of govern- 
ment purchases. In 1915 the War 
Purchasing Commission was estab- 
lished to purchase all war material. In 
1918 the scope of this agency was ex- 
tended to include other than military 
supplies, but it was still considered as a 
war-time or emergency arrangement. 
In 1920 the name of the Commission 
was changed to the Purchasing Com- 
mission of Canada. In 1923 the form 
of organization of the Commission was 
materially altered and its name was 
changed to Government Contracts 
Supervision Committee. 

The present Committee is composed 
of three cabinet officers who are jointly 
responsible for determining the policies 
of the Committee. Policy-execution is 
delegated to the Secretary of the Com- 
mittee, who is virtually the purchasing 
executive. On account of the highly 
complex nature of the task, the many 
obstacles encountered, and the exten- 
sive area involved, this agency was not 
able to assume control over all pur- 
chases at a single step. Under its 
present form of operation, however, 


the Committee is performing a worth- 
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while work and has already progressed 
far toward complete centralization of 
purchasing for the Federal Government. 

The Government Contracts Super- 
vision Committee purchases all orders 
over $500 in amount, and in some cases 
permits the using agencies to place 
their own orders for lesser amounts. 
Supervision is exercised over practi- 
cally all purchases at the present time. - 
Much has been accomplished also in 
simplifying existing methods of pur- 
chase and in codrdinating purchasing 
activities among the using agencies. 

As an illustration of the savings ef- 
tected by centralized purchasing in the 
Dominion of Canada, the results in the 
purchase of coal may be cited. Prior 
to the fiscal year 1922-23, coal had 
been purchased for the government- 
owned buildings by the various using 
agencies scattered from the Atlantic to 
the Pacific. The Purchasing Commis- 
sion bought all coal for the year 1922— 
28 on competitive bids in definite 
quantities for delivery at a definite date 
to the points of consumption. Labor 
costs were comparatively stable, but 
coal prices had shown a steady increase 
over the previous year. Yet in only 
one province—Manitoba—was the 
price paid by centralized buying an in- 
crease over the price paid the previous 
year. In all other provinces, prices 
paid were from 4 to 25 per cent less. 

Considerable time will elapse before 
the Government Contracts Supervision 
Committee will effect an orderly and 
well-regulated procedure. But the 
Dominion Government has already 
made considerable progress in the right 
direction. 

B. The United States 


The Navy Department, the Post 
Office Department, and the Marine 
Corps have for a number of years main- 
tained purchasing bureaus for procur- 
ing all supplies needed by their 
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respective services. In the Navy De- 
partment purchases are made by the 
Bureau of Supplies and Accounts, 
which likewise audits invoices. This 
plan secures very effectually the fiscal 
supervision essential to sound buying. 
The Treasury Department has within 
the past two years reduced its buying 
agencies from fifteen to five. The 
- Department of Agriculture in July, 
1923, appointed a Supervisor of Pur- 
chases and Sales, who will supervise the 
activities of the forty-eight separate 
buying agencies of the Department of 
Agriculture until legislative authority 
can be secured for further centraliza- 
tion. The Department of Commerce, 
too, has just taken steps to consolidate 
its various buying agencies into a cen- 
tral office. 

All coal used by the Federal Govern- 
ment in the District of Columbia has 
been purchased and distributed since 
1918 by the Government Fuel Yard, 
operated as a branch of the Bureau of 
Mines, in the Department of the In- 
terior. 

The experience gained by the Fed- 
eral Government in the World War 
pointed out the need for greater co- 
ordination in departmental activities, 
including supply procurement. Ac- 
cordingly, a Chief Coördinator of 
General Supply, who had filled a simi- 
lar rôle for the American Expeditionary 
Forces, was appointed by the Director 
of the Bureau of the Budget. Under 
the Chief Coördinator, eight cotrdinat- 
ing boards are now operating. One of 
these, the Federal Purchasing Board, 
composed of one representative of each 
of the executive departments and in- 
dependent establishments, has no 
authority whatever to purchase as a 
board. But it has already accomplished 
a great deal in bringing about a better 
understanding between departments of 
their mutual supply problems, and in 
simplifying their procurement methods. 
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Since 1910 all supplies used in the 
District of Columbia by all executive 
departments and independent estab- 
lishments of the Federal Government 
have been bought on contracts exe- 
cuted by the General Supply Commit- 
tee. The General Supply Committee 
operates as a branch of the Treasury 
Department, but its personnel consists 
of one representative of each of the ten 
executive departments. The Commit- 
tee issues annually a “General Sched- 
ule of Supplies,” in which are listed the 
source of supply and the price to be 
paid for each of the 20,000-odd supply 
items needed annually by the Federal 
Government in the District of Colum- 
bia. The Committee has no authority 
to buy a single item except the limited 
supplies needed in its own offices. 
Each department and independent 
establishment buys what and when it 
pleases, the only restriction being that 
all purchases must be made from the 
source of supply and at the prices fixed 
by the Committee’s annual contracts. 
This regulation applies only to supplies 
consumed in the District of Columbia; 
all field services of all departments buy 
without such restriction. 

This system is a decided improve- 
ment over the “make and break” 
method formerly followed whereby the 
various departments were competing 
against each other for the same supplies 
in the same market with funds kept in a 
common purse! But contract-execu- 
tion as carried out by the General Sup- 
ply Committee has several obvious 
shortcomings. The dealer does not 
know what total quantity of any com- 
modity will be purchased in the fiscal 
year, whether it will be purchased by 
the dozen or in carload lots, or at what 
season of the year the bulk of the orders 
will be placed. Consequently, to pro- 
tect himself he submits a bid sufi- 
ciently high to guard against all 
contingencies, such ag price fluctua- 


“ye 


CENTRALIZED PuRCHASING IN GOVERNMENTS 


tions, etc. The Government in many 
cases pays practically retail prices. 

These shortcomings of contract-exe- 
cution under the General Supply Com- 
mittee were pointed out by an object 
lesson in centralized purchasing just 
recently concluded, through the joint 
efforts of the Chief Coördinator, Fed- 
eral Purchasing Board and General 
Supply Committee. The tire and tube 
requirements of the government serv- 
ices in the District of Columbia and for 
two field services for a period of three 
months were consolidated and a bulk 
order placed for definite quantities de- 
livered at a definite shipping point at a 
definite time. By this method of real 
centralized purchasing, $30,000 was 
saved on one single order, or 27 per 
cent. The Government paid $89,000 
for tires and tubes which would have 
cost $109,000 for the same quantity 
and quality if purchased under the 
running contracts of the General Sup- 
ply Committee. Since that time sev- 
eral kinds of paper used by the 
domestic services have been similarly 
purchased at savings ranging from 15 
to 25 per cent under the prices for the 
same quality of papers fixed in the 
General Supply Committee’s annual 
contracts. 

Two bills are to be considered by the 
present session of Congress, which, if 
passed, would materially change the 
present procurement plan of the Fed- 
eral Government. One would create a 
Bureau of Supply, mdependent of all 
departments, to be responsible for pur- 
chasing all supply items used in the 
District of Columbia, exzept those 
which may be specifically exempted by 
order of the President. The other is 
just now being prepared for introduc- 
tion to Congress. Jt is expected to 
extend to the General Supply Com- 
mittee authority to purchase in addi- 
tion to its present function of 
contract-execution, and to create a 
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revolving fund, to be known as the 
“General Supply Fund,” which would 
provide the means for purchasing and 
paying for the supplies in advance of 
reimbursement from the accounts of 
the using agencies. It would also en- 
able the purchasing agency to take ad- 
vantage of favorable market conditions 
for buying. 

The supply requirements of the 
Federal Government, both domestic 
and field services, amounted to $250,- 
000 last year. 

The services of the Federal Govern- 
ment in the District of Columbia use 
annually supplies amounting to about 
ten million déllars, or 4 per cent of the 
total. The object lessons above de- 
scribed and the experiences of other 
governments would indicate that from 
one to two million dollars might be 
saved annually by centralized purchase 
of this proportion of the Government’s 
shopping list. ‘The standardization of 
specifications by the Federal Specifi- 
cations Board facilitates the stand- 
ardization of supply items. The 
proximity of the various using agencies 
and the comparative uniformity in 
supply requirements are added factors 
in favor of the plan. 


2. In States 
A. In Canada 


Centralized purchasing has already 
made progress in the provinces of the 
Dominion of Canada. 

British Columbia buys all supplies 
for all departments and institutions of 
the province through a central agency 
which is operated as a bureau of the 
Finance Department. Close fiscal su- 
pervision over award of orders is main- 
tained by the Comptroller-General and 
no order is issued unless funds are 
available to defray the cost. 

Manitoba and Nova Scotia have 
adopted identical laws to govern pro- 
vincial purchases. The purchasing 
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agency in each province is a bureau 
in the Department of Public Works. 
This central agency buys all supplies 
for all provincial departments and in- 
stitutions, except that in Manitoba 
stationery supplies are purchased by 
the King’s printer in the office of the 
Provincial Secretary, and supplies for 
government-owned public utilities are 
procured mdependently. 


The King’s printer of the province of ` 


Ontario buys supplies for all depart- 
ments except highway supplies and 
materials for construction projects. 
Institutional supplies are procured by 
each separate institution under super- 
vision of the Provincial Secretary. 

Saskatchewan, New Brunswick and 
Quebec have purchasing bureaus in the 
Department of Public Works which 
buy some supplies for other depart- 
ments. Purchasing has not been cen- 
tralized, however, to any considerable 
extent in these provinces. 


B. In the United States 
Centralized purchasing has made 


remarkable progress in state govern- 
ment in the United States. At the 
present time, 86 or three fourths of all 
the states maintain a central purchas- 
ing agency for all state departments, 
state institutions, or both. ‘The recent 
development and present trend are in- 
dicated by the fact that of the 36 states 
to adopt centralized purchasing, 28 
have done so in the past decade and 18 
in the past five years. 

A change in purchasing methods is 
today an issue in several additional 
states. Of the twelve state legislatures 
in session this year, three—Virginia, 
South Carolina and Louisiana—are 
considering legislation to establish cen- 
tralized purchasing or to strengthen the 
existing supply system. Movements 
are on foot im Connecticut, North 
Carolina and Nevada to introduce 
similar measures at the next legislative 
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session. The centralized method of 
buying is a “going” factor in state 
government today. 

Of the purchasing agencies operative 
in 86 states at this time, 6 buy only for 
state institutions, 6 for some state de- 
partments or institutions, and 24 for all 
branches of the state government. 

In addition, the states of Georgia, 
North Carolina, South Carolina and 
South Dakota buy all state printing 
supplies through a central office. For 
purposes of this classification, however, 
we have considered as “centralized” 
only those states which buy through a 
central agency all kinds of supplies 
either for state departments or state 
institutions, rather than one kind of 
supplies for the entire state govern- 
ment. 

Several states have exempted one or 
more using agencies from central pur- 
chasing jurisdiction. In some states, 
the department of education is ex- 
empt; in others, the state university; 
and in others still, highway supplies are 
purchased independently. 

Three main types of organization are 
followed in the state purchasing agen- 
cies: (1) separate department; (2) bu- 
reau in another department; and (3) 
under board or commission. Figure I 
(See Outline Map, p. 277.) shows 
graphically the extent of centralized 
purchasing in state government and 
the form of organization followed in 
each state. 

The organization in the various 
states may be summarized as follows: 


1. Separate Department 
Montana 
New Hampshire 
New York 
Pennsylvania 


2. Bureau in Another Department 
(a) Department of Finance 
California 
Massachusetts 
Nebraska (1) 
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Ea 1. Separate Department. 


Ohio 

Tennessee 

Utah 

Vermont 

Washington 

(b) Department of Public Works 
Idaho 
Ilinois 
8. Board or Commission 

Alabama Nebraska (2} 
Arizona New Jersey 
Arkansas North Dakota 
Delaware Oklahoma 
Indiana Oregon 
Iowa Rhode Island 
Kansas Texas 
Kentucky Virginia 
Maryland West Virginia 
Michigan Wisconsin 
Minnesote Wyoming 


It will be noted that the state of 
Nebraska is listed under two groups. 
This state is unique in maintaining two 
separate purchasing agencies, each 





2. Bureau in another 


Department. 
LLL, 3. Board of Peres einen 
operating independently of the other. 
The purchasing bureau in the Depart- 
ment of Finance buys practically all 
supplies for the state departments. 
The State Board of Control purchases 
for all state institutions except the state 
university and normal schools. 

Prior to the creation of the Bureau of 
Purchases in the Department of Public 
Works in [ilmois in 1917, all state pur- 
chasing agencies had been either sepa- 
rate departiments or under a board. 
The present trend is markedly toward 
location cf the purchasing agency as a 
bureau in some department of the state 
government. Idaho and Ilinois have 
placed it as a bureau in the Department 
of Public Works, on the assumption 
that the department, which is by far 
the largest usmg agency, should have 
supervision over all purchases. Eight 
states, as shown above, have recognized. 
purchasing as a fiscal operation by 
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placing it under the Finance Depart- 
ment. With extensive cotrdination 
between the Finance Department and 
the purchasing agency, centralized 
purchasing can and does ‘contribute 
greatly to accurate budget keeping. 

State agencies of purchase are oper- 
ating successfully under each of the 
various forms of administration. The 
least satisfactory type of organization 
is likely to be the ex officio board 
or commission. When state officials 
serve ex officio on a purchasing board, 
their duties in this capacity are a mere 
side line to that for which they are 
regularly appointed or elected and are 
likely to be performed’ rather per- 
functorily. 

Space will not permit a full discus- 
sion of the many interesting methods 
followed by state purchasing agencies. 
The Division of Purchasing in the state 
of Washington has worked out a system 
of contract buying, which merits con- 
sideration, however, for it is not only 
unique in public buying, but seems 
highly practicable. 

Automotive equipment and supplies, 
tor example, are purchased on a yearly 
contract. The state is given a certain 
definite discount from the current 
wholesale market price at the time and 
place of purchase. ‘The state’s require- 
ments for the year are estimated for 
each commodity covered in a contract, 
which enables the vendor to base his 
discount on a certain anticipated vol- 
ume of business. The state can buy in 
any quantity desired at any time of the 
year, and is thus spared the necessity of 
storing in bulk. The vendor is pro- 
tected against a sharp price increase, 
for the price charged the state fluctu- 
ates with market changes. But when- 
ever and wherever bought, the state 
secures the benefit of a discount from 
the current wholesale market price. 

Coupon books are printed by the 
supplying firm for all automotive sup- 
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plies covered by the contract. A cou- 
pon book is carried by every state 
truck driver. By presenting a coupon, 
which is signed by the state purchasing 
agency and countersigned by the sup- 
plying firm, the truck driver can secure 
a new tire or a supply of gasoline with- 
out exchange of money. The state is 
charged for this purchase according to 
the discount from the market price at 
the time of purchase as established by 
the contract. 

A similar method is followed for 
twenty-two leading supply items used 
by the state. In the majority of pur- 
chases, the using agency itself requisi- 
tions the supplies as they are needed 
from the supplying firm with whom the 
state has concluded a contract. 

In the first eighteen months of the 
operation of the Washington state pur- 
chasing division, an average saving of 


10 per cent was effected. Automobile ' 


tires and tubes are now being purchased 
at a discount of from 35 to 40 per cent 
from the list prices, and about 10 per 
cent from the wholesale price. The 
cost of operating the purchasing divi- 
sion is about $1,550 monthly, and the 
monthly purchases average $300,000. 
The per cent cost of operation is there- 
fore one half of one per cent. 

This discussion has been included to 
show what can be accomplished and is 
being accomplished in state buying. 
Other states, such as New Jersey and 
California, have made enviable rec- 
ords for efficiency. The Washington 
method, which is both unique and 
practicable, is undoubtedly worthy of 
more widespread application to other 
branches of public purchasing. 


3. In County Government 


As far as is known, not a single rural 
municipality in the Dominion of Can- 
ada has adopted centralized purchas- 
ing. In a few instances, some one or 
more commodities are bought centrally, 
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but no bona fide purchasing agencies are 
known to exist. 

Counties in the United States also 
have made little progress in tnis direc- 
tion. An extensive survey has shown 
only fifty-two counties in the entire 
United States which at present main- 
tain purchasing agencies. 

The size and organization of the 
usual county government should adapt 
itself very readily to centralized buying. 
The various using agencies are in most 
counties within sufficient proximity to 
facilitate central storage and distribu- 
The central office can readily 
visit the using agencies and study at 
close range their precise supply needs, 
an important factor which is difficult to 
carry out in some state units. The 
greatest future development of cen- 
tralized purchasing is undoubtedly in 
county government. 


4. In Cities 


An exhaustive survey has just been 
made of the extent of centralized pur- 
chasing in the cities of the United 
States and Canada. At the present 
time 196 cities over 10,000 population 
-~ have provided the necessary legal au- 
thority to establish the centralized 
method of buying. Of this number, 
172 are cities of the United States and 
24 of the Dominion of Canada. The 
progress of the plan is the more remark- 
able in that it is almost altogether a 
product of the present century. 

In several cities central:zed purchas- 
ing exists in name only. ‘The necessary 
ordinance and charter provisions have 
been enacted, but the provisions haye 
been disregarded on account of an ut- 
sympathetic attitude of the administra- 
tion, on account of “politics,” or for 
other reasons. But for the most part, 
centralization is a vital factor in the 
supply system of the cities. 

The educational system of our cities 
is m the majority of cases practically 
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autonomous. The supply require- 
ments of the Department of Education 
are almost universally exempted from 
the jurisdiction of the central agency. 
In some of the larger cities, such as 
Cleveland, Ohio, the school system it- 
self maintains a central purchasing 
agency separate from and independent 
of the municipal purchasing office. 

The city-manager movement has lent 
a tremendous stimulus to centralized 
buying. Since this form of adminis- 
tration stands for centralization in re- 
sponsibility, it is only natural that 
supply-buying should be centralized in 
a city-manager government. Of the 
100 cities of the United States and 
Canada over 10,000 population under 
city-manager government, 79 have 
adopted centralized purchasing. In 
the majority of city-manager cities of 
25,000 population and under, the city 
manager himself does the buying. In 
larger cities, a purchasing agent is ap- 
pointed by the city manager to be in 
charge of the purchasing office, but 
responsible to the chief administrator, 
as are the other city officials. 

Figure IT (See Outline Map, p. 280) 
has been especially prepared to show 
graphically the extent of centralized 
purchasing in municipal government. 
The upper figure in the circle refers to 
the number of cities in each state and 
province with provisions for centralized 
purchasing. The lower figure shows 
the percentage of the total urban popu- 
lation of the state represented by the 
total population of those cities having 
centralized purchasing. For example, 
sixteen cities of California operate 
central purchasing agencies. The total 
population of these sixteen cities rep- 
resents 76 per cent of the total urban 
population of the state (1920 census 
figures). The shading of each state 
ig Intended to reflect the percentage 
of the urban population having the 
benefits of centralized purchasing. 
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CENTRALIZED PuRCHASING IN GOVERNMENTS 


The following table classifies the 
cities with centralized purchasing into 
six population groups, according to the 
latest available census figures: 






Uniren Srares j| CANADA 





10- 80,000 ... 16 
8D- 50,000.... i 
53-100,000 .. 4 
100-300,000 .. 2 
$00-600,000. . 1 
Over 600,000 0 
24 


The table following refers only to 
cities in the United States with provi- 
sion for centralized purchasing. It 
shows the total number of cities m each 
population group, the total number 
with centralized purchasing in each 
group, and the per cent of this number 
to the total number in the group: 
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2. Bureau in some one department of 
city government. 

8. Under mayor or city manager directly. 

4, Under a commission or board of city 
officials. 

5. Under city council or city commission 
as a whole. 


The plan has worked out successfully 
with each of the above types of organi- 
zation. The most unsatisfactory ad- 
ministration is likely to be under a 
board or commission, or under the 
legislative body of the city as a whole, 
for the same reasons discussed above 
under the subject of state purchasing. 


Sawnes EFFECTED 


The matter of savings is difficult to 
determine with exactness. As a gen- 
eral conclusion, based on the experi- 
ences of many cities, centralized pur- 
chasing will save from 10 to 15 per cent 
if practised on a sound businesslike 
basis. The surest method of deter- 


No. or Cres PER Cunt WITA 
POPULATION GROUP No aa ii CENTRALIZED CENTRALIZED 
PURCHASING PURCHASING 
459 75 16 
107 31 29 
79 19 24 
52 29 55 
11 7 63 
12 ii 9] 





It is interesting to note in this con- 
nection that all cities over 800,000 
population have provided for this 
method of buying, with the exception 
of Newark, N. J., and Bufalo, N. Y. 


FORM OF ORGANIZATION 
Municipal purchasing agencies are at 


present operating under five main 
forms of organization: 


1. Separate department of city govern- 
ment. 


mining savings is to compare the prices 
paid for certain commodities during the 
first year cf centralized buying with the 
prices paid for the same commodities 
the preceding year by using agencies 
buying independently, price fluctua- 
tions, of course, being considered. 

A central purchasing bureau was 
established in Pittsburgh, Pa., in 1910. 
Market prices remained reasonably 
stable, so that the differences in prices 
paid are to be attributed to the differ- 
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ence in buying method. The following 
table shows the savings in actual dollars 
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$50,000. These figures are only repre- 
sentative. No attempt has been made 











and cents on certain supply items: to select extraordinary savings. They 
Pricam Nox- PRIcH 
ARTICLE CENTRALIZED CENTRALIZED Per CENT 
PURCHASING PURCHASING SAVED 
BROS ie eee Cs Beats, E 88 50 doz. $4.90 doz. 48 
Batteries, dry cells (Columbia) ......... ... .19 to 45 each .18 each 44 
Building bricks ..........0 0.0.0 coe ee eae, 7 95 M. 6 25 M. 22 
Stable blankets... 2.02.02. cole eee eee, .| 45 00 dos. 24 00 doz. 47 
Paper roofing, @-ply...... a 1.0.0. ceaeeeee .65 roll 43 roll 34 
Electric fans, Emerson, 15-inch....... ...... 27 50 each 15.75 each 43 
Dietz lanterns No. 2................ 0. 00 : 6 00 doz. 4 25 doz. 80 
Castor Ollic.oc5.. 25 riene iw eee 2.00 gal. 1 00 gal. 50 
Neetsfoot oil. .......0 . ccc cece cece cceeee 1 25 gal. 56 gal. 66 
Underwood typewriters No. 5.0... . 89 00 each 92.25 each 7 
speeds compound tablets (Wyeth Bros. ), 5 
ye Bees, ° dee deeiceadess 2.00 M. 1 18 M. 41 
Seas globe valves, Teh ck. ser ee cece 2 89 each 1 44 each 40 





It will be noted that the majority of 
the items listed above are some specific 
trade brand or patented article. The 
saving cannot be charged against pur- 
chase of inferior quality. 

Dayton, Ohio, established a munici- 
pal purchasing agency in 1918. The 
following table shows the prices paid 
through the central agency with those 
paid for the same article during the 
previous year by using agencies buying 
independently: 


might be multiplied indefinitely from 
the experiences of many other cities in 
various sections of the country and 
under various forms of administration. 

Although not a reliable index to 
comparative efficiency, the per cent 
operating cost of purchasing agencies is 
valuable to show that the savings are 
not imaginary and are not offset by the 
cost of buying. The operating cost of 
purchasing in fifteen representative 
cities last year is shown in the following 






The city and county of San Francisco 
established a bureau of supplies in 
July, 1928. In the first two months of 
its operation, the bureau saved over 


12 00 to 22.00 M. 


Price Non-Crewrranuizep | Perou Cenrranizep | Per CENT 














PURCHASING PURCHASING SAVED 
$135.75 M. $7.00 M. 60 
8.50 box 64 box 82 
1 25 box 54 box 57 
.75 each .25 each 67 
4.00 lb. 1.365 lb. 67 
1.00 M. .25 M. 75 


table. These cities of varying sizes, 
operating in various sections of the 
country, under various forms of ad- 
ministration, and with different prob- 
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lems of supply, purchased supplies 
amounting to thirty-six and one-half 
million dollars, at a cost of $419,000. 
The cost of purchasing was, therefore, 
only 1.14 per cent. 
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requiring technical ability. The stand- 
ardization of specifications, supervision 
of tests for determination of quality, 
keeping alive to market trends, and 
locating the best source of supply— 



















POPULATION, 


Crry 1920 CENSUS 





Boston, Mass............. 
Chicago, I]. . .. ... 
Dallas, Texas. 
Davenport, Jowa ..... ... 
Detroit, Mich. . ..... 0... 
Fort Worth, Texas. ... . 
Indianapolis, Ind.......... 
Los Angeles, Calif.. . .... 


Philadelphia, Pa. ......... 
Pittsburgh, Pa............ 
St. Louis, Mo.. ... 
Watertown, N. Y. ... .... 


OCR PETE on : 


ESSENTIALS OF A SOUND PURCHASING 
SYSTEM 


The success or failure of a purchasing 
agency for government depends largely 
upon the personnel of the executive 
force or the executive force of the 
personnel, the legal framework of the 
system, and the co-operation of the 
various using agencies. Experience of 
many governments has shown that the 
following provisions are essential to 
a realization of the benefits involved: 

1. Divorcement of Politics from Pur- 
chasing. To bring about this end, a 
long program of education is necessary. 
The general public and public officials 
must gain a fuller appreciation of pur- 
chasing as a profession requiring pro- 
fessional training. Everyone can buy, 
it is true, but some can buy better than 
others. Although the purchasing proc- 
ess is a simple one, it involves elements 


TOTAL PURCHASES, 


836,549,000 


1922 


&3,665,000 


3,000,000 
750,000 
5,566,000 
2,500,000 
2,745,000 
200,000 


these are problems of modern-day pur- 
chasing, which the uninitiated cannot 
cope with successfully. 

The typical purchaser for govern- 
ment of a generation ago had only one 
qualification—loyalty to a political 
party. Unfortunately, this condition 
has not been entirely obviated. The 
office of public purchasing agent is still 
looked upon in some governments as a 
“political plum.” Expenditure of the 
large amount required annually for 
supplies should be entrusted only to an 
executive who makes a business of 


` buying rather than of vote-getting. 


The purchasing agent in government 
should be appointed on merit. Prior 
purchasing experience either for indus- 
try or government should be required. 
His appointment should be for an in- 
definite tenure, dependent only upon 
results. He should be assured of the 
position as long as he can “produce the 
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goods,” irrespective of chang of ad- 
ministration. He should be required 
to secure competition on orders, but 
should be granted discretionary power 
to determine what is the “‘best bid.” 

Orders and contracts should be 
awarded only on a basis of dollars and 
cents, and not on the basis of political 
patronage. 

Instances may be cited where cen- 
tralizing the purchasing only central- 
ized the dishonesty in contract-award. 
But with the proper fiscal contro] and 
with an enlightened public opinion to 
back it up, dishonesty and graft can be 
eliminated from public buying. A cen- 
tral purchasing agencye becomes the 
focal point of the public searchlight. 
Irregularities may be much more easily 
detected in a single office than in 
several agencies buying under the de- 
centralized plan. 

2. Fiscal Supervision Over Purchas- 
ing. Inthe average government, from 
one third to one half of the annual 
revenues are spent for supplies, mate- 
rials and equipment. Purchasing is 
essentially a fiscal operation. It should 
therefore be subject to fiscal supervi- 
sion. 

Every order should before issue be 
entered as an encumbrance against the 
appropriation of the using agency or 
agencies affected. This acts as a safe- 
guard both to the government and to 
the vendor. The vendor is assured 
that funds are in the treasury to pay his 
invoice when it is submitted, for the 
amount encumbered can be used for no 
other purpose than to discharge the 
government’s obligation. The gov- 
ernment is assured that each service is 
living within its means and is not ex- 
ceeding its appropriation. 

This plan contributes very materially 
to accurate budget keeping. Ina well- 
ordered budget plan, a certain amount 
is appropriated for supplies, materials 
and equipment. Centralized purchas- 
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ing simplifies the duty of the chief 
fiscal officer in adhering to this plan, 
for he need cotrdinate his efforts with 
only one buying agency instead of with 
a multitude of agencies, each buying for 
its own branch. 

With the encumbrance system, funds 
are available for paying invoices 
promptly and saving the regular dis- 
counts. Several governments are now 
defraying about two thirds the operat- 
ing cost of the purchasing agency with 
the cash discounts saved on invoices. 
Invoices should be checked by the pur- 
chasing office with the amount of order 
and with the receipt notice from using 
agency, and then rechecked before pay- 
ment by the chief fiscal supervisor. 
This operates to prevent duplicate 
payment, which formerly was not at all 
unusual. 

8. Standardization of Supplies. Un- 
less supplies can be standardized, cen- 
tralized purchasing results in having 
one office place many small orders 
instead of a few large orders. Buying 
in bulk for the needs of an entire gov- 
ernmental organization secures lower 
prices and usually elevates quality. 
When a government places an order for 
a certain commodity in large quantity, 
it becomes a “big buyer.” Whole- 
salers, jobbers, and even manufacturers 
compete for government business, 
whereas retailers secure the business in 
most commodities as long as each de- 
partment places its own orders for 
small lots. 

Before orders can be bulked, quality 
standards should be determined for use 
by the government organization, and 
specifications for the commodities in 
common use should'be standardized. 
This does not mean that all depart- 
ments must be satisfied with a certain 
standard regardless of their precise re- 
quirements. ‘Standardization should 
be extended only to those commodities 
common to the needs of many using 
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agencies. Utility should always gov- 
ern. Successful standardization should 
have, for its principal ingredient, com- 
mon sense, plus careful study of the 
ultimate use of each article. 

The purchasing office should have 
authority to call upon technicel experts 
in the government employ for advice on 
standardization. It should be required 
to enlist such assistance. Standards 
should represent the wishes of the 
majority of using agencies, rather 
than the caprice of any one indi- 
vidual. | 

The purchasing executive should 
have access to the available laboratories 
of the government to have tests made 
of samples submitted with bids, of 
deliveries, and in arriving at the proper 
quality in standardization. 

The above provisions do not, of 
course, prescribe all the rudiments of a 
purchasing procedure. But without 
these which have been mentioned, a 
purchasing system cannot even ap- 
proximate the potential economies in- 
volved in centralization. 


CONCLUSION 


American commerce and industry 
some time ago came to realize that 
purchasing methods and technique 
have a most important bearing on the 
potential profits of business. As long 
as our industrial fabric was composed 
of many small units with little compe- 
tition, the greater emphasis was placed 
on the sales methods. But with the 
tremendous growth of our business life, 
and the tightening up of competition, 
came the necessity of reducing the over- 
head expense of operation. Purchasing 
agencies were established to procure as 
economically as possible the supply 
elements involved in commodity pro- 
duction. Today in the United States 
alone over 15,000 business organiza- 
tions follow the centralized method of 
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buying. It has long since passed the 
experimental stage in commerce and 
industry. 

Two centuries of experience were 
required to convince us that govern- 
ment is a business and susceptible to 


. business methods of administration. 


Government, it is true, differs from 
commerce and industry in that it is 
conducted on a non-profit-making ba- 
sis. Government has no product ex- 
cept the service rendered to its cor- 
porate members. Its only concern has 
been to “make both ends meet” by 
keeping expenditures within the range 
of revenue. It declares no dividend 
and cuts no “smelons.” But the over- 
head cost of production of service acts 
as a “left-handed dividend.” Each 
taxpayer is a stockholder in the busi- 
ness of government. When the operat- 
ing cost of government is reduced, the 
taxes of each stockholder are conse- 
quently reduced in amount, or the 
service rendered is correspondingly 
increased. 

The centralized method of purchas- 
ing has shown that it will reduce supply 
cost from 10 to 15 per cent if allowed 
to operate without political interference 
and according to strict business prin- 
ciples. Since the supply element con- 
cerns the expenditure of from one third 
to one half of all taxes paid in the 
average government, it is therefore of 
vital import to the individual taxpayer 
that this sum be expended so as to 
furnish as nearly as possible 100 cents’ 
value in service for every dollar col- 
lected in taxes. The average result has 
demonstrated that the annual tax bill 
may be reduced over 5 per cent if the 
centralized method of buying is prac- 
tised with sincerity. 

Centralized purchasing is non-parti- 
san. It will work under either political 
party and under any existing form of 
governmental administration. Its past 
record is not made up altogether of 


286 


successes. Its present operation, even 
under the most favorable circum- 
stances, leaves much to be desired. 
But the results already accomplished 
and the present widespread extent of 
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its application in the governments of 
Canada and the United States should 
commend it to every stockholder in the 
business of government as a powerful 
factor in tax reduction. 


Standardization of Printed Forms and Stationery 


By C. L. Barnum 


Consulting Management Engineer, Pleasantville, N. Y.; formerly Director of Technical Service, 
American Writing Paper Company 


HE words standardization and 
simplification are often used 
interchangeably with the same intent 
by different people. The use of the 
word simplification in place of the 
word standardization may be due to 
the fact that the word standardization 
connotes to a great number of people 
an expression of inflexibility that the 
word simplification does not. 
Any standards are subject to change 
and should be changed when either the 
conditions of their use may change or 


new influencing factors or elements are 
discovered. 


SIMPLIFICATION THE Basis oF 
STANDARDS FOR PRINTED Forms 


There are two methods of arriving 
at standards: the arbitrary method, 
building up from an analysis of ele- 
ments and relating these elements 
according to rules established by formu- 
lae without regard to custom or prece- 
dent; or the more practical one of 
simplification of existing practice. 

The latter method of simplification 
has been followed in the standardiza- 
tion of forms and stationery both in 
the few existing national standards 
and in the more numerous specific 
standards of particular organizations. 


STANDARDIZATION OF PRINTED FORMS 
Drvipep into THRER PARTS 


The subject of standardization of 
printed forms and stationery may be 
divided into three separate parts: 

1. The makeup 

2. The size 

8. The kind of paper 


The first two, the makeup and the 
size, are partially interdependent; the 
third, the kind of paper, has some but 
not a dominant relation to the other 
two. 

Makeup has to do with the design or 
the arrangement of the type, rulings, 
etc., and the matter to be entered or 
written upon the form. 

Size has to do not only with the size 
of the finished piece but with the size 
of the sheet of paper from which it is 
cut. 

The kind of paper has to do with the 
class, grade, weight, color and finish 
of the paper used. 


STANDARDIZATION OF MAKEUP 


The standardization of makeup re- 
quires consideration of uniformity of 
type faces, rulings and spacings and 
uniformity of arrangement and se- 
quence of the same or similar matter. 

There is no standard guide for make- 
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up. Uniformity and consistency 1s 
the best practice. The Government 
Printing Office has established stand- 
ards for United States Government 
work, and the British Government has 
set up standard type faces and com- 
position for government publications. 

The Railway Accounting Officers’ 
Association have standardized the 
makeup and size of different railroad 
accounting forms and the National 
Association of Purchasing Agents have 
adopted a standard invoice, the stand- 
ards including the arrangement as well 
as the size. 

The standard 34 x 84 check recom- 
mended by the American Bankers’ 
Association is an excellent example of 
what standardized makeup means. 
It was found that standard checks 
with the name, amount, etc., always 
in the same position could be sorted, 
counted and added in one-fourth the 
time that it takes to handle the usual 
run of checks. 


STANDARDS FOR RULINGS 


. There are no general standards for 
the spacing of rulings. Loose leaf 
and blank book manufacturers use 
horizontal spacing varying by odd 
fractions from three to six lines to the 
inch and vertical spacings from four 
to ten to the inch. 

A great number of times, it is desired 
to get a specific number of entry lines 
on a particular size of form with the 
result that the space available is di- 
vided so as to provide the required 
number of rules without regard to any 
standard spacing. 

The standard typewriter writes six 
horizontal lines to the inca and spaces 
ten characters to the inch across the 
page. This gives a basis for standard 
spacings on printed forms where type- 
writing predominates; but where hand- 
writing is used this spacing is hardly 
large enough unless small compact 
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letters or figures are made, a require- 
ment that would be both mefficient 
and unwise to impose upon the average 
person making entries on forms. 

General practice, though not stand- 
ard practice, is to make horizontal 
rules four to the inch and vertical rules 
eight to the inch. This also makes 
possible the use of quad ruled paper, 
procurable at any stationer, as a layout 
sheet in designing new forms, an excel- 
lent procedure unless typewritten en- 
tries are made. 


BINDING MARGINS 


The amount of binding margin 
necessary, depends entirely on the kind 
of binding and the type of binder used. 
Binders or punchings for loose leaf 
binding vary to such a degree that it is 
only possible, within a particular 
organization, to obtain uniformity by 
applying simplification to the matter 
of the binders used. 


GENERAL RULES IN STANDARDIZING 
MAKEUP 


The following general rules should 
be considered in standardizing make- 
up: 

1. Every form should have a name that 
should appear as a prominent heading on 
the form. 

2. The form number and name of organi- 
zation should always appear but should be 
subordinated both in appearance and con- 
spicuousness. 

8. Reference titles or indexing informa- 
tion should be placed at either the top or 
bottom right corner of form. 

4. Figures or information to be tran- 
scribed or summarized should be so placed 
that the form or forms may be handled 
with the left hand. 

5. Spaces for transcribing entries from 
one sheet to another should be in the same 
relative position as to sequence of entries. 

6. For typewriting, horizontal rules 
should be three or six to the inch or omitted 
entirely, vertical rules in units of one-tenth 
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inch. For handwriting horizontal rules 
four to the inch and vertical rules units of 
one-eighth inch. 


} 
STANDARDIZATION OF SIZE 


The standardization of paper sizes 
was exhaustively studied by & Com- 
mittee on Simplification of Paper Sizes 
appointed by the Bureau of Standards. 
The membership of the committee was 
made up of representatives from differ- 
ent national associations. The recom- 
mendations of this committee were 
presented in an open conference held in 
Washington in June, 1928, and were 
approved unanimously. These stand- 
ards are now recommended by the 
Bureau of Standards and have been 
adopted by practically every national 
association interested in paper. These 
standards include standards for book 
publishing, magazines and periodicals 
as well as standards for general printing 
purposes and for forms and staticnery. 
The stock sizes are as follows: 


Tae ANNALS OF THE AMERICAN ACADEMY 


Standard stock book paper sizes for 
general printing purposes: 
26 x 29 — 29x 52 82x 44 — 44 » 64 
25 x 88 — 88 x 50 35 x 454 


Standard stock sizes of bonds and writing 
papers for general printing and lithography: 
17 x 22 — 22 x 34 
17 x 28 — 2x 34 
19 x 24 — 24x 38 


The three sizes 17x 22, 17 x 28, 
19 x 24 and their doubles provide a 
wide range of sizes for forms, some of 
which vary by a quarter inch or less. 
Some of these sizes are shown in Table 
I below. 

There are so many available sizes 
that cut without waste from these 
sheet sizes that practically any series of | 
finished sizes may be worked out for a 
single institution. It is also at times 
possible to limit all sizes to those that 
cut from either one or two of these sheet 
SIZES. 

The 8% x 11 letterhead cuts without 


TABLE I—Sranparp Bonn anp Writing Parser Sims 





NO FROM | yuo | 22x34 BI | 19x24 | 24x38 
2? out 11x17 17 x 22 14x17 17 x 28 12x19 19 x 24 
4 out... 81/1 x 11 11 x 17 Bl/a x 14 14x17 9/1 x 12 12 x 19 

6 out.’.. 8/4 x 75/16 15 x17 81/; x 95/15 115/15 x14 9l /3 I8 12x 12/4 
6 out... 55/3 x ll il x 115/8 55/4 x14 9/16 x17 G ie x12 8x 19 
Sout ... | #/4x11 S/,x 11 7x B/; 7x17 43/, x 12 S: x 12 

8 out..... Sax 8 | Sax 17 Ajr 14 8i/a x 14 6 x 9/2 6119 

9 out.... S/a x T fis T/ig X 115/15 55/3 x 5/15 OF /16 x 118/16 67/15 x 8 8x 125/: 
10 out .... 43/. x Bl /, 6F/, x İl 57/1, X 81/3 6/4 x14 437, x 91/3 T jis x12 
12 out..... SA X Tis T/s XI 81/, 4} /, x 9/16 81/3 x 97/16 43 /, x8 8x P/s 
12 out ... 55/3 x 54/3 5/2 x 115/15 58/,x 7 TX 115/15 G/n x 6 6 x 125/, 
16 out..... 43/, x 55/, 4/3 x 115/16 54 /, x OF / 15 5/16 x 115/15 33/4 x8 43 /, x 12/4 
16 out..... 33/5 x 7/15 : @/, x 75/16 EI fis x 55/5 6/1 x B/r6 43/4 x 65/15 Tx 8 
16 out..... A/a x S/a | B/y x 81/2 Vaxt 7x 8'/; 43/,x 6 6x 9/, 
18 out..... Ss x 5*/s 55/2 x P/i 4/3 x 5/3 5/3 x 98/15 4x 6/1 6/1 x 8 
20 out..... #/, x S/a 43 /, x Bifa P/s x7 S/s x 8t/; 83/4 x8 4} /, x 91/5 
20 out..... afa x 43/4 5/21 B/, ctf x 59/15 @/,x7 43/,x 43/; 6 x 79/16 
24 out..... 85/3 x4 85/, x 8/1 Qala xT 45/, x 8/3 4 x4/, 6 x 65/16 
28 out..... Q/,x 5'/, 5/; x 413/14 4 x 4i/, 43/i,x7 83/_, x 4/4 5*/, x86 
28 out .... P/a x 4/4 31/, x 8!/3 $1/,x 7 4x8 W/ux 6 3Sa x O/¢ 
82 out ....| V/a x B/, | 23/,x 8!/2 2 /ex7 81/2 x 81/s 2/,x 6 8x 9/, 
82 out .... Bax b/, 41/4 x 5/3 Mhr 4/4 Aix 7 43/,x 3 43/,x 6 


STANDARDIZATION OF PRINTED Forms 


waste from the 17x22 sheet size. 
The standard invoice form of the 
National Association of Purchasing 
Agents is 84 inches wide and 7, 11 or 14 
inches long, using either the 17 x 28 or 
the 17 x 22 sheet. 


Finisoep TRimmED Sizes SHOULD BE 
UNIFORM 


The measurement of a number of 
forms supposedly 84x11 will show 
dimensions varying from 8x 10% to 
the full 8x 11. Where forms are 
run four or eight up on a sheet the 
amount of trim is not as great as when 
run one up and then trimmed all 
around after padding. 

In order that all finished sizes may 
be uniform, one-sixteenth inch trim all 
around, one-eighth inch each dimen- 
sion, should be allowed on all forms up 
to 84 x 14 and one-fourth inch above 
this size. 


STANDARDIZATION OF Kinr oF PAPER 


The word kind as applied to paper 
is sO inclusive as to be confusing. It 
is sometimes used to express a class of 
paper as a bond, ledger, book, etc., 
and it is also used to include all the 
grades of a class. 

A classification of paper has been 
made by a subcommittee of the Com- 
mittee on Simplification of Paper Sizes. 
The different classes of paper have 
been defined partially by their charac- 
teristics and partially by description 
of their use. 

The characteristics of paper are de- 
pendent on the kind and character of 
materials that are used ard the process- 
ing of these materials into paper. 
Before the introduction of the type- 
writer and modern business methods 
as we now know them, there was a dis- 
tinct definable difference between 
classes of paper. With the introduc- 
tion of present day methods, the range 
of grades within a class became so 
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broad that an overlapping of classes 
resulted. These classes still have dis- 
tinguishing characteristics although 
the relationship of these characteristics 
will vary. 


STANDARDIZATION OF GRADE 


Some commercial terms such as 
100 per cent rag or 50 per cent rag 
Bond or No. I or No. I Sulphite are 
sometimes used to distinguish different 
grades of the same class of paper. 
These terms are very broad and cannot 
be considered “standards.” 

The greatest difficulty in establishing 
grade standards has been in establish- 
ing testing «tandards. Humidity is 
the greatest single influencing factor in 
testing paper and, as it is necessary to 
test paper in a laboratory with hu- 
midity control, standard specifications 
for grades of paper could only be 
adopted by those who were prepared to 
equip a laboratory or to whom an 
equipped laboratory was available. 

Grade standards or grade specifica- 
tions have been adopted by a number 
of different agencies but these stand- 
ards or specifications have not been 
made uniform on account of the lack 
of uniformity of testing methods. 
Standards of tests are now being pre- 
pared by the Technical Association of 
the Pulp and Paper Industry. 

The United States Government, the 
state of New York, the city of New 
York, and other governmental agencies 
have been purchasing paper on specifi- 
cation for some years. The Common- 
wealth of Pennsylvania has been en- 
gaged for the past year in establishing 
standards both with the view of ob- 
taining the economies of standardiza- 
tion and with the view of establishing a 
uniform standard available to all states. 
The United Typothetae of America 
has also been engaged on establishing 
standard physical qualities for different 
grades of bond and ledger paper and 
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when completed this will be the first 
national association to adopt stand- 
ards. 


QUALITIES oF PAPER TO BE CONSID- 
ERED IN ESTABLISHING STANDARDS 


There are many characteristics or 
physical qualities to paper which must 
be considered with reference to estab- 
lishing standards for printed forms. 
Briefly, these are the strength (folding, 
tearing, tensile and bursting), perma- 
nence or life, opacity (or transparency), 
stiffness, finish, absorbency, bulk, 
shrinkage, color, weight and surface 
qualities after erasure. Some of these 
qualities are produced ir a greater or 
lesser degree in producing others, and 
‘ until standards of manufacture are 
effective, economic standards for use 
for printed forms must be based on 
average existing conditions of these 
quality relationships. 

Standards made for a specific case 
must therefore be based on a few pre- 
dominating qualities, classes of paper 
being determined according to the 
grouping of a few specific qualities 
and the grade being a matter of degree. 

By this means it is possible to make 
an arbitrary zoning of grades and se- 
lecting the zones of greatest densities 
as Indicative of average conditions, 
base standards on these average quali- 
ties. 


NECESSARY GRADES DETERMINED BY. 


ÅNALYSIS oF Usnu REQUIREMENTS 


On account of the wide range of 
grades of commercial papers, an in- 
dividual organization can only arrive 
at standards by analyzing the require- 
ments of specific use. 

In setting these standards it must be 
remembered that paper purchased in 
small quantities costs more per pound 
that in larger lots and setting standards 
for a specific paper for every use may 
result in an additional total cost. 
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A large manufacturing organization 
analyzing its requirements found that 
over eighty-five items of paper were 
necessary to fill all of its needs specifi- 
cally. On the other hand, twenty-two 
items filled the requirements of 85 per 
cent of its needs. It was further found 
that with one exception the twenty- 
two items could be considered standard 
and used for all requirements at a less 
purchase cost, besides saving the addi- 
tional expense of the investment in 
eighty-five items and the storage and 
handling charges. 


Four Facrors or Usm 


: For purposes of analysis use may be 
divided into four factors: 

1. Longevity—-the ‘length of time 
the paper must resist deterioration or 
decay, which dictates the life required 
of the paper. 

2. ‘Treatment—the amount and char- 
acter of handling, folding, abrasion, 
exposure to weather, dirt, or industrial 
fumes, together with the method of 
filmg, binding or carrying. This will 
dictate the amount and kind of physi- 
cal strength necessary in the paper. 

8. Impress—the method used in 
placing the reading matter, decorations 
or rulings on the paper. This will dic- 
tate the qualities of finish, absorbency, 
penetrability, shrinkage and erasure. 

4. Appearance—the sense appeal in 
the paper itself. This is rarely a factor 
in printed forms except as to being 
distinchive—with reference to color; 
representative—of from whom sent, to 
whom sent, or the message contained. 


WEIGHT 


For printed forms, the number of 
carbon copies, the tendency of large 
lightweight sheets to curl and dog-ear 
at the corners and opacity are the usual 
factors that will dictate the weight. 

Within certain limits there is a defi- 
nite ratio of weight to strength in bond 
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and ledger papers, so a choice is some- 
times presented between a lightweight 
high-grade paper and a heavier weight 
lower grade paper. 

The weights of bonds, linens, ledgers 
and flat writings are expressed by the 
weight of a ream of 500 sheets 17 x 22, 
this weight being called the substance 
number. 

The standard substance numbers 
adopted by the National Paper Trade 
Association April 17, 1917 are 18, 16, 
20, 24, 28, 32, 36, 40 and 44. 

As the substance weights of other 
classes of paper are based on other sizes, 
the National Paper Trade Association 
and the American Paper and Pulp 
Association have recommended the 
adoption of the plan proposed in 1922 
by 5S. L. Willson, special paper expert 
of the Bureau of Standards. This plan 
proposes the use of a sheet size 25 x 


291 


49—1,000 square inches and substance 
weights on this basis in steps of 10 and 
25 pounds, 


Larae Savinas POSSIBLE IN 
STANDARDIZING Forms 


It is difficult -to express quantita- 
tively the savings possible in standard- 
izing forms. The increased facility 
in handling and reduction in invest- 
ment cannot be measured, but the 
actual reduction in printing bills may. 
A saving of at least 20 per cent may 
be made in paper costs and 10 per cent 
ig small for the printing costs. Thou- 
sands of doltars have been saved in 
small organizations and in the case of 
one railroad over $200,000 was saved 
and New York State reduced its print- 
ing bill $453,000 through standardiza- 
tion. 


Operation of Centralized Purchasing in New Jersey 


By Jospa M. Corie 
Assistant State Purchasing Agent, New Jersey State Purchasing Department 


Y a statute enacted in 1916, the 
power to purchase all supplies, 
material and equipment for use of or 
to be used by all state boards, com- 
missions, departments, institutions or 
other subdivisions of the state govern- 
ment of New Jersey, is vested in the 
State House Commission, consisting of 
the Governor, State Treasurer and the 
State Comptroller. 

This power is exclusively vested, the 
only statutory exceptions made being 
purchases of material for the construc- 
tion or maintenance of highways, for 
the construction of, additions to or 
alterations of buildings, and for the 
construction and maintenance of 
bridges. 

The State House Commission, how- 


ever, upon application made and for 
sufficient reason, may exempt any 
other items from purchase through the 
centralized department, or may exempt 
all items for any particular sub-division 
of the state government. 

The statute provides that the State 
House Commission shall execute its 
provisions through the State Purchas- 
ing Agent appointed by the Governor 
for a period of five years, which ap- 
pointment has to be confirmed by the 
state Senate. It also provides that all 
other assistance needed in this work be 
furnished from the competitive classi- 
fied list of the Civil Service Commis- 
sion. 

The power to purchase carries with it 
the authority to make any and all rules 
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or regulations necessary for the opera- 
tion of the statute. It also provides 
for the use of any and all laboratories, 
apparatus or technical personnel that 
may be deemed necessary to properly 
carry on the work of purchase, and the 
State House Commission has the fur- 
ther authority to fix periods for which 
all agencies must make knowr their 
requirements, to standardize and clas- 
sify all items to be purchased, to con- 
struct or lease and maintain warehouses 
or store-rooms, and to change, alter, 
add to or substract from any applica- 
tion for purchase made by any sub- 
division of the state government which, 
for the purposes of the aet, are desig- 
nated as state agencies. It is also 
provided that each agency may have 
one representative on an advisory 
board, which board shall advise and 
co-operate with the State House Com- 
mission in all matters of purchase, 
adoption of standards or preparation of 
specifications. In the event that any 
item requested for purchase does not 
meet with the approval of the State 
House Commission, the agency re- 
questing such purchase may be given 
a hearing to show the necessity for such 
purchase. No money may be paid out 
of the state treasury for any purchases 
made unless in accordance with the 
provisions of this statute, and any 
contracts for purchase made contrary 
to its provisions are void and without 
effect. 

In order to qualify for appointment, 
the Purchasing Agent had to have 
practical purchasing experience in el- 
tker private or public employ, and this 
requirement was met in the appoint- 
ment of the first Purchasing Agent in 
April, 1916, whose experience covered a 
period of over twenty years in the tex- 
tile and mercantile fields, and who is 
now serving his second term in the 
office. 
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A Worxine Basis 


At the outset, it was determined, as a 
matter of policy, to follow as closely as 
possible the procedure in force in pur- 
chasing for the various state agencies 
prior to the enactment of this statute. 
Accordingly, the advisory board was 
organized and divided into groups, each 
group having allotted to it a certain 
portion of the work, making all the 
necessary arrangements and prepara- 
tions for the purchase of the items so 
allotted. When all of the items, which 
numbered in excess of 3,000, were 
finally classified, the divisions were as 
follows: 


1. Food Supplies 

2. Clothing Supplies, Material and 
Equipment 

8. Household Supplies, Material and 
Equipment 

4. Medical and Surgical Supplies, 
Material and Equipment 

5. Farm, Stable and Grounds Sup- 
plies, Material and Equipment 

6. Fuel, Light and Power Supplies, 
Material and Equipment 

7. Repairs Supplies, Material and 
Equipment 

8. Miscellaneous Supplies, Material 
and Equipment 


The first periods were fixed, the nec- 
essary applications filed and proposals 
solicited through newspaper advertis- 
ing. It was soon learned, however, 
that this method was not the most 
practicable nor economical. This was 
due to the fact that the sources of sup- 
ply were restricted to the area of circu- 
lation of the various newspaper 
publications and, consequently, after 
the first year, the Department availed 
itself of the provisions of another stat- 
ute which relieved it from this method 
of soliciting proposals. In the mean- 
time, however, a mailing list of con- 
siderable proportions was acquired. 
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The next step in the operation of the 
Department was the development of a 
zone system in which institutions were 
grouped geographically and bidders 
were permitted to submit proposals on 
any item in a zone, but not on any 
single institution. This procedure de- 
veloped the fact that bidders were 
taking the “cream” or easy delivery 
points and neglecting the outlying in- 
stitutions. After much consideration 
a definite policy was decided upon and 
a state unit basis of bidding adopted. 
This also included a line item basis as 
well. The first effect of this procedure 
was to insure the smallest unit getting 
the same price advantage as the larger 
unit, and this method is still in force. 

The beginning of the World War 
made necessary the abandoning of 
nearly all the standards and specifica- 
tions that had been adopted, and dur- 
ing that period, as well as during the 
period immediately following the close 
of the war, the Department was in a 
“sellers market” and had to take such 
terms and had to purchase under such 
conditions as sources of supply saw fit 
to impose. The high tension under 
which the work of the Department haq 
to be carried on and the terrific mental 
strain necessary to properly function 
during this period, demonstrated that 
some policy must be adopted that 
would definitely and positively assure 
all state agencies of their supplies when 
needed. This meant ability to pur- 
chase when the items were to be had 
and a place to keep them until needed. 
In other words, it brought forcibly to 
the attention of the Department the 
idea of warehousing. 

The institutions of New Jersey, for 
the purposes of distribution from a 
central warehouse, are ideally situated. 
The state has good rail connections to 
all points and a most excellent highway 
system providing good roads for truck- 
ing. It was, therefore, decided to es- 
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tablish a warehouse in the capital city 
of the state, Trenton, and an invest- 
ment of $58,800 was made in the estab- 
lishment of a warehouse in that city. 
The wisdom of this action was soon 
demonstrated, and from the very be- 
ginning this feature of the work has 
been a success. With the central ware- 
house, a means of caring for the re- 
quirements of institutions had been 
provided and a further development of 
this thought later brought about the 
establishment of a storeroom in the 
State House, for the supplying of all the 
necessary stationery requirements for 
the commissions, departments, etc., 
located in the city of Trenton. This, 
likewise, has proved a success. 


Maxine Strate BUSINESS ATTRACTIVE 


Being assured of proper facilities for 
handling deliveries, the Department 
next concentrated its attention upon 


the sources of supply, and it found that 


the best sources of supply could not be 
interested in state business because 
there was nothing about the business to 
make it desirable; conditions were so 
exacting as to be in conflict with 
modern business practice, payments of 
bills were delayed beyond a reasonable 
time, and other features entering into 
the business made it wholly one sided, 
every protection being given the state 
and no consideration being given the 
sources of supply. This charge is true 
of nearly every public purchasing 
agency. ‘The makers of the laws, in 
their anxiety to protect the treasury, 
see fit to so hamper and restrict, by 
statutory regulations, the operations of 
the buying power as to almost nullify 
any effort made along good business 
lines. 

Therefore, in New Jersey, it was de- 
cided that our business must be made 
attractive; that governmental “red 
tape?” must be eliminated as far as 
possible; that quantities, terms of pay- 
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ment. and shipping conditions must be 
brought in conformity to business 
practice, and everything done to inter- 
est original sources of supply, eliminat- 
ing jobbers, commission agents and 
small wholesalers, to the end that the 
rock bottom or best possible price 
would be procured. 

The first step was to provide & way 
to discount state bills. This was done 
by the establishment of a purchase 
fund of $250,000, from which purchases 
could be made at any time and checks 
in payment issued directly and within 
the discount period. Next, it was nec- 
essary to create sufficient volume to 
attract the original sources of supply. 
This was likewise accomplished. And 
last, but as equally important, it was 
necessery to so adopt standards and 
specifications as to enable the source of 
supply to honestly comply with them. 
In this connection, the state of New 
Jersey learned that the manufacturer 
knows better than the consumer of 
what component parts his products 
should be manufactured and, therefore, 
in adopting a standard or writing a 
specification, this Department not only 
calls upon its own technical advice, but 
also requests the assistance and advice 
of the sources of supply. 

Every one has heard of the specifica- 
tion that called for belting to be made 
from steer hides, and, as every one 
knows, it was humanly impossible to de- 
termine, from the manufactured prod- 
uct, whether it was made from steer 
hides. And every purchasing agent 
appreciates how ridiculous such a 
specification is, but it is a fact that ina 
vast majority of instances where public 
departments have prepared specifica- 
tions, they are, in the main, just 23 
ridiculous as this leather belting speci- 
fication. The writer has examined 
hundreds of standards and specifica- 
tions in use throughout the country and 
knows that a very small percentage ars 


really effective or mean anything. 
Therefore, New Jersey felt that in ad- 
dition to a specification, its business 
would have to be founded with a cer- 
tain degree of good faith between the 
sources of supply and the state. We 
are not altruistic, but we believe that if 
a source of supply knows that it will be 
treated honestly, fairly and justly by 
the purchaser, such source of supply 
will give honest, fair and just treat- 
ment to the purchaser. If, however, 
we find that this good faith is lacking in 
any source of supply, we have a means 
of penalizing, and this is a very effec- 
tive process of eliminating such source 
of supply from the list of desirables, 
forever. Of course, this method would 
not be effective if the business was not 
desirable, but as stated, the business of 
the state of New Jersey has been made 
desirable by bringing it in conformity 
with private practice and, therefore, all 
our sources of supply keep faith with 
us. 


DEPARTMENTAL CO-OPERATION 
In the organization of the Depart- 


ment it was also found necessary to’ 


give considerable attention to the per- 
sonnel of the department. No organi- 
zation can endure without the spirit of 
organization, and the true spirit of 
organization should be founded in 
justice. The personnel of the State 
Purchasing Department knows that it 
will be justly treated and, conse- 
quently, each individual unit of the 
Department is the Department. Their 
allotted tasks are carried on in the same 
manner and with the same spirit as if 
the business were their own individual 
interest. So, with the sources of sup- 
ply properly aligned, with the depart- 
mental personnel earnest and efficient, 
there remained to complete the organi- 
zation, the co-operation and assistance 
of the using agencies. The Department 
threw itself into this work whole-heart- 
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edly and sincerely, having as its slogan 
“Our part of the Government is in 
serving you.” Personal contact was 
had with every individual agency, from 
time to time suggestions were adopted, 
constructive criticism was invited, good 
will established, courteous treatmept 
made uniform, and every possible in- 
ducement held out for co-operation, 
with the result that in New Jersey the 
Purchasing Department has the ear- 
nest co-operation of all the using agen- 
cies. There is no friction, there are no 
jealousies, and there is no dissension. 


How tae DEBPARTMENT OPERATES 


Now, having shown the history and 
purposes of the organization, I cite the 
mechanics of the operation of New 
Jersey's Purchasing Department. 
Next in authority to the Purchasing 
Agent is the Assistant Purchasing 
Agent who, in the absence of his supe- 
rior, can act for and in his behalf, whose 
duty it is to be familiar wita the various 
state statutes, the operation of which 
may in any way effect purchasing, who 
is further charged with the conduct of 
the office and its routine business. He 
must prepare all statements and give 
such statistical information as may be 
required, as well as carry the responsi- 
bility for advice to his superiors on all 
purchases made and for all acts or 
omissions of the personnel. Next in 
authority is the chief clerk who has 
supervision over the office personnel, 
subject to superior authority, and who, 
in addition, supervises and prepares 
for purchase all applications for medi- 
cal and surgical supplies, material and 
equipment, certain independent agen- 
cles whose work is varied, and all the 
requirements necessary io the conduct 
of the state’s manufacturing industries. 
Next come jour price-quotation clerks, 
each with an assistant, which assistant 
is a clerk stenographer. One of these 
has supervision over all requests for 
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food supplies, 7arm, stable and grounds 
supplies, material, and equipment; 
another, clothing and household sup- 
plies, material, and equipment; a third, 
fuel light and power, current repairs, 
supplies material, and equipment; and 
the fourth, departmental requirements 
consisting chiefly of office supplies, 
printing, stationery, etc. Miscellane- 
ous items that are not readily classified 
into any of the above groups are al- 
lotted to each of these price quotation 
clerks in such order as to make them 
compatible with the classifications and 
to evenly balance the work of the De- 
partment. We also maintain an ac- 
counting and statistical division 
consisting of two accountants and three 
clerks. This is necessary to comply 
with the provisions of certain New Jer- 
sey laws making it mandatory that 
funds be available before obligations 
may be incurred; that is, no order may 
be placed with a vendor unless the 
Comptroller of the Treasury has certi- 
fied that there is money to pay for such 
order. It is apparent that this necessi- 
tates a bookkeeping system. We also 
have a traffic and stores manager, 
whose duty it is to arrange for the re- 
ceiving, storing and distributing of such 
items of purchase as may be consigned 
to the state warehouse. He is likewise 
responsible for the motor equipment of 
the Department, for any information in 
reference to routing, freight rates or 
othertransportation questions that may 
arise in connection with any purchase. 


FINANCIAL SAVINGS 


The volume of business placed annu- 
ally through the purchasing depart- 
ment has averaged about $4,600,000. 
However, due to legislation covering 
items manufactured under the State 
Use System of Industries, and due to 
taking over the purchase of equipment 
that has heretofore been released, the 
volume cf business during the current 
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fiscal year will be about $5,0C0,000. 
This figure does not include the pur- 
chase of such items as have been pre- 
sented to the Department and which, 
upon examination, it was found could 
be purchased locally or to the same 
advantage by the agency itself, which 
items approximate annually about 
$100,000. ‘These purchases, which are 
known as Direct Authorization Pur- 
chases, consist chiefly of fresh fruits 
and vegetables, fresh fish, eggs, or other 
perishables, and special items of tezhni- 
cal equipment for laboratory or other 
work that is not purchased in any vol- 
ume. The total cost of operating the 
Department warehouse, storeroom and 
transportation, was $60,996.47, or a 
percentage cost of slightly in excess of 
1 per cent. 

By reason of the Department’s facili- 
ties for handling the commodities as 
shipped, and its ability to receive them 
at one central point, the Department 
has effected savings in the purchase of 
canned goods shipped directly of from 
25 per cent to 80 per cent, and these 
items will total about $45,000 in the 
annual volume of busmess. ‘The sav- 
ings on textiles will average, over the 
various lines, 15 per cent on a total 
volume of purchases amounting to 
€200,000. No mention need be made 
of volume purchasing on such an item 
as electric light lamps which in New 
Jersey amounts to $10,000 a year, 
carrying the National Electric Lamp 
Association discount of 33 per cent. It 
is apparent to anyone familiar with this 
commodity that the advantage of in- 
creasing the volume is decidedly shown 
in the increased discount allowed. The 
records of the Department further 
demonstrate, on seventeen major items 
of food such as meats, flour, butter, 
rice, etc., the net price paid which, 
compared with the net market price fcr 
the same period, shows an annual sav- 
ing of over $79,000 on these products. 
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The element of saving in labor due to 
the purchase of all the requirements for 
all the agencies at one time, while not 
adaptable to an actual computation in 
dollars and cents, is undoubtedly of 
some consequence. Itis apparent that 
if twenty institutions use flour, the re- 
quirements of these twenty institutions 
can be more easily purchased in one 
movement than in twenty separate 
activities. Original sources of supply 
will seek the business of the consumer 
where it is only necessary to do business 
through one channel, while the same 
original sources of supply will not di- 
vert their sales efforts through twenty 
or more channels. This, in itself, 
makes the business of furnishing sup- 
plies more attractive if the purchases 
are centralized. It is, unquestionably, 
a distinct advantage to a smaller in- 
stitution to obtain its supplies at the 
same cost as a larger institution, and in 
this combining of requirements into the 
greatest “bulk,” economies are neces- 
sarily effected by such advantage of a 
reduction in cost price to the smaller 
consumer. 


CONFERENCES Wrra Usina AGENCY 


Another way in which economies 
may sometimes be effected is by con- 
ference with the using agency prior to 
the formal request for purchase. It 
sometimes develops that such using 
agency will need, for a particular pur- 
pose, a piece of equipment or certain 
material and will have full knowledge 
of the purpose to be accomplished, but 
will not be clear as to the exact thing to 
be purchased. In instances of this 
kind the Purchasing Department, by 
its more varied experience and better 
contacts with sources of supply and 
technical information, can, at times, 
suggest the very item desired. I recall 
one instance where, for certain spraying 
work, it was thought a certain type of 
hose could be used, provided such hose 
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was made to comply with a very rigid 
specification. ‘The Department desir- 
ing the use of this item sought mforma- 
tion from other places where the same 
kind of work was being done, and the 
hose suggested seemed to have been 
the most satisfactory equipment to be 
used in this work. When the matter 
was first called to the attention of the 
Purchasing Department, the need be- 
ing urgent, about 6,000 feet of hose was 
purchased at a cost slightly in excess of 
$1 per foot. As soon as this spraying 
work was started, the Purchasing De- 
partment sent its consultant to the 
place where the work was being done 
for observation and recommendations. 
As a result of this action, when the oc- 
casion next arose for the purchase of 
6,000 feet of this hose, the Purchasing 
Agent was able to suggest to the using 
agency the substitution of a certain 
size pipe for this work, which the De- 
partment consultant tried out and 
found would serve the same purpose as 
hose. As a result, instead of an ex- 
penditure of over $6,000 for the same 
kind of hose, the second purchase was 
for pipe at a cost cf slightly in excess of 
$700. In actual use, the pipe served 
the same purpose, and from that time 
the using agency was able to do its 
work at considerable less expense. 
This incident was no reflection on the 
using agency, as it had followed the 
practice adopted, but it remained for 
the Purchasing Department, in this 
line of work, to determine whether the 
methods used were the best and most 
economical. I recall another instance 
in the purchase of two pieces of ma- 
chinery, one at a cost of approximately 
$2,400, and the other about $600. The 
using agency, from its information, felt 
that to properly do its work both ma- 
chines would be necessary. In this 
instance, a consultant of wide experi- 
ence was brought in, and by conference 
with the using agency representatives 
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and demonstrations, it was clearly 
pointed out that by certain adjust- 
ments to the smaller machine the re- 
sults desired could be obtained and the 
higher priced machine entirely elimi- 
nated. The suggestion was followed 
and the purchase made accordingly. 


EXCHANGING SURPLUS PROPERTY TO 
ÅDVANTAGE 


Further economies have been ef- 
fected through the Purchasing Depart- 
ment acting as the medium of exchange 
of surplus property from one agency to 
another. While this procedure has not 
been sanctioned up to this time by stat- 
utory regulation, and there is no abso- 
lute authority vested in the purchasing 
agent to so function, he has, neverthe- 
less, been able, by agreement between 
the various agencies, to arrange many 
transfers of property on a basis that 
was satisfactory to all the agencies 
concerned. ‘This line of activity is sub- 
ject to considerable development in 
public purchasing fields, and it is surely 
a function of the purchasing agent to be 
informed of surplus property and ar- 
range for its disposition so as to bring 
the greatest good to the state. We 
anticipate the enactment of legislation 
in New Jersey that will give wider au- 
thority along this line, and that will 
undoubtedly tend toward greater econ- 
omies. 

The next step in the development of 
centralized purchasing in the state of 
New Jersey will be to bring the service 
of supply more closely to the agencies 
to be supplied. The plan under con- 
sideration comprehends the establish- 
ment of supply depots at such 
advantageous points in the state as 
will bring to any agency a needed item 
of supply within the shortest possible 
time and with the least possible ex- 
pense. Geographic’ locations of the 
various institutions will make this plan 
possible in New Jersey, and it only re- 
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Inains to work out the details. Should 
it succeed, as it would seem at this time 
it will succeed, the writer believes that 
the question of supplies for New Jersey 
agencies will have reached the point of 
the highest efficiency at the lowest 
_ possible cost. 

In conclusion, the operation of cen- 
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tralized purchasing in New Jersey nec- 
essarily depends upon the heartiest 
co-operation of all the agencies with the 
central office. This co-operation is had, 
and the State Purchasing Department 
is at all times free to acknowledge its 
appreciation to the other state agen- 
cles. 


_ Results of the Pennsylvania Plan for Standardization 
and Purchasing Supplies 


By Warrer G. Scorr 


Director of Standards and Purchases, Department of Property and Supplies, 
Commonwealth of Pennsylvania 


N examining the Pennsylvania plan 
for standardizing and purchasing 
supplies, two things must be taken into 
consideration: the method in use prior 
to June 7, 1928, and the present prac- 
tice in bringing about such standard- 
ization and purchasing. 

Before the adoption of the present 
Administrative Code, the law provided 
for an appropriation for the purchase 
of supplies. This appropriation was 
administered by the Board of Com- 
missioners of Public Grounds and 
Buildings, consisting of the Governor, 
Auditor-General and State Treasurer, 
together with a superintendent as the 
supervising officer. ‘The Board re- 
ceived from the various departments, 
boards and commissions a list of the 
commodities needed for one year. 
This list was to include furnishings, 
fuel, stationery and furniture. It was 
then arranged as a schedule of supplies 
and, after being advertised for three 
weeks, the awards were made to the 
lowest bidders. This schedule con- 
tained a number of brand or trade- 
mark names of the closed bid type, and 
in this way made difficult competitive 
bidding. This, however, was all in 
accordance with the law. 


Scheduled commodities were bought 
and paid for from the appropriation to 
the Board of Commissioners of Public 
Grounds and Buildings with no super- 
vision of expenditures as to depart- 
ment allocation. Items not included 
m the yearly schedule nor anticipated 
et the time of the making of this 
schedule were purchased by inviting 
proposals from at least two responsible 
bidders, and their bids were submitted 
to the Board of Commissioners of 
Public Grounds and Buildings, for 
approval or disapproval, and were paid 
for in the same manner as the scheduled 
items. Due to the early demand of 
certain departments, the Board of 
Commissioners of Public Grounds and 
Buildings usually wound up their 
appropriation period with a large 
deficit. Many articles were carried in 
large quantities in the storeroom at 
Harrisburg, Pa., for distribution. These 
articles were subject to requisition by 
departments with the result that the 
various departments ordered material 
regardless of cost and oftentimes car- 
ried a large stock of material in their 
own department. 

It must be realized that all the 
various departments, boards and com- 
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missions were given their own appro- 
priation by the General Assembly, for 
the purchase of material necessary to 
the activities of their department, not 
included in the yearly schedule, hence 
each department also did some pur- 
chasing at its own discretion. 


CHANGES WROUGHT BY THE CODE 


The procedure just outlined, for the 
purchase of supplies, was specifically 
changed by Act 274 of the General 
Assembly of 1923, and known as the 
Administrative Code. This Act cre- 
ated the Department of Property and 
Supplies to replace the Department of 
Public Grounds and Buildings in the 
purchase of supplies. The Act pro- 
vided further for the allocation of the 
appropriation for general purchases 
covered by yearly schedule given to the 
Department of Property and Supplies. 
to the different departments, boards 
and commissions. In addition to these 
general provisions, Section 607 pro- 
vides as follows: 

Purchases: It shall be unlawful for any 
administrative department, other than the 
Department of Property and Supplies, or 
for any independent administrative board 
or commission, or for ary department 
administrative body, board or commission, 
or for any advisory board or commission, 
to purchase any furniture, materials or 
supplies except: 

(a) The Department of Health, which 
shall have the right to purchase medicines, 
medical and surgical supplies required by 
the department, and furniture, materials 
and supplies for the tuberculosis sanatoria 
maintained by the department. 

(b) The Department of Highways, which 
shall have the right to purchase materials, 
supplies and equipment necessary for ihe 
construction and repair of highways, 


The Administrative Code imposes on 
the Department of Property and Sup- 
plies the following powers and duties in 
regard to standards and purchases, as 
enumerated in Section 2103: 
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(a) To formulate and establish standard 
specifications for all articles, materials and 
supplies used by the administrative depart- 
ments, boards and commissions and by 
state institutions: provided, however, that 
no specification shall be fixed as a standard 
until it shall be approved by the head of the 
administrative department, board or com- 
mission or of the state institution using the 
article, material or supply described in the 
specification. 

(b) To enter into contracts for supplying 
all stationery, printing paper and fuel used 
in the legislative and other departments of 
the Government, and for repairing and 
furnishing the halls and rooms used for the 
meetings of the General Assembly and its 
committees. All such contracts shall be 
awarded to the lowest responsible bidder 
below such maximum price and under such 
regulations, not inconsistent with this Act, 
as may now or hereafter be prescribed by 
law, and shall be subject to the approval of 
the Governor, Auditor-General and State 
Treasurer. 

(c) To purchase in like manner all other 
furniture, materials or supplies required by 
the legislative or other departments of 
the state government, except as otherwise 
provided in this Act. 

(d) To act as the purchasing agency for 
any department, board or commission 
which by law is authorized to purchase 
materials or supplies and pay for the same 
out of fees or other moneys collected by it, 
or out of moneys specifically appropriated 
to it by the General Assembly. 

(e) Upon request of any state institution 
to act as the purchasing agency for such 
institution. 

(f) To collect and;furnish, on request, 
market prices and such other information 
as will be serviceable in purchasing to any 
department, board or commission, or any 
institution receiving state funds directly 
or indirectly. 


IMPROVEMENTS SINCE ADOPTION 


The time which has elapsed between 
the adoption of the Administrative 
Code and the writing of this article has 
not been long enough in which to show 
very many marked improvements 
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brought about by the Department of 
Property and Supplies. The state will 
in time benefit greatly through a cen- 
tralized program of purchasing and 
through the adoption of specifications 
that are now being worked out. The 
steps that have been taken so far have 
brought about three marked improve- 
ments: 

In the first place, there is the alloca- 
tion of the Department of Property 
and Supplies’ appropriation to the 
different departments, boards and com- 
missions for the purchase of scheduled 
and special supplies mentioned hereto- 
fore. This, however, does not include 
the purchases through the Department 
of Property and Supplies each depart- 
ment can make of commodities from its 
own appropriation. If a department 
desires to make a purchase it must 
request the Department of Property 
and Supplies to act as its agent. The 
allocation has resulted in the depart- 
ments knowing exactly how much they 
can spend for supplies to be received 
from the yearly schedule. They know 
that if their allocation is overdrawn 
that they must explain to the Execu- 
tive Board, which was also created by 
the Administrative Code, why it was 
necessary for them to overdraw their 
allocation, 

In the second place, as every de- 
partment is trying to keep within its 
allocation, the purchasing officer is now 
able to know, monthly, what the ex- 
penditures have been and what balance 
is shown for future expenditures, by 
each department.- Another marked 
result is centralizing the purchases 
brought about by acting as purchasing 
agent for the various departments, 
boards and commissions in the pur- 
chase of commodities which they can 
pay for out of their own appropriations. 
The purchasing officer is now better 
able to tell what commodities have 
heretofore been purchased by the dif- 
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ferent departments and in this way 
can secure better prices on items that 
are common to all. The purchase of 
gasoline and automobile tires, just 
contracted for, and many other like 
items when it is advantageous to make 
contracts, places our Department in 
better position to establish standards 
and specifications. 

The standardization of commodities 
has been started by the Department, 
following wherever possible the stand- 
ards established by the Bureau of 
Standards at Washington, D. C. The 
Department has thus far established 
about twenty specifications or stand- 
ards of its own, such as the classifica- 
tions of paper, pencils, tablets, desk 
pads, paper weights, erasers, penhold- 
ers, desk trays, typewriters, waste 
baskets, desks, chairs, tables, ink, 
furniture, wrapping paper, twine and 
others. All of which will result in a 
saving. For example, the Department 
carried about sixteen different grades 
of typewriter paper which have been 
reduced to five, giving a paper as a 
standard to meet all the wants and 
needs of the various departments. 

This standardization is brought about 
through the organization of a General 
Standardization Committee consisting 
of a representative from each depart- 
ment, board and commission of the 
state government who shall have the 
power to approve or disapprove any 
standards or specifications submitted 
to them for such approval. The form- 
ing of this committee was brought 
about through the efforts of the De- 
partment of Property and Supplies. 
It was realized that such a plan was 
necessary In order to secure the ap- 
proval or disapproval, as required by 
Jaw, of the different heads of depart- 
ments, boards and commissions. After 
this formation the general committee 
was divided into subcommittees, each 
committee taking up one subject each 
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PLATE A 
Approx. Approx. Gtre Sizes Purct 
O DESCRIPTION Fota ee | pando ples 
for I year Value : Possible CREOS 
MEATS, FOWL, DAIRY PRODUCTS 

BEEF, Carass.. ..... Ltn: Tet ee Peer ak 

BEEF, Ferequarters........ . .. Rn de 

BEEF, Taaie i Gide 2 TET- eri a} T E 

BEEF, Ribs ..... ae a 


SMOKED BEEF ..... b. le he 
BEEF LIVER .. .... Seti, ey 
SLICED DRIED BEEF, 5-lb boxes . 
SPRING LAMB ..,.. .... x 
MUTTON., 
FRESH P . 
PORK LOINS ) ee eee 
SALT PORK, 


ae eee *v ee mere ee we at 


eovre awe ee ere nee eve 


ii a Ti ee en #ovrnmos ěğ er 


SHEETS, Rubber.. ..... ...... 2... 
SHEETING, Rubber.. OI CIII 
BROOMS AND BRUSHES 


BROOMS, Corn, No. 6.......cccecucee : 
BROOMS, Corn Fattan fill, No. 8...... 
BROOMS, Whisk.... .......0.2.. 
BRUSHES, Dust, Hand........... 2. 
BRUS Hai 


. 
’ 0 a a a 
° 


BRUSHES, Sink.. ... ... .e. et 
BRUSHES, Squeege........20.-6 oe areca 
BRUSHES, Stove. 
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PLATE A (continued) 


For What | IF CONTRACTED How Much Surplus 


WITH WHOM 
IF NOT NAME 
MAIN SUPPLIER 














Do You Amonnt For 
Produce Disposal 
Each Year | Each Yoar 
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week for standarcizing under the super- 
vision of the Director of Standards and 
Purchases. When they have agreed on 
a standard it is then submitted to the 
general committee for adoption as a 
standard specification for all depart- 
ments. This standard is then ready to 
present to the institutions of the state 
for their approval through their com- 
mittee on standards and specifications. 
After their approval it is then fixed as a 
standard for all. The institutions have 
a committee similar to the one just 
outlined. They are working out speci- 
fications and standards dealing with 
commodities of interest to all institu- 
tions. Before they can establish a 
standard on any item that is common 
to all institutions and departments 
they must submit it, for approval, to 
the general committee established un- 
der the Department cf Property and 
Supplies. : 

In connection with work of the com- 
mittees the Department of Property 
and Supplies has prepared a question- 
naire in the form of a coramodity list 
which covers about nine hundred and 
fifty commodities with tne following 
information as shown in Plate A, to be 
filled in. With this infcrmation the 
Department of Property and Supplies 
will have data on which to work much 
more effectively toward standardiza- 
tion and collective buying. Contracts 
can be made where all institutions as 
well as all departments can participate, 
when it is advantageous to do so. 

The centrelized purchase and stand- 
ardization hes made it possible also for 
the standardization of different printed 
forms used by the various institutions 
and departments. For example, a 
standard form for stock ledger cards 
has been adopted as shown on Plates 
B and C. Many other forms will be 
worked out in the same manner with 
the idea of uniformity ir records. The 
adoption of plate work on printed 
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forms, of large runs, where ruling is 
necessary, has alone resulted in a saving 
of many thousand dollars. 


CENTRALIZED PURCHASING FOR 
InstTiruTiIoNns 


When the work of the Department 
has been more fully organized the 
methods of purchasing for institutions, 
as outlined in the Administrative Code, 
will, we belkteve, prove to be the best 
method of procedure. Centralized 
purchasing for institutions has been 
tried out in other states, but has not 
always met with marked success. The 
central plan of purchasing succeeds in 
so far as rt, establishes specifications 
and standards. However, a contract, 
when advantageous and agreeable to 
institutions using the same article, 
should be made which will permit the 
institutions individually to purchase 
under said contract when necessary, 
thus resulticg in uniformity in articles 
and deliveries. 

The state of New Jersey has success- 
fully developed centralized purchasing. 
This centralized purchasing has been 
aided by the establishment of regional 
warehouses from which the institutions 


‘have beer able to draw their supplies, 


thus obteining uniformity in articles 
and promptness in deliveries. In 
states of larger size where institutions 
are located at great distances from 
cities, regional warehouses would not 
be of such great advantage. Pennsyl- 
vania, with more than thirty state- 
owned institutions and with fourteen 
state-owned normal schools, out of 
which taere are but three or four 
located m or near first-class cities, the 
others bemg from fifty to a hundred 
miles from cities of any size, would not 
profit sa much by regional warehouses 
as do the smaller-sized states. Penn- 
sylvanic, with its law on standardiza~ 
tion and specifications, will obtain the 
same results in uniformity of articles 
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and promptness of deliveries as do standards and specifications is done by 
states with regional warehouses, due the Department of Property and 
to the fact that the establishing of such Supplies. a 
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The Politician as Personnel Manager—the Cost to the 
Taxpayer 


By Leonard D. WEITE 
University of Chicago 


HE politician has cherished aspi- 
rations as personnel manager 
almost since the foundation of the 
American Republic; and it is pertinent 
to observe that during this long period 
his methods have undergone no per- 
ceptible improvement.! The crude 
and unscientific methods which were 
criticized even in the eighteenth cen- 
tury by intelligent commentators, and 
which were roundly scored in the early 
years of the nineteenth, seem to be stili 
accepted as adequate by the politicians 
of the twentieth. Unfortunately, the 
damage which such methods may cause 
has constantly become greater, until, 
m the highly organized world of today, 
ther clumsy and awkward manipu- 
lation of what should be a finely tem- 
pered social tool is nothing short of 
intolerable. The cost in terms of 
dollars and cents, in terms of lowered 
morale and downright incompetence, in 
terms of thwarted public purposes and 
retardation of the struggle for human 
betterment is very heavy. 

The politician functions as “person- 
nel manager” in two kinds of cases. In 
thirty-eight American states, in most 
counties, and in some cities, there is no 
pretence of an official personnel mana- 
ger and here the principles of personnel 
administration are replaced for the 
most part by the higgle and piggle of 
the patronage market, in which poli- 
ticians allot appointments and promo- 
tion to public office for personal, 
factional and party reasons. 

On the other hand, in the Federal 


1See McBain, De Wit Clintcn and the Spoils 
System; and the episode relatec in the diary of 
Samuel Adams concerning Tom Dawes’ garret. 


Government, in ten states, a few coun- 
ties and many cities, an official person- 
nel agency is established, and in these 
cases the politician becomes personnel 
manager elther by securing a position 
on, or by controlling the action of, the 
Civil Service Commission. In either 
case the outcome may be about the 
same, and in either case heaps on the 
shoulders of the taxpayer a substantial 
burden, owing to the resulting ineft- 
ciency, waste and blocking of improved 
technique in personnel management. 

Such a statement conveys no novel 
idea. The use of public office for po- 
litical reasons has been condemned by 
men of principle and vision ever since 
Jackson, determined to uproot what he 
conceived as an un-American bureau- 
cracy, and intent upon rewarding his 
friends and punishing his enemies, 
introduced into national politics a 
spoils system already well developed in 
some states. 


MANIPULATION OF CIVIL SERVICE 
FOR Party or FACTION CONTROL 


Although the methods of the poli- 
tician substituting for the personnel 
manager are not unknown, it is useful 
to survey them again as a preliminary 
to counting the cost. The motives of 
the politician in the réle of personnel 
manager, of course, have nothing to do 
with efficient personal service. 
contrary, he seeks to perpetuate the 
control of the party or faction by ma- 
nipulation of the civil service, and in 
spite of the most carefully devised legal 
definition of the rights of civil servants 
frequently succeeds in his purpose. 
Examinations are juggled, few exami- 
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nations are held, questions leak out, 
trick questions are set up, undue weight 
is given to experience (which may be 
readily acquired by sixty-day men), 
the oral test is abused; and if in spite of 
such precautions the results of an ex- 
amination are not acceptable, the lists 
are canceled on some technical ground. 
Positions are exempted from examina- 
tion. Temporary appointments are 
made for sixty days and indefinitely 
extended; thus over nine thousand such 
appointments are said to have been 
made by a recent administration in a 
large midwestern city. The secretary 
of a state civil service commission, 
offering an eligible list for certain va- 
cancies, recently was informed by the 
stenographer in a large state office, 
“Why, we have made out temporary 
permits already because those are the 
people we want to put to work.” 

Increases of salary, assignment to 
work, promotion, transfer, lay-off, 
reinstatement, efficiency ratings, all 
may be administered by the politician 
as personnel manager for the same 
purposes that govern his manipulation 
of the examinations and appointments. 
The whole future of the government 
employe thus is laid on the altar of 
politics and he himself may be de- 
~ graded to the lowly task of swinging the 
incense pot of the high priests of the 
political hierarchy. 


Serious RESULTS OF POLITICAL 
RÉamm 


l. Lack of Competence in Commis- 
sion. What are the results? Many 
immediate and specific losses in eff- 
ciency can be demonstrated, and 
behind these more fundamental tend- 
encies are induced, which in the long 
run involve the most serious social 
consequences. In the opinion of a 
leading European student of adminis- 
4 tration, M. Fayol, the success of any 
system depends primarily upon the 
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capacity of tae heads of services. If 
these are incompetent, or untrust- 
worthy, no amount of technical skill, 
competence aod good will in the rank 
and file will be able to bring about good 
results. A fertiori this view prevails 
with regard io those who administer 
the many phases of personnel manage- 
ment. Omitting to speak of the fla- 
grant violations of Jaw which may af- 
front the taxpayer, but not directly 
increase his tax burden, we may note 
first the lack cf competence in the Civil 
Service Commission itself when com- 
posed of politicians. Politics neces- 
sarily brings ciscontinuity in the office 
cf the civik service commissioner. 
Many laws have attempted to secure 
continuity in the commission by the 
expedient of cverlapping terms; when, 
however, the volitician desires to seize 
control of the commission this device, 
as the experience of Chicago shows, be- 
comes ineffective. In this connection 
attention may be drawn in passing to 
the danger inherent in the proposal to 
establish a single civil service commis- 
sioner who shall combine the dual 
functions of t2chnical expert and gen- 
era) supervisar. Intended to empha- 
size the professional aspects of the 
personnel function, and to widen the 
opportunity o? the employment mana- 
ger, this arrangement may easily be- 
come the means of reinstating political 
influences in tie profession itself. ‘The 
buffer provided by a non-professional 
commission is withdrawn; and if an 
employment manager yields to the ex- 
pectation that public officials will con- 
trikute to campaign expenses of the 
governor, all hope of building up con- 
tinuity and tbe tradition of non-parti- 
san service is destroyed. 

2. Increase in Number of Positions. 
The most direct and immediate effect 
of the political régime is the extrava- 
gant increase in the number of posi- 
tions. These naturally are filled by 


308 


friends of ihe faction in power, and 
such inflation of the political currency 
has been in many cases a regular event 
following each election, except for oc- 
casional periods of distress caused by 
the deflation of the successful reformer 
or business man. Thus the cycle is 
completed and a new level reached as 
the basis for further expansion. No 
satisfactory estimate can be made of 
the amount of inflation caused by poli- 
tics, inasmuch as for decades a steady 
increase has been brought about by 
other co-operating causes, but there can 
be no doubt that it is considerable. 
The investigators of a large urban 
county recently were notified as they 
began their work, “Of course vou un- 
derstand this is a political office”’; ergo, 
do not expect to find business methods. 
In more than one case these investi- 
gators found an apparent determina- 
tion not to introduce modern office ap- 
pliances and labor saving devices, the 
effect of which would be to reduce the 
necessary number of employes. The 
amount of money thus spent, with no 
justification whatever except to main- 
tain a political machine, ran into the 
hundreds of thousands of dollars. 

8. Breakdown of Morale. Much 
more important is the breakdown of the 
morale of the rank and file. Even 
under the worst spoils régime, a sub- 
stantial proportion of the rank and file 
carry on from one administration to 
another and thus save political admin- 
istrations from utter ruin. No group 
of men and women follow a more 
honorable career than they, and no 
group perhaps is more worthy of pro- 
tection and support than they. ‘This 
nucleus of permanent civil servants, 
given proper support and encourage- 
ment, serve the highest interests of the 
state. But when the politician under- 
takes to become personnel manager, 
these men and women are ground be- 
tween the upper and nether millstones 
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of those who have jobs to give and 
those who have claims to be extin- 
guished. They see their rights to 
promotion ignored; they observe politi- 
cal favorites rise high in the official 
world while they continue the same 
humble tasks; they draw the hard and 
unpleasant assignments; not infre- 
quently they are obliged to carry a 
considerable portion of the work of the 
political employe whose interests roam 
in other fields; they carry on with the 
constant dread of losing their positions, 
and not infrequently forestall what 
they fear to be inevitable by seeking 
employment elsewhere. Their morale 
is broken, their spirit and energy de- 


— 


stroyed, and they sink into the apathy # 


which is so often said to be character- 
istic of the civil servant. Or, noting 
that the good things are secured by 
favor, they follow the way marked out 
by the politician and thus inaugurate a 
disgraceful competition in currying 
favor and seeking attention. 

4, Labor Turnover and Cost. All 
this is reflected in the rate of labor turn- 
over, which brings about a progressive 
loss in efficiency owing to the elimina- 
tion of the more competent, the pro- 
gressive demoralization of the office, 


and the constant strengthening of the_,’ 


very forces which commenced the de- 
cline. Thus is completed a vicious 
circle most difficult to break. The ex- 
act cost of replacement varies with the 
type of employe, and in any case can 
only be approximated. ‘There are two 
main factors of expense: the cost of 
recruitment of new employes, espe- 
cially among craftsmen; the more rapid 
deterioration of machinery and equip- 
ment due to ignorance or lack of skill on 
the part of new workers; and operating 
costs, which must include the time dur- 


ing which the new employe is receiving ~ 


K, 


his training and during which his out- 
put consequently is below normal; the 
time of whoever gives the training; 
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time lost in repeating work im>roperly 
done; time lost on unfinished investi- 
gations which cannot be continued by 
new employes; waste of materials, due 
to lack of knowledge, or lack of skill, 
and time lost by other workers in sub- 
sequent operations, on account of 
faulty work done by inexperienced and 
untrained employes. 

During the fiscal year ending June 
80, 1919, according to an estimate 
made by the United States Civil Serv- 
ice Commission, the cost of recruiting 
and certifying new employes arnounted 
to $1,144,014. The superintendent of 
the Coast and Geodetic Survey esti- 
mated, on the basis of data carefully 
worked out, that the cost of each re- 
placement of scientific and technical 
employes was over a thousand dollars. 
In the General Land Office a careful 
record has been kept of the prcduction 
of the stenographic force, and on the 
basis of this it is estimated that on each 
change of these employes there is a loss 
to the Government of from $200 to 
$240. 

In the Public Library of the District 
of Columbia the officials estimate that, 
not taking into account reduced effi- 
gency, it cost $24,150 during the four 

olan: commencing 1915 to replace 188 
employes. From the Library of Con- 
gress came the statement that “The 
cost of turnover may be estimated on 
an average as equal to the Icss of a 
year’s services and in the case of re- 
placement of exceptionally expert and 
experienced cataloguers, it is incalcu- 
lable.” 

Whenever, therefore, the politician 
personnel manager replaces trained 
employes with new workers, a very 
substantial loss occurs, which is none 
the less heavy because it does not ap- 
pear directly in the financial statements 
of governments. 


5. Breakdown of Discipline. An- 


other direct loss arises through the ` 
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breakdown of discipline. Political ap- 
pointees are notoriously independent 
and difficult to manage. They know 
that their tenure of office depends pri- 
marily on their loyalty to the political 
machine and the size of the vote se- 
cured in their precinct and not prima- 
rly on their loyalty to the office 
management ror even to the interests 
of the Government. 

Outside and beyond all this the tax- 
payer loses specifically through the 
mismanagement and occasional defal- 
cation of men appointed by the poli- 
ticien. Thus the city of Chicago not 
long ago was fcrced by court decision to 
pay an employe, wrongfully discharged 
for political reasons, the sum of $42,- 
326, Even more important is the loss 
occasioned by keek of competence in the 
protection of public interests. The 
legal advisers of the Government have 
to combat the best trained and most 
astute lawyers of the profession, men 
chosen by a rigorous process of selec- 
tion which only the ablest men can 
meet. The protection of public inter- 
ests of enormous value in public lands, 
matters of taxation, law enforcement, 
purchase and sale of property should 
also be in the kands of men selected by 
the same rigorcus test; instead of which 
the criterion is the success of the candi- 
date in getting or keeping votes. 

Such items ere of direct importance 
to the taxpayer. Other results of the 
lack of competence and of the positive 
perversion of the merit system wrought 
by the politician as personnel manager 
are of equal or greater importance. 

6. Other Vrolations of Personnel 
Management Principles. The polti- 
clan as personnel manager greatly in- 
creases the task of the legislature. His 
methods turn on personal favor and are 
the opposite of uniformity; they set off 
one 2mploye against another instead of 
binding the service together in a har- 
monious. unity; they teach the effec- 
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tiveness of persistent seeking for 
personal favors and cultivate intrigue 
and wire-pulling. In the consideration 
of salaries, every official has full in- 
ducement to lobby for personal in- 
creases; in promotions, any official may 
hope for elevation by change of title if 
not by specific designation of promo- 
tion. Congressional interference, built 
up by the absence of standardization 
and active administrative control, 
which in turn is in part the outcome of 
politics in personnel administration, 
has been effectively characterized in 
the well-known passage of the Joint 
Commission on Reclassification: 

There is serious discontent accompanied 
by an excessive turnover and loss among the 
best trained and most efficient employes, 
the morale of the service has been impaired, 
the national service has become unattrac- 
tive to a desirable type of technical em- 
ploye. 

The general level of ability attracted 
to the public service is imevitably 
lowered. ‘This scaling down then pro- 
jects itself in the following years 
throughout the whole service. 

The political machine, of which the 
politician personnel manager is a mem- 
ber, acquires a fair chance to dominate 
both administration and also the for- 
mulation of great decisions of public 
policy, by virtue of the voting power it 
can build up in part through the Gov- 
ernment employe, unless he be pro- 
tected by the merit system. 

There is a constant failure, both to 
apply good personnel methods and to 
develop better methods. The whole 
art and science of personnel adminis- 
tration finds little or no support from 
the politician personnel manager. 
There is long delay in the development 
of professional standards among Gov- 
ernment officials and employes which 
under different management might 
contribute powerfully to the improve- 
ment of public administration. 
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Constant violation of the principles 
of personnel management breeds a 
cynical attitude toward the whole idea : 
of merit in the public service. What 
teacher of government has failed to 
note even among his immature stu- 
dents the half-concealed sneer at the 
pretense of merit which civil service 
reform seeks to make real! This atti- 
tude in turn may easily lead to a lack of 
confidence in the competence and im- 
partiality of the Government itself. 

7. Movement Toward Self-Protection 
of Employees. The employes who 
come under the influence of the poli- 
tician personnel manager suffer directly 
and are beginning to react directly. 
Already in France complaints of politi- 
cal interference have led to the organi- 
zation of public officials and employes 
in unions, their affiliation in part with 
the Confederation Générale du Travail, 
and their use of the strike weapon. 
The movement toward organization 
and affiliation is rapidly progressing in 
the United States and may lead to a 
situation in which personnel problems 
are settled by the bargaining power of 
the parties concerned in public as well 
as private employment. No one can 
deny the sound claim of the civil serv- 
ant to be free from the pernicious inflasi ' 
ence of politics, and to many employes ' 
the only remedy seems to be self pro- 
tection through organization and afhili- 
ation. 


Apvocacy or Murr SYSTEM 


The cost to the public service is no- 
where more clearly recognized than 
among forward-looking organizations 
of civil servants. The Second Division 
Clerks in a memorandum submitted to 
the British Royal Commission on the 
Civil Service in 1915 state: 

The civil service is becoming more and 
more the indispensable servant of the com- ra 
munity, and it is the business of the commu- 
nity to ensure that all who serve it are 


i 
EMPLOYMEr TESTS IN THE PUBLIC SERVICE 
rd 


appointed on the score of cap acity and 
character alone, and that those who reach 
the highest posts in the service 4hal] do go 
by virtue of ability and merit. The in- 
evitable result of any shortcom} g in these 
matters will be weakness and fai}, 


The National Federation of Federal 
Employes, at its annual conv 
1928, directed its executive d 
use its best efforts to have’ 
under the civil service the eee 

hones ployes 
of certain divisions now SUbiect to 
other than merit influences. Fost office 
unions have on many occasi eee 
themselves on the side of the Ca 8 
: ocates 
of the merit system. fae 

8, Loss of Trained Techn. . 
nally the cost of political cof tician. Fi- 
personnel agency has to be 
terms of potential ranges 
administration, which, 
technical competence 
denied the American 


ention in 
ouncil to 






f 


which seem to be firmly lodged in the 


I. PURPOSE or Present ARTICLE 


EARLY every profession is con- 
fronted with certain fallacies 


mind of the general public. Medical 
men are familiar with the deep-rooted 
fallacy that “Night air is bad air,” 
while the lawyers still find a widespread 
popular belief that “It is necessary to 
leave an heir one dollar in order to dis- 
inherit him.” 

In like manner there is a persistent 
popular misunderstanding of the man- 
ner in which civil service tests are 
conducted in this country. This mis- 
conception may be traced to a general 
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position of civil service commissioner, 
and whc by his incompetence and 
shortsighcedness drives the highly 
trained technician out of or away from 
the puble service. Of all the losses to 
the taxpayer these perhaps count 
heaviest in the long run. They are 
reflected in poorly-built highways, 
which crumble under modern traffic 
conditions; in shoddy goods and worse 
than amateur service in state institu- 
tions, which should operate solely on 
the basis of public trustee for unfortu- 
nate or sxbnormal members of society; 
in high infant mortality rates and un- 
necessary suffering among those most 
dependent on*the public service; in lax 
and fumb.ing enforcement of the law 
and in tke sacrifice of the interests of 
the state œ municipality. It is as un- 
necessary as it is impossible to translate 
these losses into dollars and cents; but 
it is as necessary now as ever before to 
insist that these losses are real and 
preventabk. 


Employment Tests in the Public Service 


By ALBERT Suara Faucur 
Secretary, Pennsylvania Civil Service A:sociation 


ignorance of the subject or possibly to 
hearing repeated some fictitious illus- 
tration of an absurd question which 
Dame Rumor has said was asked some- 
time in some civil service examination. 

The greetes appreciation which so 
frequently comes with actual knowl- 
edge is illustrated by the comment of 
Dr. L. L. Thurstone of the Bureau of 
Public Personnel Administration in 
speaking cn October 80, 1923, before 
the American Management Associa- 
tion:! 

1 Quoted by sermission from pamphlet, “Tests 
for Stenograplers,” Office Executive Series No. 


4 of the Amestan Management Association, 20 
Vesey Street, Mew York City. 
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I want to take this opportunity to 
describe my recent experience with civil 
service tests. Until last January I knew 
little about civil service examinations. . .. 

I will say very frankly that I came into 
that work with the impression that civil 
service tests were probably very poor. 
Somehow they have that reputation. But 
after working with them as well as with 
tests in private employment, I am con- 
vinced that civil service tests are in general 
far superior to the tests that are used in 
private industries, and I am saying this as 
& frank evaluation of civil service test 
procedure. I am not a civil service ex- 
aminer, but I have found occasion te change 
my own opinion about civil service ex- 
aminations on account of my work with the 
commissions. ° 

I want to suggest that those of you who 
are interested in employment test methods 
will find a mine of very interesting and 
useful material and very excellent ideas if 
you consult the practices of some of the 
best known civil service commissions. 


The purpose of the present article is 
to describe some of the employment 
tests used in the selection or promotion 
of employes in the municipal, state or 
federal service in this country. This 
discussion is prefaced by a brief com- 
ment on the results of two sets of 
questionnaires recently sent to private 
corporations in the United States mak- 
ing inquiry as to the extent to which 
they are using employment tests in 
selecting their employes. 


Il. Tests IN INDUSTRY 


Mr. Harry A. Wembridge of the 
Statistical Division of The Joseph & 
Feiss Company of Cleveland has ex- 
pressed the opinion that:* 


One of the largest items in the expense of 
running a modern plant is the selection and 
training of the workers. Not only is this 
true of the executives, but it is alzo true of 
the operatives of the less skilled type. . . . 
Therefore, any method that would tend to 


2 Quarterly Publication of the American Sta- 
tistical Association, March, 1923, p. 600. 
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eliminate, the number of unsuccessful selec- 
tions woud be of considerable saving to any 
industry, mot only in dollars saved on train- ~ 
ing expe but also in greater production 
and leas Wastage of materials. 


An orè! interview supplemented by 
ae eee and by answers to questions 
in an ap lication blank was the tradi- 
Honal method of selecting employes 
ee by! advanced private employers 
of labor \down to the time of the war. 
As workmen § compensation laws were 
aed physical and medical tests 
aa ed as a protection against 

fraudulen o . : 
Althougt 50™° industrial concerns 
have cae et emerged from this stage 
“nent practice, a tabulation of 









firms making reply u 
tests of some kind as dist 
the traditional interview 
ready mentioned. This tabulat 
shown on page $18. 

The letters answering the question- 
naires show a wide variety in thd’ 
extent to which tests are being used! 


Less than 15 per cent of the entire™ ~. 


number appear to be making anything 
like a general use of tests. Forty per 
cent of those using tests limit the use 
to tests for stenographers, typists or 
some other group of clerical employes. 
Yet of the forty-five concerns reporting 
in February, 1924, over 15 per cent 
stated that they were using mental 
alertness or general intelligence tests, 
and often mentioning specially the one 
known as Test VI prepared by the 
Carnegie Institute of Technology. 

The replies of these sixty-three con- 
cerns strengthen the impression that. 
especially since the war a substantial 


= 
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Manufacturing companies, . 
Life insurance companies ... 
Printing and pub s% 
Publo seryios companies .. 


acs.» ase 


number of the leading private employ- 
ers of labor in the United States 
appreciate the value of standardized 
tests as a means of selecting employes.’ 


IH. Tae TECHNIQUE or Cry 
SERVICE TESTS 


Commencing with Massachusetts, 
New York and the Federal Government, 
civil service commissions have been 
steadily growing in number throughout 
the United States during the past forty 


years, until there are today merit 
3 Among the replies appear the following: 
A comment from a Chicago printing establish- 
at: 
We had always felt the need of some means 
ereby more information could be obtained 
‘garding applicants for a position than is pos- 
‘ble in @ short interview. . . . We believe 
it (the Otis General Intelligence Test) has been 
of considerable help to us to eliminate the type 
of people who are not mentally adapted for 
office work. 


The manager of the Employment and Per- 
sonnel Department of a southern public service 
corporation writes: 

At this time we are using no trade test, with 
the exception of a stenographic and typing test. 
We are using the mental alertness test as set 
forth by the Scott Company. I feel very 
strongly that we so-called private employment 
managers can sit at the feet of those in the public 
service to learn much of selective features. 


And from a Cleveland clothing manufacturing 
company comes the opinion: 

Tests must be given in a standardized way in 
order to be of any value whatever. . . . I 
cannot tell you how much I deplore the way in’ 
which many tests are being given today. With- 
out careful technique a standardization of rela- 
tive ratings is valueless. 





Sg ho bom a os 


pa 
[am] 


s poverning the selection of 
ee a 5 of public employes in the 
federal servick ond in the public service 
of Massachusetts; New York, New 
Jersey, Mary and, Ohio, Illinois, Wis- 
consin, Color do and California, and 












d of several park 
ties. Although ex- 


stems and co 
gf and salary stand- 


cellent classificatio 
ardization work is\20W being done 
under the Executive\Boerd of Penn- 
sylvania, there is no mẹ?! system law 
in force in that stateyandthe Executive 
Board has not yet conduc ed any com- 
petition for the selection €f new Em: 
ployes. Le 

These numerous civil sewice com- 
missions have developed a standar d 
technique for conducting tesi$ and 
thereby providing eligible list), for 
original appointment and for promotlon 
in the public service. 
procedure 13 as follows: 

When the civil service or employ- 
ment commission has been advised that 
eligible lists are or soon will be needed 
for particular classes of positions in the 
public service, the commission prepares 
a public notice giving the dates when 
examinations will be held to provide 
such eligible lists, and the dates prior 
to which applications must be filed. 
The notice is posted on the commis- 
sion’s bulletin board and is sent to the 


The standard- -~ 


i 
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newspapers, and a copy is mailed to 
each person who has requested that he 
or she be notified of the’ pyamination. 

A copy of a notice recdntly used by 
the State Employment Commission of 
Maryland is attached in 4 footnote.4 

Frequently there is als prepared by 
the commission and dist) Pres a de 
tailed statement of the ch aracter of the 
examination, the duties it yvolyed in the 
particular class of positi 
special requirements, if Gov as to age, 
sex, residence, educatio;, ad experi- 
ence. The following is u,, illustration 
of part of such detailed statement 
issued November 28, Ifo, by the 
Philadelphia Civil Servie Comm Son 
in regard to a promotion examination 
for chief examiner and s eyor, $8,000 
per annum, in the Buregf of Surveys of 
the Department of Pull), Works: 


Character of the Ezra 


ns, and the 











ination: This will 
Candi- 


iminations on the following 
lists of persons eligible for 
e following classes of positions 


Junior steNOfrapher...... $660-1,080 a year 
Senior stefographer , ....  900~1,500 a year 
Junior typist..... a.. 600-1,000 a year 
Senior Zypist....... 900-1,820 a year 
f March ££, 198} 

‘Patrolman, Maryland State Police 
(Mounted) ............ 2... $900 a year 

Patrolman, Maryland State Police 
(Motoreycle).............00. 900 a year 


Non-Assembled Examinations 
Public health nurse $1,500-1,800 a year 


Cottage master and 
matron......... 900 a year and 
maintenance 
Hospital attendants 860-540 a year and 
maintenance 


Latest date for filing applications, February 29, 
1924. Apply to the State Employment Com- 
mission of Maryland, 22 Light Street, Baltimore, 
telephone Calvert 2200. 
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dates will not be required to appear at any 
place for a written examination, but will 
be required to submit a statement of their 
training and experience and write a paper 
on practical problems relating to the duties 
of the position. Those who qualify in 
training and experience and the practical 
problems will be summoned for an oral 
interview on personal fitness. The subjects 
and relative weights are: 


Subject 1. Training and ex- 
i Weight, 4.5 
practical problems....... Weight, 3.0 
Subject 8. Persona] fitness 

(Oras he nisser ae 3 Weight, 2.5 


Requirements: This examination is open 
to all engineers in the city service receiving 
$4,000 or more per annum. Candidates 
must have education equivalent to that ~ 
represented by graduation from a college 
or university of recognized standing. Must 
have had fifteen years’ experience in the 
active practice of civil and sanitary engi- 
neering, ten years of which shall have been 
in responsible charge of large municipal 
works. As the executive head of the Bu- 
reau of Surveys, he must be capable of 
directing the forces in the interest of the 
city and of representing the city in matters 
negotiated with railroad and other pu 
utility corporations. 

Physical Examination: A qualifyi 
physical examination will be given. 

Rating: Should a competitor fail to ob- 
tain a rating of 70 in training and experience 
and the discussion of practical problems, he 
will not be given the personal fitness test. 
Those who qualify in training and experi- 
ence and in the discussion of practical prob- 
lems will be notified when and where to 
appear for the oral test in personal fitness. 


Each applicant files either in his 
application, or separately, a detailed 
statement of his training and experi- 
ence, including names of former em- 
ployers or former positions held. Not 
infrequently such a question as the 
following is included: 


Describe any business or professional 
work, any special reading or study, corre- 
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spondence course, night school course, or 
any special lines of research or additional 
experience, which, in your opinion, fit you 
for the position for which you are applying. 

If the class of positions is for one 
requiring professional skill the appli- 
cants may submit articles written by 
them which have appeared in the jour- 
nals of their profession. 

The rating of applicants is conducted 
either by the examining staff of the 
commission, or by outside special ex- 
aminers who have been invited to 
participate in conducting the examina- 
tion by reason of their own special 
knowledge and experience. 

When the nature of the test permits, 
the identity of the competitors is kept 
concealed from those who make the 
ratings, the papers used in the test 
being given numbers instead of being 
marked by names. 

The results of the examination are 
posted in the form of eligible lists 
containing the names of those who 
passed, arranged in the order of their 
ratings. 

In some jurisdictions the first name 
on the appropriate eligible list is ap- 
pointed, while in other jurisdictions the 
two or three top names are certified to 
the appointing officer who makes his 
selection from among them.5 

After the appointment has been 
made it is usually considered proba- 
tionary until the expiration of three or 
six months, after which time it is held 
permanently subject to removal at any 
time for just cause. 


5 By executive order in New York City first 
established by Mayor Gaynor, the first name on 
the list must be appointed except for cause to be 
approved by the Mayor. One name only is 
certified in Ilinois, Chicago (except in promotion 
tests where three names are certified), Cook 
County, and South Park, Lincoln Park, and 
West Park systems (all in Chicago). Under the 
Philadelphia Charter the appointment must be 


„A made from among the two first names. Under 


‘the older civil service laws the appointment could 
be made from the first three names. 


315 


The underlying purpose of a civil 
service test is well expressed im the 
maxim that “The best shall serve the 
state.” A further purpose is to secure 
in this democracy an equal opportunity 
to all citizens to demonstrate their 
fitness for particular appointive posi- 
tious and to secure appointment on the 
basis of merit. Accordingly nearly all 
civil service tests are free and open to 
all who come within the preliminary 
requirements as to sex, age, ete., and 
also the tests are competitive, the 
places on the list being earned by 
demonstrations of fitness for the par- 
ticular class of work involved. 

In preparing’ a civil service examina- 
tion the commission usually takes great 
pains to see that the test deals with the 
duties actually involved in the class of 
positions in question. It is almost an 
aphorism taat “Good tests are those 
that deal with duties.” 6 

Accordingly a stenographic test in- 
volves actual dictation at measured 
speed, each contestant being permitted 
to bring and use in the test his or her 
own typ2writing machine. A test for 
pavers invclves a demonstration under 
the eye of the examiner of the appli- 
cant’s ability to lay a definite section of 
pavement. A test for skilled mechanic 
involves tke actual use in a machine 
shop oč tke lathes and tools of the 
trade in question. 


TV. Diszussion or PARTICULAR TESTS 


Each of the larger employment or 
civil service commissions has had the 
opportunity of being an experimental 
laboratcry for the improvement of the 
technique >f personnel administration. 
The United States Civil Service Com- 
mission has a special Research Section. 

The various commissions in this 
country aod Canada almost twenty 
vears azo began holding annual con- 


8 Quoted from Mr. Fred Telford of the Bureau, 
of Public Personnel Administration. 
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ferences for the interchange of ideas 
and experience. ‘This international or- 
ganization, known as the Assembly of 
Civil Service Commissions,’ two years 
ago was instrumental in establishing a 
permanent Bureau of Public Personnel 
Administration,® with a senior staff of 
three members devoting their full time 
to a study of employment problems as 
they may arise anywhere in the public 
service in the entire country. 

Definite advances are contimually 
being made in the technique of par- 
ticular examinations. Although some 
of the recently given tests are still in 
the experimental stage, an effort will be 
made here to review %riefly half a 
dozen different types of civil service 
examinations actually conducted dur- 
ing the last few years by municipal or 
state commissions or by the United 
States Civil Service Commission.’ 

The tests selected for discussion are 
as follows: 

(1) A combined written and oral 
performance test for expert mechanic 
in the Fire Division of the city of 
Newark, by the New Jersey State Civil 
Service Commission. 

(2) A promotion test for sergeant of 


7 This year’s president is C. F. E. Peterson, of 
the Minneapolis Civil Service Commission. and 
its secretary is Mr. CharlesS Shaughnessy, Chief 
Examiner of the Philadelphia Civil Service 
Commission. 

$06 Jackson Place, Washington, D. C. 

9 Acknowledgment is specially due for infor- 
mation and comments received by the writer 
from the following persons: Mr. Herbert Filer, 
Chief Examiner, and Dr. L. J. O'Rourke, Direc- 
tor of Research, both of the U. S. Civil Service 
Commission; Mr. Charles P. Messick, Chief Ex- 
aminer of the New Jersey Civil Service Commis- 
sion; Mr. Oliver P. Short, Commissioner of the 
Maryland State Employment Commission; Mr. 
Thomas Murray, Chief Examiner of the New 
York Municipal Commission; Mr. Charles S. 
Shaughnessy, Chief Examiner of the Philadelphia 
Civil Service Commission; Mr. Fred Telford, 
Senior Staff Member of the Bureau of Public 
Personnel Administration; and Mr. J. D. 
Hackett, Labor Investigator. 
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police, by the New York Municipal 
Civil Service Commission. 

(8) A non-assembled test for a low- 
salaried hospital position, by the Mary- 


Jand State Employment Commission. 


(4) A non-assembled promotion test 
for a high-salaried engineering position, 
by the Philadelphia Civil Service Com- 
mission. 

(5) A new “tested” test for clerical 
employes, conducted by the United 
States Civil Service Commission. 

(6) An examination involving (a) 
standardized oral interview, and (b) 
ability to interpret laws and regulations 
on a particular subject, by the United 
States Civil Service Commission. 


V. A COMBINED WRITTEN AND ORAL 
TEST FOR EXPERT MECHANIC 


The New Jersey State Civil Service 
Commission held on January 22, 1919, 
an open competitive examination for 
expert mechanic in the Fire Division of 
the city of Newark. Applications were 
received from fifty-two persons, of 
whom thirty-nine appeared for the test 
and twenty-eight passed and secured 
places on the eligible list. 

The duties of the position mvolved 
ability to repair, assemble and adjust 
Jre engines, boilers and pumping ma- 
chimery. 

The examination consisted of four 
parts: (1) a medical and physical test, 
2) an inquiry as to training and experi- 
ence, (8) a written test of technical 
questions, and (4) an oral and per- 
formance test. The weight given to 
each part of the examination was as 
follows: 





Per Cent 

Physical test... ....-2.00.-0e00- 16.6 
Experience and training......... 83.3 
Written technical questions...... 25.0 
Oral performance test........... 25.0 
190.0 


` 
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The physical test was of the usual 
type needed to meet the requirements 
of workmen’s compensation laws or to 
qualify appointees as members of a 
pension system. 

The questions asked as to training 
and experience were of the type already 
mentioned under the discussion of the 
standard technique of civil service 
tests. 

The following are illustrations of the 
technical questions asked: 

2. Write out carefully the way a large 
steam engine cylinder should be mounted in 
a lathe in order to rebore it. 

3. How should the following repairs be 
made: 

(a) Put a new tooth in a broken cast 
iron gear wheel? 

(b) Braze the joint of a copper tank? 

(c) Put a woodruff key in an auto 
shaft? 

The oral and performance test was 
given in a machine shop under the 
supervision and eye of a special ex- 
aminer who was an expert in shop 
practice. The competitors were there 
required to perform the various opera- 
tions on the standard machines found 
in a reasonably well-equipped machine 
shop. ‘Detailed inquiry was made by a 
series of short questions designed to 
disclose knowledge as to the setting up 
and operation of the various machines 
and their respective parts. 

The foregoing examination may be 
considered as an illustration of civil 
service tests for the various classes of 
positions which are in the skilled and 
semi-skilled labor service. 


VI. A Promotion TEST FOR SERGEANT 
OF POLICE 


One of the largest, if not the largest 
group to assemble and compete in a 
civil service test, met on the drill floor 
of an armory in New York City on 
August 6, 1921, when $,528 patrolmen 
Of that city competed for places on the 
eligible list for promotion to sergeant. 


317 


Only those who had been members of 
“the force” for five years were ad- 
mitted to the test. Sixty per cent of 
those competing passed and were 
placed on the list in the order of dem- 
onstrated merit. Down to March 1, 
1924, the frst one hundred and sixty- 
eight names. have been appointed 
straight down the list. 

This examination consisted of two 
parts, eaca having an equal weight in 
the result: (a) the written examination, 
and (b) record and seniority. 

The subjects involved in the written 
test were: 


Weight 
Administreticne........ cece eee eee 8 
Rules anc regulations.... ... ..... 2 
Laws and ordinances........ ...... 3 
TOPOL eee bo wleney. ada a wet 2 

Total weaght.......n. oa naaa 10 


In th test it was assumed that a 
patrclman of five years standing 
should heve a good working knowledge 
of the laws and ordinances, rules and 
regulations. Had the examination 
been one for original entrance to the 
police force, good modern practice 
would suggest that a test of judgment 
and abutty to use laws and regulations 
be substituted for a test of actual knowl- 
edge of the .aws and regulations. This 
modern >rectice is discussed at greater 
Jength hereafter under Section X of this 
article ir reference to the United States 
Civil Service examination for immi- 
grant inspector. 

The follcwing are illustrations of the 
questiors asked under the head of 
Admuinistretion: 

4. Asz1m2 that a patrolman’s suspicions 
are aroused regarding a man whom he has 
never seen betore, but that he has not sufh- 
clent grounds for making an arrest. What 
mental xbservations should he make with a 
view of sdeutifying the man if necessary in 
the future? Answer in detail and fully. 

5. Suppose you are given a squad of 
patrolmen and instructed to suppress the 
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practice of smoking and spitting in the 
subway. Plan your campaign. 


The remaining half of the examina- 
tion was based on the actual record of 
each competitor. The scale of marks 
used for this purpose was as follows: 


Record and Sentority 

Beginning with the date of appointment as 
patrolman, 80 per cent. 

For each additional year immediately pre- 
ceding the date of the mental examina- 
tion, add 2 per cent, making at the end of 
five years 90 per cent. 

For each additional three months, add one 
fourth of 1 per cent, or 1 per cent a year, 
making at the end of ten years’ service a 
maximum of 95 per cent. 


Added Points 

Department medal of honor or honorable 
mention and medal, add 14 per cent. , 

Honorable mention or exceptional merit, 
add 1 per cent. 

Commendation or commendable merit, 
add one half of 1 per cent. 

Excellent police duty or meritorious police 
service, add one fourth of 1 per cent. 

For each day’s fine after January 1, 1918, 
deduct one fourth of 1 per cent. 

Reprimands to count as one fourth of one 
day’s fine. 

Fines previous to January 1, 1918, not to 
be considered. 


The reason for excluding fines pre- 
vious to January 1, 1918, was the belief 
that members of the police force should 
be permitted to live down, after about 
four years, any blot on their record and 
start again with a clean slate. 

The above described test for ser- 
geant of police in the city of New York 
is representative of good practice in 
such examinations for promotion in the 
police and fire-fighting forces of the 
large cities of this country. 


VH. A Non-Assempetep TEST FOR 
Low-SALARI®D POSITIONS 


One of the classes of positions, the 
filling of which presents a problem in 
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recruiting, consists of attendants in 
hospitals for the mentally diseased or 
deficient. l 

In the Maryland State Hospital, for 
example, the duties include bathing, 
feeding and dressing patients, keeping 
patients, their beds, clothes and quar- 
ters clean, maintaining order and dis- 
cipline and assisting the nurses in the 
handling of patients. The starting 
compensation is usually low, $860 to 
$540 a year in addition to meals, 
lodging, laundry and uniform. The 
qualifications include ability to read 
and write, willingness to work and live 
in the hospital, good health and physi- 
cal strength, patience, cheerfulness, 
tact, neatness and endurance, and high 
moral character. 

The State Employment Commission 
of Maryland has been unusually suc- 
cessful in obtaining satisfactory em- 
ployes for this class of positions. Its 
test for hospital attendant covers two 
parts: Education and experience, which 
counts two fifths, and other qualifica- 
tions as determined by a personal in- 
terview, which count three fifths. Ap- 
plicants are not given the oral inter- 
view unless they have obtained a rating 
of at least 70 in regard to the complete 
statement of their education and ex- 
perience, which statement they have 
prepared at their homes without assem- 
bling at any special place. The fact 
zhat the competitors never all meet 
cogether is a characteristic of a “non- 
assembled ” test. 

To obtain a statement of education 
gnd experience the commission mails 
to persons making inquiry a blank 
form of “application for employment,” 
which is along the lines already men- 
tioned when discussing the technique 
of civil service tests. 

The personal interview is standard- 
ized and is intended to cover those 


factors which are not brought out in "- 


the statement. of experience and train- 
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ing. A more complete discussion of 
the standardizing of oral interviews in 
civil service tests appears later in this 
article under Section X. 


VILI. A Non-Assempiep TEST FOR 
HiGgH-SALARIED POSITIONS 


As an illustration of the manner in 
which competitive civil service tests 
may be conducted for various classes of 
professional positions, reference has 
already been made to the examination 
held by the Philadelphia Crvil Service 
Commission for chief of the Bureau of 
Surveys, with a salary of $8,000 per 
annuim.?° 

Some other high-salaried positions 
filled by competitive civil service tests 
are given in a footnote." 


10 In this instance the resulting eligible list 
contained the names of five persons found to be 
qualified for appointment: 


“A,” who had been identified wita the survey- 
ing and ating in the city of Philadelphia 
since 1883; beginning in a subordina-e position he 
advanced himself to the position of surveyor and 

ator 

‘B,” who was a graduate of Cornell University 
and had had considerable experience in Seo 
ing in vanous places throughout zhe coun 
He was early identified with the Water Supply 
and Filtration for the city of Philedelphia a 
occupied an executive position as principal as- 

tant e Ë, 

“C,” who was a graduate of Haverford Col- 
“lege, 1881. He has been identified vith the Sur- 
veying and Regulating work in Philadelphia 
since 1887 except for about a year as chief of a 
corps of engineers in the development of the 
sewer system of Los Angeles in 1888. Begin- 
mnz with the position of a assistant engi- 
neer he advanced himself through the various 
grades until he assumed charge as district sur- 
veyor in 1892, 

“D,” who was a draftsman and chief drafts- 
“man in the Bridge Division of the Bureau of 
Surveys and concerned himself with -he prepara- 
o of plans for bridges and abolishing of grade 

nor for several years. In 1907 he was ap- 
Poin assistant in charge of abolishing grade 
crossings, and since that time has hac responsible 
charge of this work. 

“E,” who had been in the continious service 
of the city since 1893. Beginning a£ an appren- 
tice he advanced himself through :he various 
‘grades until he became a division engineer. 


U Selecting one class of positions from each of 
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IX. A New “Tesrep” TEST For 
CLERICAL EMPLOYES 


In November, 1922, the United 
States Civil Service Commission con- 
ducted simultaneously m 428 cities 
throughcut the entire country a re- 
cently revised test for general clerk. 
About 7,000 persons competed and of 
these about 1,969 passed, from which 
number 118 down to March 1, 1924, 
have been appointed. 

In revising the clerical tests thereto- 
fore usec by the Federal Commission 
an effort was made to “test the test,” 
by first trying it out on a “control” 
group of existing employes whose rela- 
tive abilities had been studied and were 
believed to be known. By working 
out the “correlations” between each of 
the parts of the proposed test and the 
abilities of tais special group of old 
employes. it was found that certain 
parts of the proposed test were of 
greater velue than other parts in sifting 
out the “gcod” from the “poor” 
employes in the control group. By us- 
ing only those parts of the proposed 
test which ir this manner had high 
“correlation,” the test was tested be- 
fore it was put into use. 


e number of the civil service commissions of this 
country: 
By the Caltfernia State Commission: 
First ass stant physician, $5,100. 
By the Chicago Commisnon: 
City eng-reer, 88,000. 
By the Cincianati Commission: 
Building commissioner, $5,000. 
By the Los Angeles County Commission: 
Museum cirector, 85,000 to $6,000. 
By the Mary-and State Commission: 
Chief mins engineer, $5,000. 
By the New Jersey State Commission: 
p enzmeer, Bureau of Water, $6,000 to 
500. 
By the New York Municipal Commission: 
Examiner, Department of Education, $7,700. 
By the New Zork State Commission: 
Superinterdent of grain elevators, $5,000 to 
$7,500. 
By the Philadel ie Commission: 
Deputy chtet, Bureau of Highways, 86,000. 
By the Untiad States Commission: 
Agricultural economist, 85,000. 
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This revised clerical test is still in the 
experimental stage. The “control” 
group of employes used in testing tests 
should be those who as closely as pos- 
sible resemble the competitors them- 
selves, and doubtless the next step 
forward along these lines will be to 
secure a better control group, for, after 
all, a group of old employes may not 
prove to be the best available criterion 
for testing the effect of tests intended 
for new employes. 

Nevertheless, the principle is sound 
that “intelligence tests” or “mental 
alertness tests” or “psychological 
tests” should, whenever possible, be 
themselves tested by being tried out 
under standardized conditions on the 
best possible “control group.” 

It may be mentioned in this connec- 
tion that great care was taken in the 
revised clerical test to eliminate the 
possibility of more than one answer 
being right, and to so arrange the ex- 
amination papers that the correct 
answer will be placed in a particular 
place so that by the use of a stencil the 
accuracy or inaccuracy of the answers 
may be speedily determined. 


X. AN EXAMINATION INVOLVING 


(a) A Standardized Oral Interview 
(b) Ability to Interpret Laws and Regu- 
lations on a Particular Sulvyect 

Another recent product of the work 
of the Research Section of the United 
States Civil Service Commission was 
the examination for immigrant inspec- 
tor held on June 9, 1923, in which 1,166 
persons competed and 749 passed. 

This examination included three 
tests: 

(a) A test as to general intelligence 
necessary to complete a high school 
course. 

(b) A test to determine ability to 
interpret certain laws and regulations. 

(c) An oral interview to determine 
personal qualities. 
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(a) The first of these tests is still in 
the experimental stage and may or may 
not prove capable of being generally 
used. 

(b) The second was a test as to 
ability to interpret and.apply certain 
United States immigration laws and 
regulations. Instead of requiring the 
competitors to memorize these laws 
and regulations they were given at the 
time of the test a sheet of paper con- 
taining a number of extracts from these 
laws and regulations, and they were 
then asked questions involving their 
intelligent interpretation, use and ap- 
plication. This prevented the exami- 
nation from bemg merely a memory 
test. 

This type of test can be used to ad- 
vantage whenever the duties of a posi- 
tion involve the frequent use of a 
special body of laws or rules. 

(c) A standardized oral interview 
was added as a means of eliminating 
from consideration as eligible for ap- 
pointment any who passed the written 
test but who did not possess the per- 
sonal qualities necessary for success in 
the position. Six personal qualifica- 
tions were in regard to this position 
selected as being of controlling im- 
portance: i 

(1) Appearance: Physique, egdateoaace.” 

ess, carriage, posture, speech. 

(2) Personality: Tact, method of ap- 
proach, temperament, mannerisms, poise. 

(3) Originality: Initiative, resourceful- 
ness, aggressiveness, energy. 

(4) Observation: Keenness of percep- 
tion, ability to interpret and to understand, 
thoroughness of observation, tendency to 
analyze. 

(5) Judgment: Soundness of ideas, prac- 
ticability of opinions and suggestions: logic 
of conclusions. 

(6) Coherence: Ability to talk to the 
point and to observe logical order and con- 
nection in speech. C 

A plan of conducting the oral inter- 
view was laid out in writing, whereby 
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the candidate would first be placed at 
his ease so as to avoid artificiality and 
then engaged in conversation with the 
examiners on topics relating to his 
personal history and in general the 
service called for by an immigrant 
inspector. A graphic scale was con- 
structed, on which the examiners could 
express their judgment of the person 
examined in respect to each of the six 
qualities mentioned. 

Where an oral interview is used in 
employment tests it 13 of prime impor- 
tance that it be given under standard- 
ized ‘conditions. 


IX. CONCLUSION 


In this article an effort has been 
made to present briefly illustrations of 
different types of employment tests 
used in the selection and promotion of 
employes in the public service of: the 
federal, state and municipal govern- 
ments of this country. 

It is the belief of the writer that the 
technique of employment selection, as 
it has been and still is being worked out 
by the numerous civil service commis- 
sions and affiliated organizations in the 
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United States, is not only well adapted 
to meet tie requirement that “The 
best shall secve the state,” but that 
much of this technique and of the 
experienc? of these commissions is ca- 
pable of keing used, and in a steadily 
increased degree is actually being used 
by industrial corporations and private 
employers af labor in this country. 
Before th2 war relatively few private 
corporaticns used any form of test 
other then an oral interview given 
without standardizing the conditions. 
Not infrequently this degenerated into 
the “once over” by the foreman stand- 
ing at the gate and facing the Monday 
morning zrcwd in the front street. 

As far as we have been able to ascer- 
tain by questionnaires sent to the 
private 2mployers of labor, a clear 
majority o? the leading private con- 
cerns now us2 formal tests of some sort 
in select-ng future employes. 

The economy incident to careful 
selection of employes is perhaps a mat- 
ter of guess work, but the estimate of 
one careftl writer in the Quarterly 
Publicetion of the Statistical Associa- 
tion in March, 1923, suggests that it 
runs int> three figures for each employe. 


Personnel Equipment in Factory Inspection 


By Mary ANDERSON 
Director, Women’s Bureau, U. S. Department of Labor 


HE state factory inspector holds a 
key position in the administration 

and development of the standards 
which have been set up for the employ- 
ment of men, women and children. In 
the words of the International Labour 
Review, reporting the findings of the 
fifth session of the International La- 
bor Conference, the factory inspector 
has come in the modern state to be the pillar 
upon which the enforcement of much civili- 
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zation-saving legislation now rests, and one 
of the priccipal sources of improvement in 
the future. 

The importance of securing the right 
sort of personnel for a factory inspec- 
tion staf cannot be too strongly 
emphesized. It usually is a “poor 
workaan who blames his tools,” but in 
this cése tne entire object and function 
of tha acministration of labor laws can 
be completely defeated if factory in- 
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spectors, who are the point of contact 
between existing conditions and state 
standards, are not equipped and com- 
petent to interpret and enforce those 
standards with justice and intelligence. 


QUALIFICATIONS FOR Factory 
INSPECTOR 


In the present day of industrial and 
engineering development when, in 
many cases, regulations are necessarily 
extremely technical in character, and 
when each industry and almost each 
establishment presents a new problem, 
the interpretation of the state regula- 
tions becomes an important part of the 
factory imspector’s work? They can- 
not be mere automatons, counting exits 
or looking only for certain safeguards 
which are required by law. The In- 
ternational Federation of Working 
Women, in its resolutions adopted at 
the Vienna Congress in 1923, outlined 
the larger duties of factory inspection 
as follows: 


The inspectorate should not only have 
the duty of enforcing existing laws, but 
should act as inquirers and students report- 
ing on existing needs for full legislation, 
effects of present legislation, and generally 
keeping the ministry concerned fully in- 
formed as to working conditions. They 
should be its eyes and ears, technically and 
intellectually qualified to see and hear 
accurately, and in a position of independ- 
ence which would secure their incorrupti- 


bility. 


In addition to the specific technical 
and general knowledge of industrial 
conditions which is required of any 
good inspector, an additional part of 
their equipment must be the ability to 
judge of the importance and. signifi- 
cance of various situations from the 
point of view of the legal prosecutions 
involved. Although not often respon- 
sible for the actual conduct of a prose- 
cution, it is the inspector who furnishes 
the evidence and whose advice and 
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counsel must guide the enforcing au- 
thorities so that prosecutions shall not 
be undertaken unnecessarily or un- 
successfully. 

With such varied and fundamentally 
important duties it is obvious that the 
inspectors should be well equipped 
along several different lines. They 
should know industry as a whole and be 
familiar with the problems which are 
peculiar to the various industries or 
to special occupations. Sometimes 
knowledge of engineering and con- 
struction is needed; sometimes the re- 
quirement is for a detailed knowledge 
of matters relating to health or sanita- 
tion. Inspectors should be competent 
to advise and pss on conditions as 
found even when there is no measure- 
ment of requirements set by law. They 
should have knowledge and under- 
standing, not only of the working of 
the state laws, but of the purpose and 
intent of the laws as well. They 
should be versed in the standards 
and practices in the state. Because 
efficient and effective work is depend- 
ent upon the co-operation of the em- 
ployers, which in turn depends to a 
great extent upon the personality of the 
inspector and his understanding of the 
specific problems under discussion, it is 
important that the mspectors should 
be able to discuss such problems and to 
explain the application and purpose of 
the law. Inspectors should also have 
training and experience which would 
qualify them to make investigations 
and studies pertaining to any problems 
which may arise. They should be 
qualified and encouraged to make rec- 
ommendations and to take part in 
formulating policies and standards. 
In addition, too much emphasis cannot 
be placed on the need of personality 
and understanding which will invite 
end deserve the confidence of the 
workers. 


In discussing the qualifications for 
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factory inspector it is Important to 
remember that the requisites enumer- 
ated are not the exclusive property of 
one sex. So important has it seemed 
that women should take part in this 
kind of work that the Treaty of Peace 
contained the following clause: 


Each state should make provisions for a 
system of inspection, in which women 
should take part, in order to ensure the en- 
forcement of the laws and regulations for 
the protection of the employed. 


The recommendations of the Inter- 
national Labor Conference at its fifth 
session in 1923 went even farther in 
discussing this matter, saying, 

While it 1s evident that with regard to 
certain matters and certain classes of work 
inspection can be more suitably carried out 
by men, as in the case of other matters and 
other classes of work inspection can be more 
suitably carried out by women, the women 
inspectors should in general have the same 
powers and duties and exercise the same 
authority as the men inspectors, subject to 
their having had the necessary training and 
experience, and should have equal oppor- 
tunity of promotion to the higher ranks. 


How tro GET Quatre [INSPECTORS 


In brief, what we are trying to get for 
the personnel of the factory inspection 
staff are men and women of intelligence 
and experience, with a high integrity of 
purpose, with technical training, and 
with a broad enough understanding of 
industry and its problems to make 
them valuable consultants from the 
point of view both of industry and of 
the law-enforcing authorities of the 
states. Where can such people be 


. found? How can they be induced to 


enter this field of work? How can they 
be trained? Once secured and trained, 
how can they be kept? These are 
questions which are of great impor- 
tance to the administrators of indus- 
trial codes, as well as to the many 
citizens who are interested in seeing 
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high standards put into actual opera- 
tion in industrial establishments. 

There is nc clearly limited field of 
selection for parsons who are to engage 
in this work. The number of experi- 
enced fectory inspectors is so very 
small that it is not practicable to expect 
to make selections from an experienced 
group of workers. Instead, recourse 
must be hac to other types of training 
and experierc2 which afford some of the 
necessary background. 

One source of supply is the schools 
and colleges, which every year are 
turning cut persons with an academic 
or technica. equipment which should 
make themevaluable as inspectors. 
Training in engineering and construc- 
tion, farniliarity with industrial and 
labor prcblems, practice in methods of 
investigaticn and Inspection, are types 
of vocational training which can be had 
in such incustrial, investigational, re- 
search or sccial work, and these spheres 
of activizy should be looked upon as a 
definite source of supply for factory 
inspectozs. 

Another feld of supply which has 
not been very greatly developed can be 
found among the industrial workers 
themseives. Actual experience in in- 
dustry coupled with a certain amount 
of educsticnal background can provide 
a high *:pe of equipment for industrial 
inspection. In this connection the re- 
port adopted by the International 
Federation of Working Women in 
Vienna in 1928 makes a pertinent rec- 
ommendaticn: 


Special facilities for the recruitment of 
working men and women into the inspector- 
ate are needed. A certain number of years 
of emplcyment in a factory or other estab- 
lishment, together with a recommendation 
by a trade union, might be taken as an 
equivalent to the competitive examination 
in general subjects, which would probably 
be requ.red for ordinary applicants. The 
training and examination in factory law and 
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technical subjects should be the same for all 
recruits, and entrance be either wholly 
through competitive examination or 
through experience and examination. 


Whether or not the details of this 
recommendation are practicable, the 
fundamental idea behind it is sound. 
There is no doubt that the ranks of 
industrial workers can provide many 
people equipped with a technical 
knowledge and understanding of in- 
dustrial conditions which could be de- 
veloped into the highest usefulness for 
factory mspection work. 

It seems, therefore, that, although 
there is practically no source from 
which a supply can be had of inspectors 
who have been trained in the ectual 
conduct of factory inspection, there is a 
fairly wide field from which can be 
drawn persons whose training or ex- 
perience has been along kindred lines. 

The selection of individual inspectors 
is a more serious problem than the de- 
marcation of the field from which se- 
lection shall be made. Of course the 
most fundamental and vital principle 
in this connection is that this selection 
should be made through Civil Service 
examination. We all recognize that 
the Civil Service has many drawbacks, 
but, even so, there is no alternative be- 
tween this and the evils resulting trom 
other systems which permit political 
patronage to govern the appomtment 
of persons to positions-which should be 
filled only by technically qualified ex- 
perts. 


CIVIL SERVICE REQUIREMENTS 


The use of the Civil Service for the 
appointment of factory inspectors 1s 
not very general in the various states. 
In certain places, however, it has keen 
tried’ with success, and the qualifica- 
tions required by certain of those states 
are representative of the kind of se- 
lection which should yield excellent 
results. In Massachusetts, New York 
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and New Jersey the inspecting force of 
the departments concerned with en- 
forcing factory laws have been for 
many years under Civil Service. In 
Massachusetts the Civil Service Law 
has been in effect since 1884, in New 
York since 1883, and in New Jersey 
since 1908, so the practices in these 
states can be accepted as having stood 
the tests of experience. While other 
states have equally significant regu- 
lations, a discussion. of the methods in 
vogue in these three states will suffice 
as an illustration of the subject. 

In Massachusetts where the act 
creating the first factory inspectors was 
enacted in 1877, and the Civil Service 
Law went into effect in 1884, the com- 
missioner, the associate and assistant 
commissioners, and the directors in 
charge of the different divisions of the 
department, are appointed officers. In 
1922 a law was passed allowing the 
Commissioner of Labor to appoint ex- 
perts for ninety-day periods, without 
Civil Service status. All of the in- 
spectors, however, must pass Civil 
Service examinations for either indus- 
trial imspector or industrial health 
inspector. A recent examination for 
“industrial inspector (male),” held on 


January 10, 1924, gave the following - 


requirements for the position: 


Applicants should be familiar with the 
statute law relative to making work places 
safe for employes. This would include the 
safeguarding of machinery and the instal- 
lation of local exhaust systems for the re- 
moval of dust, fumes and gases likely to 
cause occupational disease. Practical ex- 
perience in sanitation, ventilation and 
factory lighting is essential. Applicants 
should be familiar with the labor laws of 
Massachusetts and the rules and regula- 
tions adopted by the Department of Labor 
and Industries. 


In this examination, training and 
experience had a weight of 4, practical 
questions 3, and personality and fit- 
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ness, as determined by an oral inter- 
view, 3. 

The position of industrial health in- 
spector had somewhat higher require- 
ments than those just outlined. The 
fact that the most recent examination 
for this position was held in July, 1918, 
makes its requirements of le3s immedi- 
ate significance. Nevertheless, they 
give a valuable outline of tke basic in- 
formation needed for such work. 


Applicants for this position should, 
through training and experience, be conver- 
sant with modern methods of factory sanj- 
tation and hygiene, and have a knowledge 
of all other matters relating to the health 
and safety of employes in all employments 
and places of employment, including tene- 
ment-house workrooms, and should be 
qualified to investigate end suggest neces- 
sary changes and improvemenis in any or 
all employments or pleces of 2mployment 
for the purpose of preventing -ndustrial or 
occupational diseases and industrial acci- 
dents among employes. They should be 
able to present in court the acts of any 
given case in an intelligible and convincing 
manner. The statute requires that “In- 
dustrial health inspectors shall be persons 
admitted to practise medicine in this com- 
monwealth or persons especially qualified 
by technical education in matters relating 
to health and sanitation.” 

The subjects of examination with their 
respective weights are a3 follows: A sworn 
statement of training and experience (5); 
report writing (1); practical questions (6); 
total (11). The practical questions will 
aim to test applicants’ know edge on the 
following subjects: (a) Methods of factory 
sanitation and hygiene; (b) ventilation, in- 
cluding air analysis and the principles of 
dust and fume removal; “c) industrial hy- 
giene, including accident preveation and the 
causes of occupational diseases and the 
methods of their prevention; (d) water sup- 
plies and waste disposal; (e) housing, with 
special reference to tenement-house work- 
rooms; (f) knowledge of the laws under the 


) jurisdiction of the State Board of Labor and 
? Industries. 


Applicants are required to obtain at least 
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65 per cent in experience and in practical 
questions. 

Successful applicants will also be given a 
physical examination. 


It will be seen in both of these ex- 
aminations that a heavy weight is put 
upon experience and training, without 
stipulating in detail what such experi- 
ence and training shall be. 

In New York, where the act creating 
the first factory inspectors was passed 
in 1886, three years after the enactment 
of the Civil Service law, very much the 
same type of requirements are stipu- 
lated for the position of factory in- 
spector. The latest examination for 
factory ispettor was held in May, 
1923. The Civil Service Commission’s 
announcement of this examination 
stated taat: 


Applicants should have the equivalent of 
a good cammon school education—a general 
understanding of the theory and purpose of 
the State Labor Law and Industrial Code 
relative to the employment and hours of 
labor of children, male minors and women; 
sanitary conditions and conveniences; ele- 
vators, machinery, reporting accidents, 
construction and lighting; maintenance and 
occupancy of buildings; fire prevention, 
fire safety requirements and exits. They 
should have shop or factory experience or 
other experience sufficient to make them 
thoroughly familiar with factory conditions 
along tke line of the subjects stated in 
preceding paragraph [sentence]. 
They should be able to make investigations 
and to report accurately and with discrimi- 
naticn on facts and conditions. 


It also gave the relative importance 
of the requirements: 


Subjects of examination: 

Questions on the labor law and industrial 
code3,—and questions on the nature and 
methods of factory and tenement work in- 
spection, relative weight (4). 

Experience, education and personal fit- 
ness, relative weight (6). 


In discussing the type of experience 
needed, this is the only one of the three 
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states which has put any emphasis on 
previous industrial employment. The 
notice quoted below gives the following 
explanation of what sorts of experience 
will give the applicant credit: 


In marking experience due weight will be 
given to age and to experience in mechan- 
ical trades, in the operation of factories or 
mills or any other employments, especially 
related to the work of the position and to 
ability to speak languages other than Eng- 
lish, 


As in Massachusetts, this New York 
examination gives a heavy weight to 
training and experience, and what sort 
of experience is acceptable is indi- 
cated. ° 

In New Jersey, where a section of the 
law passed in 1912 stipulates that the 
assistant commissioner of the Depart- 
ment of Labor and all of the factory 
inspectors come under the Civil Service 
Law, the most recent examination 
(April 6, 1922) outlines the following 
requirements: 


(1) Common school education. 

(2) Three years’ experience in factory 
and general building construction, mainte- 
nance and operation, or in work considered 
by the Civil Service Commission as equiva- 
lent in character and standard. 

(8) Knowledge of New Jersey Work- 
men’s Compensation and Explosive and 
Mining laws. 

(4) Sound physical condition with no 
disabling defects. Desirable age, 25 to 40 
years. (Candidates not within the desired 
age limit will be admitted, provided they 
possess all other required qualifications.) 


The weights given the various factors 
were: Experience and training (4); 
questions on the duties of the position, 
including knowledge of the laws gov- 
erning the department, artificial light, 
installation of fire alarm systems, 
safety devices, etc., also problems in 
computation of areas, volumes, height 
of buildings, blue print reading, ete. (4); 
. oral test (2). 
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QUALIFICATIONS For THE WOMEN’S 
Burrau 
It is obvious from the foregoing 
quotations that there has not been 
made any very great attempt toward 


` delimitation of the actual field of expe- 


rience from which factory inspectors 
could be drawn. It is probably wiser, 
in holding a general examination of 
this sort, not to make experience qual- 
ifications too definite, as by doing so 
especially desirable applicants with 
unusual experience might be shut out. 
It is, however, sometimes necessary, in 
conforming to Civil Service regulations, 
to go into greater detail. In this con- 
nection the examinations which have 
been held by the Women’s Bureau of 
the United States Department of Labor 
to secure special agents for field in- 
vestigations give some data which show 
more definite attempts at exact de- 
scription of the training and experience 
which is acceptable for such work. Al- 
though the bureau’s agents have no law 
to enforce and their function is very 
different from that of state factory in- 
spectors, their work requires fairly 
similar qualifications. They must be 
familiar with working conditions and 
standards for many different indus- 
tries. They must understand the 
problems peculiar to different oceupa- 
tions. They must be able to handle 
pay-roli information and they must be 
able to enlist the co-operation of both 
employers and workers. In these 
ways, therefore, their qualifications 
are much the same as for factory in- 
spectors. The prerequisites of educa- 
tion and experience for eligibility to the 
examination for special agent in the 
Women’s Bureau are: 

(a) A grammar school education or its 
equivalent and at least one year of practical 
experience in industry as a wage earner in 
an industrial occupation in a position in- 
volving responsible contact with conditions 
affecting women in industry. This experi-, 
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ence must include such definite responsi- 
bility for dealing with labor problems as to 
give evidence of the candidate’s ability to 
discover and interpret facts with accuracy 
and insight. A course in a professional 
training school for social, civic, or industrial 
work, if it has included practice work in 
labor problems of a kind satisfactory to the 
commission, will be accepted as a type of 
experience required. 

(b) Educational training, including 
courses in economics and labor problems, at 
least equivalent to that required for a 
bachelor’s degree from a university or col- 
lege of recognized standing as represented 
definitely by the awarding of 118 or more 
hours of credit in a standard college course, 
and six months of the year of experience 
called for in section (a). Practical experi- 
ence and education are weighted 50 in a 
total of 100, and the results of a written ex- 
amination make up the other 50 points. 

The bureau’s experience has been 
that these requirements yield candi- 
dates who are very satisfactorily 
equipped to carry cn the investiga- 
tional work of the bureau. 

Although any of the examinations, of 
which details have just been given, may 
establish a register of acceptable appli- 
cants, no one of them guarantees that 
the appointees shall be actually expe- 
rienced in the work of factory inspec- 
tion and law enforcement. It is 
necessary, therefore, to recognize the 
fact that there must be some definitely 
planned system of instruction through 
which new appointees can be made fa- 
miliar with the technique and routine 
of their duties. 

In the Women’s Bureau such train- 
ing is given by the person who is in 
charge of the field investigations upon 
which the new agent is to work. The 
new employe is accompanied on her 
visits to factories by a more experi- 
enced agent, and her schedules are 
carefully gone over by the supervisor, 
Omissions pointed out and the necessity 
for completeness explamed. Not until 
her work shows that she is sure of her 
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technique i3 she left to her own devices 
to make her inspections and draw her 
conclusions independently. 

A care-ally-thought-out system of 
training developed for the benefit of the 
factory inspectors of New Jersey allows 
the inspectors to develop their own 
methods of inspection, but once a 
month it provides for a meeting of the 
Commissioner of Labor, the heads of 
some of the bureaus, and the factory 
inspectors Sometimes these meetings 
are given “1p to discussion of problems; 
sometimes lectures are given, and the 
inspectors are required to write papers 
on the lectures. Occasionally the in- 
spectors are called on to furnish mate- 
rial looking toward the formation of 
new codes or the revision of old ones. 
By means of those meetings the in- 
spectors are educated in the technicali- 
ties of their work. 


Neep For ADEQUATE SALARIES 
AXD PROMOTION SYSTEM 


In spite, however, of the most careful 
systems of selection and training of 
applicants, there will be little likelihood 
of maintaining an adequate and satis- 
factory staff unless there is a proper 
inducement offered in the way of salary 
and promotion. The work of an in- 
spector involves many hardships and 
much physical strain, and requires 
technically-skilled people. In justice 
to the importance of the work and to 
the loyalty and interest of the inspect- 
ing staff, salaries should compare favor- 
ably with those paid for similar 
technica. positions in other fields. It 
is not possible to set one definite salary 
scale fo> factory inspectors. Condi- 
tions ard cost of living vary in different 
parts o? the country; the technical re- 
quirements of the position, its duties 
and responsibilities, may also vary. 
But a zomparatively high salary is 
essentia. if an adequate staff is to be 
maintained. 
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Even an established salary rate at a 
fairly satisfactory level is not enough, 
however, for the development of the 
profession of factory inspection. It is 
essential that there should also be's 
system of promotion which shall hold 
out a prospect of advancement and 
increased responsibility. The Wom- 
en’s Bureau has found that with a 
salary of $1,800, and $4 a day while 
in the field, it has been possible to se- 
cure satisfactory agents, but, because 
Congress has imposed a salary restric- 
tion which does not permit of any ad- 
vancement above this rate, there has 
been a very considerable turnover 
among the agents, who, as their expe- 
rience increases and they become of 
greater value to the bureau, find more 
remunerative positions outside of the 
Government. In this way the bureau 
really serves to a certain extent as a 
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training school for this type of worker, 
which is a valuable function, to be sure, 
but not the one for which the bureau 
was created. 

In the state of New Jersey, there are 
four grades of factory inspector, each 


‘grade carrying a somewhat higher rate 


of pay. Promotion through these 
grades is attained by length of service, 
examination, and generally efficient 
work. Such a system as this, which 
guarantees under the Civil Service 
permanency and freedom from political 
pressure, which provides training, and 
which holds out a future of widened 
responsibilities ard increased salary, is 
the only system which will ensure for 
factory inspection a personnel equip- 
ment adequate for this work, which 
is the vital part of any program 
for the betterment of industrial condi- 
tions. 


Basic Principles of Personnel Management in 
Government Economy 


By Haney S 


. DENNISON 


Dennison Manufacturing Company 


NHE consideration given by citizens 
to the management of their gov- 
ernments almost always starts with 
several comfortable assumptions based 
only partially upon fact: (1) that 
private undertakings ‘are efficiently 
managed, free from internal politics, 
sudden changes of policy, and in- 
competent office-holding; (2) that gov- 
ernmental departments are full of 
incompetents and loafers; (3) that 
economies can practically always be 
effected by appropriating less money 
and discharging more people; and (4) 
that government and private business 


and publie activities, and who have 
open minds to make the proper 
analyses and scientific comparisons, 
usually discover that the difference 
between a large organization and a 
small one is much greater than the 
difference between a governmental 
organization and one under private 
control; and that between government 
and private enterprises of comparable 
management and nature there are more 
significant resemblances than differ- 
ences. 


APPEAL OF Farse ECONOMIES 


are in all respects opposite. 
As a matter of fact, men who have 
had a fair chance to study both private 


It is well known in private industry / 
that it is possible to be penny wise and ` 
pound foolish; to make economies of 
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a negative sort that 1n final cost outrun 
the wildest extravagances; that it is 
possible to be too extravagant in over- 
head but also to save so many dollars 
in overhead that for every one saved 
there is a loss of ten under foot. A 
department running fairly well can 
always get along without a part of its 
management for a short time, but it 
won’t continue to run as well with part 
of its leadership cut off. Here is an 
insidious source of false economies, 
because so few people can resist the 
appeal of the next few weeks in favor 
of the months far beyond. 

There is hardly a branch of private 
industry or of the Government in which 
important true economies cannot be 
made if worked out thoughtfully and 
in a constructive frame of mind, rather 
than noisily and superficially. But 
there is no branch in which extravagant 
false economies are not showy and 
easy to make—where meat-axe econ- 
omizing cannot lose more than years of 
good management can recover. 


PsycHoLoGy oF Economy 
MEASURE 


When a plan for true economizing 
has been developed, another pitfall 
remains; for the best scheme of 
economy can be put into effect in such 
a way as to cost more by injured 
morale than it saves. An undue 
suddenness—a failure to realize that 
minds can never turn sharp corners 
without racking—will set up a wonder, 
a fear, then a doubt and resentment 
which more thoughtful methods might 
avoid at rich profit. 

Anyone knowing human nature, and 
realizing that those who fill the posi- 
tions of government service are human 
beings, can appreciate the reaction of 
the employe under a so-called régime 
of economizing. Seeing merely part 
^ of the true need for economy, it can 
appeal to him only as a campaign to 
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make him carry heavier loads, or to 
force him out of employment altogether 
in order that some individuals and 
corporaticns better off than he shall 
be savec. some dollars of taxes. To 
meet thts inevitable reaction and to 
broaden :i into a deeper understanding, 
and to make wider and more directly 
effective any of the measures at- 
tempted for economy, there must be 
means devised for meetings and con- 
ferences, for the mutual education of 
those who must carry through economy 
measures and those who must live 
under them. 

But if economizing is threatened with 
subtle loss through the operation of 
morale, so is it offered golden chances 
for gain ~hereby. The simple hope of 
release from the Hitchcock-Burleson 
tradition in the Post Office Department 
effected a true economy of a cumula- 
tive sor:. the fullness of which is only 
at the beginning of its realizations. 
Let any single postmaster be changed 
from bungler to clean-cut leader and 
overnight, before actual money can be 
“saved,” service given for the same 
dollars can jump 50 per cent. 


THE INTERNAL GOODWILL ACCOUNT 


In the days of our rapid expansion, 
when men held their own by quick 
thinking rather than deep thinking, 
it was 2asily assumed that nothing in 
the workers’ hearts or minds mattered; 
proper supervision, “good old-fash- 
ioned bossing” would get out of them 
all there was to be had. Supervision 
we must certainly have. At home or 
at worx few can do well without it; 
but under leadership we do twenty 
times better. 

So tke best and most permanent 
economiming makes certain that it 
provides for the sort of organization 
within which leadership is most likely 
to grow. It will avoid the cheap-and- 
easy curse of lopping off help and 
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hoping the remainders will make it up 
somehow; it will avoid saving salaries 
and sacrificing all chance for structural 
improvements; it will aim specifically 
at the Internal Goodwill Account,— 
the most difficult and most profitable 
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field for economies. In short, any 
measures of economy in large govern- 
ment departments must take into full 
account the basic principles of person- 
nel management or they are fully as 
likely to waste as to save. 


The Federal Civil Service Retirement Law 


By Joan T. Dora 
Secretary, United States Civil Service Commission 


HE soldier bonus and military 

pensions have lost somewhat of 
their high estate in patriotic fervor. 
The heart of the nation is still warm in 
gratitude to those who served on the 
field of battle.or in sheltered depart- 
mental duty; but there is a failure in 
tangible means of expression. Mili- 
tary pensions never had a scientific 
basis, and the Federal Retirement Act 
of May 22, 1920, providing annuities 
for the old age of more than 400,000 
civil employes, is lacking in protection 
and forethought. The nature of the 
federal retirement system needs to be 
studied so that enormous obligations 
will not be unwisely incurred, and safe- 
guards devised for its administration 
in order that gratuities will not be 
handed out indiscriminately nor the 
younger employes unduly taxed for 
the support of annuitants. 


METHODS AND REQUIREMENTS 


The Federal Retirement Law pro- 
vides! a method of co-operation among 
the employes under the benevolent 
administration of the Government with 
` the implication that the Government 
will in time make good the inevitable 
deficiency. The method has the vice 
of the old tontine system in postponing 


1¥or a digest of this law see page 348.— 
Eprror. 


a reckoning. The law was drafted by 
the employes after a third of a century 
of effort with Congress, and of necessity 


represents a compromise between the , 


conflicting views of the younger and 
older employes on the one hand and 
certain prejudices of Congress on the 
other. 

, The Retirement Act applies to classi- 


fied permanent employes, including. 


those who are in excepted positions 
with a classified status; laborers who 
are subject to labor regulations; em- 
ployes of the Superintendent of the 
Capitol, Library of Congress, Botanic 
Gardens, and municipal government 
of the District of Columbia. 


It requires deductions of 24 per cent 


from salaries, and provides annuities 
not exceeding 8720 per annum, the 
amount depending upon length of 
service and average salary for the last 
ten years. No employe can draw 
annuity who has not .served fifteen 
years. ‘Total disability not due to mis- 
conduct entitles to annuity as does in- 
voluntary separation of employes 
fifty-five years of age. Mechanics, 
city and rural carriers and post-office 
clerks are eligible for retirement at 
sixty-five, railway postal clerks at 
sixty-two, and all others at seventy. 

_A refund of all deductions with in- 
terest is due to any employe or his legal 
representative if he passes out from 
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under the Retirement Act by separa- 
tion, transfer or death. 

The system is not thus far “a raid 
on the Treasury,” since the annuities 
have been paid wholly from the com- 
pulsory reservation of salary. On 
June 30, 1923, $37,367,768 had been 
contributed and $25,510,289 remained 
to the credit of the fund. The time 
is not remote, however, when the tax- 
payer must also contribute, since the 
reservations from salary are insufficient 
for ultimate solvency, although the 
maximum, annuity is only $720 and 
the average annuity less than $500. 


EXPEDIENCY OF PENSIONS 


Civil pension systems are prevalent 
throughout the world, beginning with 
the Council of Chalcedon in the fifth 
century, and, in the Western Hemi- 
sphere, with the Grand Trunk Railway 
in 1874. Our own country was the 
last of the great civilized nations to 
make provision for superannuation 
in its federal service. In 1923 a special 
committee of the Canadian Govern- 
ment reported: 


It is admitted by all who have investi- 
gated civil service conditions, not only in 
Canada, but in other countries as well, 
that a superannuation scheme is an essen- 
tial part of the regulative machinery. 
This conclusion is in accord with the experi- 
ence of private corporations in dealing 
with large groups of employes, 

Pension systems have broad eco- 
nomic and social aspects. They pre- 
sent an exceedingly complex problem. 
In the case of the public service the 
problem differs from that in private 
industry, as do also the supporting 
reasons. While pensions involve large 
ultimate obligations, the financial as- 
pects may be less important than the 
ultimate effects upon the worker, his 
efficiency, his material well-being and, 
more vital still, his character, the possi- 
bility of diminishing the qualities of 


self-reliance, thrift and even self- 
respect. 

The element of expediency, it is gen- 
erally assumed, is the controlling factor 
in industrial pensions. Labor feared 
the Greeks bearing gifts and looked 
askance upon pensions given by the 
employer. Their use was regarded as 
an attermpt to “chain the worker to his 
job,” to prevent or hinder unionization, 
to influence the workers to accept low 
wages and disagreeable conditions of 
employment and to effect disciplinary 
control, thus deterring strikes and 
activitizs displeasing to the manage- 
ment. 

It would bè Phariseeism to say that 
either mcdustry or Congress, in making 
provision for superannuation, is pri- 
marily moved by considerations of hu- 
manity or a desire to reward long and 
faithful service. Payments to insur- 
ance funds are made chiefly or wholly 
out of wages and are deferred pay. 
This article will show that for a cen- 
tury Congress resisted humane con- 
siderations and yielded to the pressure 
for a retirement system only when 
drastic measures failed and it was plain 
that superannuation could not other- 
wise be avoided. In government even 
more than in private industry a retire- 
ment system, just alike to the Govern- 
ment and to the employes, is in the 
interest of economy and efficiency. 
In private business there is no neces- 
sary 2oddling of the employe in a hu- 
mane desire to provide for his old age 
and to reward long service. Pensions 
are ictended rather to stimulate the 
good will and effort of the active force. 
to reduce labor turnover, to further 
discialinary control, to give stability 
in addition to the day’s labor. While 
these reasons also apply in a degree to 
the œvil service, there are strong rea- 
sons for pensions in that service which 
do nct operate in private business and 
whick it is important to understand. 
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RECOGNITION OF NEED FOR A PENSION 
SYSTEM 


The superannuated employe in the 
civil service began to be a familiar, 
albeit a rhetorical figure, long before 
we had a classified civil service.? Par- 
ton states that as early as 1829 clerks 
appointed by the early presidents had 
grown gray in the service and, if re- 
moved, were beggared and helpless. 
In 1845 a committee of the House of 
Representatives reported: 

The list of officers becomes a pension 
roll; the public departments are sought to 
be converted into national poor-houses. 


The committee stated its belief that 
the remedy “is to be found in limiting 
the official term to a period so short 
that the incumbents will hardly be 
able to forget that they are once more 
to become private citizens.” Four 
years later Postmaster-General Col- 
lamer formulated a bill for the pension- 
ing of civil service employes to relieve 
superannuation. 

Prior to 1861 army officers did not 
have pensions nor a life tenure, but 
were dependent for retention upon the 
forbearance of the Executive. The 
establishment of a pension list and 
stability of tenure proved of great 
benefit to the military and naval serv- 
ices, promoting good behavior and a 
high moral and professional standard. 
The same motives of self-interest in 
good behavior thus established in the 
military service should be operative 
in the civil service, and Congress might 
well have applied the same principles. 
They tend to a professional standard, 
in that continuance in office is made to 
depend upon efficiency and character. 
Tf free from anxiety as to his support 
in old age, the employe may devote 
all his energies to a career of public 
usefulness. 

In 1864 Senator Nesmith charac- 


2? Note Parton’s L4fe af Jackson, Vol. 3, p. 211. 
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terized the Mint at Philadelphia as “a 
sort of pauper house for broken-down 
politicians.” In 1870 Senator Matt 
Carpenter spoke of the departments as 
“great infirmaries for paupers,” and 
added: 

If any man has served the country so 
long as to be entitled to a living at its 
hands, let us meet that question like men 
and give him a pension. 


A debate took place in the Senate in 
that year on the establishment of a 
Civil Service Relief Fund, in the course 
of which Senator Davis said: 


It would be a greet office of humanity 
to many old and decrepit clerks who have 
wasted and worn out their days and their 
strength in the service of the Government. 


Senator Cockrell said that the serv- 
ice could be 


improved by the discharge peremptorily, _ 


without any cause being assigned, of quite 
a large number of the fossils infesting the 
departments and perfo-ming no real service. 


Representative Butterworth, in 
1890, after drawing a painful picture 
of old soldiers retained as clerks “who 
bear on their bodies the evidence of 
good service,” said: 

We deem it important that Congress shall 
at some time indicate its desire in the mat- 
ter of continuing these worthy employes, 
how and where they are to be continued 
and at what rate, for they served the coun- 
try worthily and well and are entitled to 
consideration. 


The conditions in the service which 
rendered retirement legislation neces- 
sary were illustrated in a “hurried and 
superficial” examination by a com- 
mittee of Congress in 1890, in which 
$97 employes were found in the depart- 
ments at Washington wholly or partly 
inefficient, but drawing salaries amount- 
ing to $450,000 a year. It was termed 
“a rapidly growing civil pension list,” 
but Representative Cannon maintained 
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that there were fewer incompetent 
clerks in proportion to the total num- 
ber than there had been in twenty or 
thirty years. In the debates in Con- 
gress of that period the service was re- 
ferred to as an ‘‘almshouse, an asylum 
where the aged and infirm luxuriated, 
constituting a venerable reserve force 

° incapacities.” It was said that the 
s. yice was infested by fossils who per- 
formed no real service. It was be- 
lieved that the Government was paying 
from a half million to a million dollars 
annually in what was a virtual pension 
system. The public might well have 
borne the entire expense of pensioning 
this venerable force as a measure of 
efficiency, since the heads of depart- 
ments did not have the heart to 
discharge them. Postmaster-General 
Wanamaker advocated retirement with 
a year’s pay. Their retention worked 
great indirect harm in clogging and 
slowing up the Government machine. 
Promotions were‘blocked to ambitious 
employes, as vacancies rarely occurred 
in the higher and better paid positions. 
It was said that the tree had become 
dead at the top. 


Fear oF Lire TENURE In OFFICE 


For nearly a century the evils of 
superannuation were evident to Con- 
gress, but it was unwilling to provide a 
remedy other than by compelling dras- 
ticremovals. ‘The adoption of a sound 
and humane measure was delayed by 
an erroneous belief that a pension list 
is the natural outgrowth of a civil 
service practice which insures compara- 
tive permanence of tenure. As against 
this view of the effect of a tenure de- 
pendent upon good behavior, we have 
the testimony of Representative Can- 
non in 1890 that superannuation had 
become proportionately less following 
the civil service law of 1888. Repre- 
sentative Brosius said, in 1896: 
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A very erroneous idea prevails In some 
quarters <hat, the merit system contem- 
plates a life tenure in office. The only 
tenure krown in the merit system is the 
“‘efficienzy” tenure. The only life tenure 
ever kncwn in our civil service was under 
the spoils system, where political influence 
could keep = man in office after he ceased 
to be edicient. From the standpoint of 
the merit system there is no reason for 
placing a man in office and for continuing 
him in oce except that he is efficient in 
the performance of his duties. ‘This is the 
spirit of civil service reform and it would 
be given full effect in practice if reform 
methods prevailed within the service. 


The coctrine of rotation in office has 
been urged of late years as a cure for 
the evils of superannuation without 
the expense of a retirement system. 
No lorger ago than 1896 the platform 
of a national party declared against 
“life =anure in office” and favored 
“fixed terms of office.” In 1912 Presi- 
dent Tafi vetoed a bill fixing seven 
years gs 3 term for employes in the 
classifed service. The question of 
civil pensions had arisen to disquiet 
those who cherished the ancient and 
inhericed fear of an _ office-hclding 
oligarceany It was said that the in- 
evitalde result of a civil pension would 
be ax intrenched body of employes 
fixing their own standards of duty. 


InDIRECT PROVISION FOR PERMANENCY 
oF TENURE 


The merit system of appointments, 
although it makes no direct provision 
for permanency of tenure, operates to 
secur2 it by taking away the motive 
for makiag removals for arbitrary rea- 
sons. An employe is subject to dis- 
missel az any time, but his successor 
may aot be appointed through per- 
sonal or political favor. 

Tc this extent the Civil Service Act 
has 2rcmoted permanency, and a 
smaller proportion of persons are re- 
movel from the competitive classified 
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service than from other parts of the 
service. In order to secure justice in 
making such removals it was further 
provided by statute that the appoint- 
ing officer must give his written rea- 
sons, with proper notice and an oppor- 
tunity for written answer, to the person 
proposed to be removed, and that re- 
movals should only be made for such 
reasons as would promote the efficiency 
of the service. It is evident that, 
under this rule, rigidly enforced, no 
person ought to be retained in the pub- 
lic service whose dismissal 1s required 
in the interests of good administration. 
But it 1s also true that, from humane 
considerations, appointing officers will 
be reluctant to dismiss those who have 
become superannuated or otherwise 
incapacitated where hardship will 
result, and especially in cases where the 
employes have served the Government 
faithfully for many years. Some em- 
ployes were kept on for sentimental 
‘reasons, regardless of their lack of eff- 
ciency, and others were kept because 
of the inefficiency of their superiors. 
The merit system as embodied in the 
Civil Service Act was not to blame for 
these results. 


Connirions FoLttowine Crvi War 


Following the Civil War a large pro- 
portion of appointments were naturally 
of soldiers of that war. The statutes 
as well as public sentiment gave them 
preference. Many of these soldier ap- 
pointees rendered very valuable service 
and reached high positions. Appoint- 
ing officers who did not have ice in 
their veins would not remove or reduce 
them when they reached advanced 
age, although Congress had passed 
acts aimed against an indirect pension 
system. In 1899 Congress passed an 
act forbidding the establishment of a 
civil pension roll or an honorable serv- 
ice roll, or the exemption of any of the 
employes from the existing laws re- 
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specting employment. In 1890 it 
made it the duty of heads of depart- 
ments to report each year to Congress. 
the number of employes in each bureau 
and office and the salaries of each who 
were below a fair standard of efficiency. 
In 1904 an act was passed forbidding 
the payment of selary to persons in- 
capacitated other than temporarily. 
It was further urged that employes 
should be compulsorily dropped on 
reaching 65 or 70 years of age. These 
acts for the most part proved dead 
letters. f 

Some of the experiences of officials 
in enforcing these statutes gave pause 
to removals. Eugene Ware, when 
Commissioner of Pensions, testified 
befare a Committee of Congress: 


There was an old man in the Bureau 
who was so thoroughly inefficient that I 
concluded to dismiss him. He was over 
aighty years of age, and I had the papers 
on my desk ready to issue when the next 
morning, before the dismissal could take 
place, he dropped dead, and it scared me. 
If I had issued the order for his dismissal, 
it might have been charged that I inhu- 
manely murdered him. I have not been 
eble to bring my courage up to the point 
of dismissing any of those very old people. 


Another bureau head, in obedience 
to statute, dropped three aged em- 


ployes. One died within a few weeks, 
another within two days, and the third, 


-an old soldier, shortly thereafter killed 


himself, It is the grim, silent tragedy 
of the superannuated man. 

What solution does the retirement 
law provide? Does it produce economy 
in public expenditure? Is it mere phi- 
lanthropy or the precursor of dreaded 
civil pensions ad infinitum? 


Low Pay Maxkss Savines [MPOSSIBLE 


No general efficiency system of em- 
ployment had been put in force before 
the adoption of the Retirement Act 
which would discover incapacity and 
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compel removals. Salaries, following 
the rise in the cost of living, were not 
generally increased proportionally, and 
it became difficult or impessible for the 
federal employe to provice for his old 
age. If salaries had been increased 
and employes enabled to provide insur- 
ance for themselves, the superannua- 
tion problem would have found amelio- 
ration; and if each candidate for em- 
ployment had been required to take 
out a policy with an insurance company 
and maintain it during his service, & 
cure would have been provided. Em- 
ployes would have thus keen protected 
against the evils of superannuation 
while each would bear the burden of 
providing for himself. 

Some paternal system became inevi- 
table, since removal statutes could not 
be enforced, civil pensions were abhor- 
rent, and, owing to the tenacity of the 
spoils system, scientific p2rsonnel meth- 
ods were apparently impossible of 
adoption. 

The retirement law Las created an 
irrevocable system, since the Govern- 
ment has definitely embarked on the 
policy of acting as a savings bank and 
insurance company for its employes. 
It is now a part of the contract of hir- 
ing. There may be nc moral obliga- 
tion resting upon the Government to 
enter upon a measure for providing an 
annuity for the support of its superan- 
nuated employes, but as a practical 
matter there is no other recourse than 
compulsory contributions from salaries 
to rid the service of accumulated 
superannuation and guard against its 
recurrence. 

In the old-fashioned days it was 
thought to be one’s duty to save. If 
engaged in business a man was ambi- 
tious to become a capitalist, at least in 
a small way, and if in the government 
service he of necessity saved against the 
day when a change of party might oust 
him. Neither of these motives longer 
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controls. The employe has less hope 
and less osportunity to become a, capi- 
talist. He is apt to spend his days in 
the saleried class, and with more secure 
tenure, but a salary usually below the 
necessities of his station in life, the 
federal employe cannot, or at least does 
not, make provision for his old age. 
The theory that he ought to save is 
iridescent. The fact is that he does 
not. Fe young men or women enter 
the federal service with a definite in- 
tenticn of making it a career. The 
average salary of less than $1,500 and 
the lack of opportunity for promotions 
are not inviting. The higher and more 
desirable positions, by the irony cf fate, 
are not filled by promotion, as in the 
business world, but continue to be 
political patronage, and political influ- 
ences are an element of inefficiency 
and corruption that discourage merit. 
The average employe remains in the 
service through inertia. The saying 
that “few die and none resign” con- 
tains the true implication that only 
the rare bird ever retired. ‘The poor- 
house tco often was a final refuge when 
some appointing officer was at last re- 
luctantly compelled to drop an employe 
who, however useful in his time, had 
passed mto decrepitude. 

The federal employe acquires skill 
and knowledge which, as a rule, have 
no counterpart or market outside the 
government service. A clerk in a post 
office, for example, acquires a knowl- 
edge of schemes and routes of distribu- 
tion and an expertness as a sorter which 
render him valuable to the Govern- 
ment. But he cannot, like a salesman, 
shift to another employer. No em- 
ployer has need of his knowledge or 
skill. It is all the more incumbent 
on the Government to give the em- 
ployes deferred pay, not on a humane 
basis or as a pension, but to stimulate 
the good will and effort of the active 
forze and to provide against old age. 
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Distress INCREASED BY Pay 
DEDUCTIONS 


A straight pension would, of course, 
have been vastly simpler than the 
present complicated system, but it 
would, as happened in England, have 
almost certainly interfered with the 
proper increase of salaries. The Gov- 
ernment would say, ““They are pen- 
sioners, therefore we will not increase 
their salaries; we will reduce them.” 

The average annual pay of the fed- 
eral employe, at least when employed 
in a large city, is perhaps a thousand 
dollars less than is required to support a 
family in a normal, healthy and self- 
respecting manner. Unless the em- 
ployes are adequately paid it will be 
increasingly impossible to secure a sat- 
isfactory type of individual. To have 
deductions made from his inadequate 
pay is to add to his burden and make 
him less efficient and more dissatisfied. 
It drives away the efficient employe 
who finds in private enterprise larger 
immediate salary, assured advance- 
ment for merit to the highest positions, 
a career, and thus a certain and ade- 
quate provision for his old age, even in 
the absence of a retirement annuity. 
Thus the Government defeats the ob- 
ject of instituting a retirement system. 
There is no dispute or room for dispute 
about the high cost of living and the 
fact that the pay of the average federal 
employe has not increased in anything 
like an even proportion to the cost of 
humble living. Such employes are 
greatly worse off now than they were 
ten years ago, and their giving up a 
part of their already shrunken salaries 
adds to their distress. The iron law 
of wages has unrestricted play in their 
case, since they do not have the weapon 
of the strike or of political combination. 
The pressure of political parties for a 
record of economy keeps down the wage. 
It is sheared by several agencies. 


DEFECTS oF THE FEDERAL Law 


The illusory benefits of annuities 
under an enforced contributory system 
are shown by the fact that the per- 
centage of wórkers who go on the pen- 
sion roll is usually only a small fraction 
of the total force or even of those re- 
maining in the service for long periods. 
The employe who does not receive an 
annuity is assured of the return of his 
contribution to himself or heirs with 
4 per cent interest, but meanwhile 
he is paying 7 per cent on the mortgage 
on his home or denied more profitable 
Investment. The reward for long 
service fails for the employe who falls 
short of fifteen years’ employmert 
through dismissal, and is denied for all 
employment beyond thirty years. In 
other words, under the present law, 
service for fifty years counts no more 
than service for thirty years, at which 
point the maximum annuity is reached. 

The demand for the existing retire- 
ment law came from Congress and not 
f-om the large body of employes. In 
a vote taken in 1911 only 186 out of 
10,494 employes favored annuities pro- 
vided by compulsory savings. Seven 
thousand, four hundred and fifty-nine 
favored an increase in salaries inde- 
pendent of pension legislation. The 
demand for pension systems comes 
from the employer and the public 
rather than from the worker. The 
attitude of employes as a class is one 
of indifference and, on the part of the 
younger employes, of hostility to pen- 
sions as detracting from salaries. 
Labor prefers an increase in the pay 
envelope to pensions. Labor prefers 
to control its own pension systems.* 


3 Organized brewery workers some years ago, 
by a vote of 22,986 to 12,838, rejected a prof- 
fered pension plan under which the employes 
would contribute one half of one per cent of their 
wages and the employers one and a half per cent. 
This was much more liberal than the federal 


system. 
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GOVERNMENT LIABILITY 


It is evident that the federal retire- 
ment system needs to be put upon a 
sounder financial and a more equitable 
basis. The fund created by compul- 
sory reservations from salaries creates a 
trust and the contributions of each 
employe are for his benefit alone. As 
it is a trust fund, the Government as 
trustee should keep careful account of 
the amounts of the individual pay- 
ments, with interest. Instead, the 
funds assume the form of a vast lump 
sum, against which annuities are 
charged, precisely as water is stored in 
a reservoir and later drawn off. It is 
- craccrued liability to refund employes’ 
contributions with interest. No record 
is maintained, as such, of the actual 
amounts contributed by each employe. 
The calculation is made when he leaves 
the service upon the basis of his salary 
and length of service. Benefits are 
paid to one group of employes from 
the contributions made by another 
group. 

The Federal Government is permit- 
ting an annual liability to accrue equal 
to 3.87 per cent of the pay roll of mem- 
bers to provide the benefits. This 
amounts to upwards of $17,000,000 per 
annum, which, together with interest 
earnings and with undepleted contribu- 
tions at interest, provides the funcs 
required to meet the benefit obliga- 
tions. Provision is not made for this 
contribution currently, nor is it even 
set up as a liability, but the Govern- 
ment annually diverts the contribu- 
tions of the employes to pay the pen- 
sions of those retired and permits this 
depletion to continue, not only un- 
accounted for but altogether disre- 
garded. 

A day of reckoning must come when 
the Government must not only appro- 
4 priate this 3.87 per cent of the pay roll 
for each elapsed year, but also must 
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make up the interest compounded at 
4 per cent that it fails to credit to the 
fund. It is not possible to estimate 
with any degree of accuracy the extent 
of the liabilities, but experience with 
other systems indicates that the 
amount required will increase ulti- 
mately to more than 20 per cent of the 
pay roll, if payments are not met as 
they accrue. Since the liabilities are 
not known, there is no means for meas- 
uring present and future obligations 
or of shaping a course from the many 
proposals for change in the system. 
Obviously the liability should not be 
permittec to continue mounting up as 
an obligation to be met through taxa- 
tion without record of its magnitude. 

Another criticism is that no accurate 
central record is kept of the member- 
ship, alttough the law gives each em- 
ploye a valid and imevitable claim 
against the assets. The aggregate 
number of contributors is not known, 
and there isno adequate basis for actua- 
rial investigations and valuations. The 
only reccrd kept is in the case of pen- 
sioners. Although the Government 
itself acts as a savings bank for the 
employe it does not keep a central 
record of the depositors, and it does not 
have the protection afforded by such 
records. It is only when the employe 
presents his claim that the data about 
him, often meager and inadequate or 
requiring to be established by ex parte 
affidavits, are compiled. An adequate 
service record of employes is essential 
for retirement as well as for personnel 
purposes and a basis of intelligent legis- 
lation. 

It would be far cheaper to maintain 
a current record of employes and their 
contributions than to put off the evil 
day when it has to be compiled any- 
way. when employes retire. The Gov- 
ernment thus loses the protection 
which such records afford. There are 
also inequalities as among employes. 
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For instance, an employe entering the 
service at the age of forty may retire 
with a maximum allowance at seventy, 
whereas an employe appointed at 
eighteen must serve fifty-two years be- 
fore he reaches the retirement age of 
seventy. He must, therefore, serve 
twenty-two years longer, and, if salary 
conditions are the same, pay into the 
retirement fund more than 70 per cent 
in excess of the employe entering at the 
age of forty, although receiving the 
same annuity. Again, a high salaried 
employe, from whose salary a much 
larger sum is reserved, before reaching 
retirement age may find it more advan- 
tageous to resign and withdraw his con- 
tribution, as he may obtain a larger 
annuity from an insurance company 
than would be allowed by the Govern- 
ment. The lower paid employe re- 
celves a very substantial advantage 
over the higher paid employe. 

Effects of the retirement law which 
may be noted in passing are that the 
annuities provided are so small that 
the higher paid employes can ill afford 
to retire in favor of the younger; and 
employes are compelled to contribute 
to the fund without receiving annuities 
properly related to contributions. 
The ages for retirement (seventy for 
the clerical grades) are set too high to 
attract younger employes. With its 
defects the Retirement Act‘ is vastly 


4A digest of the Federal Civil Service Retire- 
ment Law, Part VIII, of this volume, p. 343. 
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better than no provision for super- 
annuation. 

Honorable Thomas Ewing, formerly - 
Commissioner of Patents, testifies: 


These employes of the Government are 
proud. ‘They are proud of their service. 
They are proud of their Government. 
And they ought not to be subjected to dis- 
association from the Government under 
conditions that break their pride and 
that perhaps break their hearts and kill 
them. 


Mr. Hays, when Postmaster-Gen- 
eral, said: 


Heads of departments and higher officials 
inaugurate policies and give inspiration to 
greater accomplishments in the public 
service, but the men who devote their lives 
and talents to the Government, carrying 
on the work in a continuity of effort and 
devoted faithfulness, are responsible for a 
large measure of accomplishments and suc- 
cess which are realized in the function of 
the Government. These men forego the 
opportunities offered by industry and en- 
terprise to those who carry on the world’s 
work. They miss the prizes and rewards 
that come to those workers. The Govern- 
ment capitalizes their efforts and faithful- 
ness, and it is only fair consideration and 
compensation that some commensurate 
return should be guaranteed them for the 
long years of service. The retirement law 
has recognized this in a measure, but the 
benefits paid are entirely too small and it 
lacks the provision for retirement upon an 
adequate compensation after a specific 
period of service. 


Retirement Systems and Morale in Public Service 


By H. H. Bass, 
Secretary of State Retirement Board, Commonwealth of Pennsylvania 


STUDY of the history of retire- 
ment systems for public employes 
in the United States reveals the fact 
that probably no other kind of social 
legislation has ever been enacted with 


such an inadequate understanding of 
the costs involved and purposes to be 
served. Almost all the earlier retire- 
ment systems have been abandoned or * 
reorganized, either because they be- 
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came insolvent or failed to accomplish 
the purpose for which they weze de- 
signed. Time and again publiz em- 
ployes, who had been depending upon 
e retirement system for protection in 
old age, have had the bitter experience 
of finding themselves without tae ex- 
pected protection because of the insol- 
vency of the system. 

The idea of a retirement system for 
public employes had its origin m Eu- 
rope, and a number cf European coun- 
tries had considerable experienc with 
retirement systems before the idea was 
transplanted to American soil. The 
first retirement system for public 
employes in the United States of which 
a record is available is the New York 
City Pension Fund for Policemen, 
which was established in 1857. For a 
time the pension or retirement system 
idea made slow progress in this coun- 
try, but during the last two decades 
the merits and advantages of a retire- 
ment system have been better under- 
stood, both by the employes and the 
public, and the number of retirement 
systems is rapidly increasing. There 
are now about five hundred d:fferent 
retirement systems in this country, in- 
cluding more than one hundred public 
` school teachers’ retirement systems, and 
the number is being increased yearly. 


PRESENT Strate-Wipt Rermement 
SYSTEMS 


In addition to the Federal Govern- 
ment Civil Service Retirement Sys- 
tem, which was enacted in 1920, eight 
states now have state-wide retirement 
systems for public employes. Massa- 
chusetts was the pioneer in the estab- 
lishment of a state-wide system, having 
enacted its law in 1911. Mame and 
Connecticut followed in 1912, New 
York in 1920, New Jersey in 1921 and 
Pennsylvania in 1928. Nortk Caro- 
lina has a state-wide retirement sys- 
tem for judges, and Utah for firemen, 
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enacted in 1921. The following states 
have enacted legislation permitting 
cities, towns and counties to establish 
retirement systems for their employes: 
Rhode Island, Maryland, Indiana, 
Michigan, Tennessee, Colorado, Cali- 
fornia and Wisconsin. 

The following states have enacted 
state-wide retirement systems for their 
publie school teachers: Arizona, Cali- 
fornia, Connecticut, Idaho, LIllmois, 
Indiana, Maine, Maryland, Massachu- 
setts, Michigan, Minnesota, Missis- 
sippi, Montana, Nevada, New Jersey, 
New York, North Dakota, Ohio, Penn- 
sylvania, Rhode Island, Vermont, Vir- 
ginia and Wisconsin. The District of 
Columbia also has a retirement system 
for its public school teachers. In the 
following states legislation has been 
enacted permitting cities, towns and 
counties to establish retirement sys- 
stems for their public school teachers: 
Alabama, Colorado, Delaware, Iowa, 
Kansas, Kentucky, Louisiana, Mis- 
souri, Nebraska, Oregon, Utah, Wash- 
ington and West Virginia. This leaves 
only ten states in which some kind of a 
retirement law has not been enacted. 

The rapid spread of the retirement 
system idea in this country in recent 
years justifies the prediction that the 
time will come when public school 
teachers and all other public employes 
will be given the opportunity of mem- 
bership in a retirement system. In 
this connection the statemert should 
be made that almost all important cor- 
porations and industries now have re- 
tirement systems for their employes, 
and all of the leading religious denom- 
inations have organized retirement sys- 
tems for their ministers and mission- 
aries. 


METHODS or SECURING THE FUNDS TO 
FINANCE THE RETIREMENT SYSTEM 


When the question of the organiza- 
tion of a retirement system for public 
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employes is presented, one of the first 
problems to be considered is the 
method of securing the funds to finance 
the system. Three different methods 
have been tried, which from the stand- 
point of the employes may be called the 
wholly contributory, the non-contrib- 
utory and the partly contributory. 
The wholly contributory and the non- 
contributory methods represent the 
two extreme and opposing views that 
are asserted when retirement system 
legislation is proposed. Under the 
wholly contributory method the retire- 
ment allowances are paid entirely from 
the contributions of the employes 
without any help from the Government. 
Under the non-contributory method 
the Government pays the entire cost 
of the retirement allowances and the 
employes make no contributions. The 
wholly contributory method was the 
result of the idea that a retirement 
system is designed for the benefit of 
the employes. The non-contributory 
method resulted from the idea that the 
Government was either the chief bene- 
ficiary of the retirement system or was 
under an obligation to care for its 
employes because of long and faithful 
service. 

The generally accepted view now is 
that an equitably planned retirement 
system benefits both the employes and 
the Government, and that each should 
bear a share of the cost. Jt is true 
that certain groups of public employes 
continue to cling to the idea that a 
non-contributory retirement system is 
desirable. The non-contributory sys- 
tem “touches that universal chord in 
human nature which responds to the 
idea of getting something for nothing.” 
The employes who advocate a non- 
contributory system should study the 
effect of such a system on the civil 
service employes of the English Gov- 
ernment. In 1909 the civil service 
employes of the English Government, 
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by an almost unanimous vote, re- 
quested the Government to discon- 
tinue the non-contributory retirement 
system that had been in operation 
since 1859. The principal reason given 
was that “the effect of a system main- 
tained entirely at government expense 
was to depress salaries by an amount 
far in excess of the benefits of the pen- 
sion; hence such a system, although 
non-contributory m appearance, was 
in reality a contributory system.” 
Just how the cost of a retirement 
system should be divided between the 
employes and the Government is an 
important question. Even a super- 
ficial examination of the average retire- 
ment system will reveal the benefits 
which the employes receive, but the 
fact that the Government is also bene- 
fited should not be overlooked. An 
equitably planned retirement system 
will enable the Government to elim- 
inate its superannuated and incapac- 
itated employes, attract and retain a 
better grade of employes and improve 
the morale of its employes. In addi- 
tion to the benefits just enumerated, a 
retirement system usually proves to be 
an aid in reducing the expenses of the 
Government. Those who believe that 
in the absence of a retirement system 
ineficient and superannuated em- 
ployes are dropped from the service 
show themselves to be utterly ignorant 
of the conditions that generally prevail 
in government service. Anyone fa- 
miliar with the situation knows that 
without a retirement system super- 
annuated employes are continued on 
the pay roll at full salary as long as 
they are able to report for duty. The 
presence of employes who are no longer 
able to render efficient service affects 
the morale of the other employes. 
Even a non-contributory retirement 
system, where the Government pays 
the entire cost of the retirement allow- 
ance, is cheaper than the plan that is 
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asually followed when there is no re- 
tirement system available to ermit 
the retirement of superannuated em- 
ployes. State governments tha: have 
thus far refused to enact a retirement 
system for their employes, because of 
its supposed excessive cost, would not 
only save money but also increese the 
efficiency of their service by the en- 
actment of a modern, scientiically- 
planned retirement system. 


DISTRIBUTION OF Costs 


In the discussions that have devel- 
oped in connection with the organiza- 
tion of retirement systems, there is 
coming to be a general agreement that 


~~ the benefits which accrue, both to the 


employes and the Governmert, are 
about equal. This leads to the con- 
clusion that the cost of the kenefits 
should be divided about equaly be- 
tween the employes and the Govern- 
ment. ‘The best judgment seems to be 
that the employes and the Government 
should share equally the cost of the 
retirement allowances based on 3ervice 
rendered after the establishment of the 
retirement system, and the Govern- 
ment should bear the cost of the retire- 
ment allowances based on service ren- 
uered before the establishment of the 
system. 

_» This method of meeting the cost of 
‘he retirement allowances results log- 
‘ Vieally in the division of the employes 
into two groups. ‘Those who entered 
the service at the time of or prior to 
the establishment of the system become 
original members, and those who enter 
the service after the establishment of 
the system become new members. 
Many of the original members will have 
been in the government service for 
many years and will have reached or be 
near the age of retirement. Ir many 
cases it would be a great hardship, and 
indeed in some cases it would be impos- 
sible, for such employes to pay even 


841 


one half the cost of their retirement 
allowances. Many of this group of 
employes would, therefore, remain out 
of the retirement system, and the Gov- 
ernment would thus be denied one of 
its chief benefits, that of the elimina- 
tion of its superannuated employes. 
In order that the Government may re- 
ceive the full benefit of the retirement 
system and also to afford the strongest 
possible inducement for all of this 
group to become members, the plan of 
having the Government pay the entire 
cost for service rendered prior to the 
establishment of the retirement system 
is being generally adopted. Experience 
thus far in the practical operation of 
retirement systems has developed the 
plan of optional membership for orig- 
inal members and compulsory mem- 
bership for new members. 


Costs AND BENEFITS 


The cost of the retirement system to 
the Government and the employes 
will, of course, depend upon the nature 
of the benefits guaranteed. No retire- 
ment system should ever be estab- 
lished without first determining as ac- 
curately as possible the cost to all 
parties concerned, and adopting a plan 
to meet the cost. The history of re- 
tirement systems contains many dark 
pages because of the violation of this 
fundamental principle. A competent 
actuary is the first essential in the 
organization of a retirement system. 
There is no longer any excuse for the 
enactment of an unsound system. For 
a time the actuarial data required to 
prepare an accurate estimate of the 
cost of a retirement system were scarce 
and difficult to secure. There is now 
available sufficient data to enable any 
competent actuary to furnish detailed 
information as to the cost of a system 
that is to be organized on sound scien- 
tific principles, and no other kind 
should be considered. 


342 


One of the results of the acceptance 
of actuarial advice in the organization 
of retirement systems has been an in- 
crease In the rates of contributions by 
the employes and the payments by the 
Government. The systems that were 
organized on the guess basis always 
had the unfortunate experience of dis- 
covering later that the rates of con- 
tribution were always guessed too low 
and did not provide funds enough to 
pay the promised benefits. An un- 
sound retirement system is infinitely 
worse than no system at all, as in the 
end it brings disappointment, creates 
discontent and destroys the morale of 
the employes. A retirement system 
that will help the morale must have 
and retain the confidence of the em- 
ployes, and this result can be assured 
only by a system that is actuarially 
sound from center to circumference. 
The usual procedure is to agree on the 
character of the benefits that are to be 
obtained, and then after a careful 
actuarial investigation of the mortality 
and service experience of the employes, 
the rates of contribution are adopted 
for both the employes and the Gov- 
ernment. The money contributed by 
the employes should be kept in a fund 
separate from the money contributed 
by the Government. A periodic val- 
uation of these funds by the actuary 
will disclose any readjustments in the 
rates of contribution that may be nec- 
essary in order to maintain the actu- 
arial soundness of the system. 


Caso DisBuRSEMENT PLAN V8. 
ACTUARIAL RESERVE PLAN 


There are two distinct plans of operat- 
ing a retirement system in respect to 
the time when the money to meet its 
obligations shall be raised. The one 
plan is the cash disbursement and the 
other is the actuarial reserve. Under 
the cash disbursement plan no reserve 
fund is established, and the retirement 
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allowances each year are paid from the 
contributions of the employes. If ad- 
ditional money is needed the Govern- 
ment appropriates for each year just 
enough to meet the obligations of the 
system for that year. Under the actu- 
arial reserve plan a reserve fund is 
established, and in addition to the can- 
tributions of the employes, the Gov- 
ernment appropriates for each year and 
pays into the reserve fund an amount 
which will be sufficient with compound 
interest to pay its share of the cost of 
the retirement allowances based on 
service rendered that year. 

The cash disbursement plan has the 
merit of simplicity in that no elaborate 
system of bookkeeping or accounting is 
required. A system operating under 
the cash disbursement plan also costs 
the Government much less during the 
first few years than a system operating 
under the actuarial reserve plan. The 
chief objection to the cash disburse- 
ment plan is that in times of economic 
pressure the Government may find it 
difficult to make the required appro- 
priation. After a few years, without a 
reserve fund with its interest earnings, 
the cash disbursement plan will require 
larger appropriations from the Gov- 
ernment than the actuarial reserve 
plan. The cash disbursement plan is 
also unfair because it requires future 
taxpayers to pay the cost of retirement 


allowances based on service rendered - 


at the present time. The cost of the 


retirement allowance for each year of . 


service should be charged against and 
paid by the Government in the year 
during which the service was rendered. 
‘Under the cash disbursement plan this 
cannot be done, and it frequently hap- 
pens that the cost of a retirement al- 
lowance based on present service will 
not be paid by the Government until 
many years in the future. 

The actuarial reserve plan is fair to 
all, since under this plan both the em- 
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ployes and the Government contribute 
each year to their respective reserve 
funds an amount which, with com- 
pound interest, will be sufficien: to pay 
their respective shares of the cost of 
the future retirement allowances based 
on service rendered that year. The 
actuarial reserve plan will also cost the 
Government much less in the end than 
the cash disbursement plan. The re- 
serve funds receive each year not only 
the contributions of the emplcyes and 
the Government but also interest com- 
pounded. The interest earnings of the 
reserve funds soon become & substan- 
tial source of income and help very 
materially to reduce the amount which 
the Government would otherwise be 
required to pay. 

Retirement systems that are operat- 
ing under the cash disbursement plan, 
and are now congratulating them- 
selves because the cost to the Govern- 
ment is less than snmilar systems oper- 
ating under the actuarial reserve plan, 
will in a few years find the situation 
reversed. The actuarial reserve plan 
affords a feeling of security in times of 
economic pressure that does not exist 
under the cash disbursement olan. It 
is Important that the assets and lia- 
bilities of a retirement system be 
clearly shown on its records each year. 
This is not usually done under the cash 
disbursement plan, but it is one of the 
essential requirements under zhe actu- 
arial reserve plan. The actuary, when 
computing the rates at waich the em- 
ployes and the Government contribute 
to their respective funds under the 
actuarial reserve plan, takes mto con- 
sideration the interest earnings of these 
funds. The continued actuarial sound- 
ness of the retirement system can, 
therefore, be ‘maintained only by hav- 
ing the contributions of both the em- 
ployes and the Government paid 
promptly when due and carefully in- 
vested. 
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An examination of existing retire- 
ment systems for public employes in 
this country reveals a remarkable lack 
of uniformity in their general provi- 
sions and methods of operation. Some 
of them will bring disappointment to 
the employes who have been depend- 
ing on adequate protection in old age. 
Some are now considering a reorgan- 
ization, and others will be forced to 
this step in the near future. A brief 
digest of some of the systems follows: 


A DIGEST OF SOME RETIREMENT 
SYSTEMS 


Tus Feprera, Cryvm Service RETIREMENT Act 


After years of agitation and discussion Con- 
gress finally eracted the Federal Civil Service 
Retirement Law, which was approved by the 
President and became a law on May 22, 1920. 
The following brief outline shows the principal 
provisions of the law: 


Date of Establishment 
At the expiration of ninety days after May 
22, 1920. 


Membership 


All employes in the classified civil service of 
the United Stetes, including superintendents of 
United States National Cemeteries. employes of 
the superintendent of the United States Capitol 
Buildings and Grounds, the Library of Congress 
and the Botanic Gardens and the regular annual 
employes of the municipal government of the 
District of Columbia, except public school offi- 
cers and teachers and members of the police and 
fire departments, who have their own special 
retirement systems. There are six classes of 
membership, and the class to which an employe 
belongs is determined by his years of service at 
the time of retirement. There is a minimum and 
maximum retirement allowance indicated for 
each class of membership. 


Management 
The administration of the system is vested in 


the Commissioner of Pensions under the direc- 
tion of the Secretary of the Interior. 


Expenses of Admtntstration 

All of the expenses of administration are paid 
by the Federa. Government, and a special appro- 
priation is made for that purpose. 
Retirement Age 

The age of retirement is seventy years, pro- 
vided the employe has rendered at least fifteen 
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years of service, except that mechanics, city and 
rural letter carriers and post-office clerks may 
retire at sixty-five years of age, and railway 
postal clerks at sixty-two years of age, if said 
mechanics, city and rural letter carriers, post- 
cffice clerks and railway postal clerks have ren- 
dered at least fifteen years of service. Retire- 
ment is compulsory when the employe reaches 
the retirement age, unless the Civil Service Com- 
mission approves the request of the head of the 
department in which the employe is employed, 
for the continuance of the employe in the serv- 
ice, in which case the employe may continue in 
service, provided that after the law has been in 
effect ten years no employe can be continued in 
service longer than four years beyond the age of 
retirement as defined in the law. 


Retirement Benefiiz 

The law provides for both superannuation and 
disability benefits. In order to be eligible to 
receive a retirement allowance the employe must 
have had at least fifteen years of service and have 
reached the retirement age, or have presented 
satisfactory evidence that he is entitled to re- 
ceive a disability allowance. The amount of the 
allowance for disability is computed in the same 
way as for superannuation. In either case the 
allowance is determined by the class to which 
the member belongs. In the highest class, 
designated as Class A, the allowance is 60 per 
cent of the employe’s average annual salarv for 
the ten years next preceding retirement, pro- 
vided that the allowance shall not exceed $720 
per annum nor be less than 8860 per annum. In 
the lowest class, designated as Class F, the al- 
lowance is 30 per cent of the employe’s average 
annual salary for the ten years next preceding 
retirement, provided that the allowance shall 
not exceed $860 per annum nor be leas than 8180 
per annum. The allowances for the classes 
between A and F range between the amounts 
indicated for these classes. 


Withdrawal Benefits 


When an employe separates from the service 
of the Federal Government, or enters a branch 
of the service which makes him ineligible for 
membership in the retirement system, all of his 
contributions with 4 per cent interest com- 
pounded annually are returned to him. Should 
he later be employed in a branch of the service 
which makes him eligible for membership he 
may return the money which he withdrew and 
receive full credit for his previous service. 
Should he fail to return his contributions he 
will receive credit for service rendered prior to 
the establishment of the system, but lose credit 
for the service represented by his unreturned 
contributions, 
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Cost 


Each member contributes monthly 24 per 
cent of his salary to a fund known as “The Civil 
Service Retirement and Disability Fund,” and all 
benefits are paid from this fund. The Secretary 
of the Treasury is authorized to add to this fund 
ell moneys received in the form of donations, 
gifts, legacies, bequests or otherwise, and all 
moneys which may be contributed by private 
individuals, corporations or organizations for the 
benefit of civil service employes. Congress is 
expected to appropriates any additional money 
which may be needed. 


Board of Actuaries 


The Commissioner of Pensions, with the ap- 
proval of the Secretary of the Interior, is to 
select three actuaries, one of whom shall be the 
Government actuary to be known as the Board 
of Actuaries. This board is to have general 
charge of the technical details in the operation 
of the law, and recommend any changes which 
may be necessary to protect the public interest 
and maintain the system on a sound financial 
basis. 


Commenis 


It is not probable that the Federal Civil Serv- 
ice Retirement Act will be accepted as a model 
by the state governments that are considering 
the enactment of a retirement system for their 
employes. The retirement allowances are 
wholly inadequate and yet they are larger than 
the 24 per cent contributions of the employes 
justify. A fair appraisement of the value of a 
retirement system leads to the conclusion that 
the employes and the Government share equally 
in its benefits. The contributions of the federal 
smployes will not pay one third of the cost of the 
benefits. The income from donations, gifts, 
-egacies, bequests, etc., will probably not be suf- 
Aicient to pay for the cost of the paper required 
to write this provision into the law. It may be 
that the Federal Civil Service Retirement Act 
of May 22, 1920, was the best that could be 
eecured at the time, but it is not surprising to 
find that a bill has been introduced for its repeal. 
This bill, known as House Bill No. 201, was in- 
troduced in the House of Representatives on 
December 5, 1923. It provides for the repeal 
cf the law of May 22, 1920, and proposes a new 
law which is better in a number of respects than 
the law which it aims to repeal. The proposed 
pew law unselfishly surrenders all claim to dona- 
tons, gifts, legacies and bequests, and after cast- 
ing aside this source of income it courageously 
increases the retirement allowances without in- 
ceasing the rates of contribution of the em- 


ployes. 
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Tom MASSACHUSETTS State Employes’ 
RETIREMENT SYSTEM 


Date of Establishment 


Law enacted in 1911 end went into operation 
on January 1, 1912. 


Membership 


Persons permanently and regularly employed 
in the direct service of the Commonwealth or in 
the service of the Metropolitan Distzict Com- 
mission, whose sole or principal employment is 
in such service. There are certain exceptions 
governing membership. The membership when 
first organized was 3,324, and the m2mbership 
on November 80, 1922, was 7,848. 


Management 


The administration of the system is vested in 
a Board of Retirement composed of the state 
treasurer, ex officio, a member of the >etirement 
association elected by the members of said asso- 
ciation for a term of three years, and a third 
person elected by these two, or, if they cannot 
agree, appointed by the Governor. 
Expenses of Administration 

All of the expenses of administraticn are paid 


by the state government from a special fund 
appropriated for that purpose. 


Retirement Age 

Retirement is optional at sixty years of age, 
provided the member has rendered st least fif- 
teen years of service, and compulsory at seventy 
years of age. Any member who hes rendered 
at least thirty-five yeers of service may retire 
irrespective of age, and any member who at the 
time of the establishment of the system in 1912 
had reached the age of fifty-five years may retire 
at the age of sixty years or at any lime there- 
after without fifteen years of service. Since 
January 1, 1912, no one can be appointed to a 
position in the state government if he is seventy 
years of age, and anyone who at the time of 
appointment was over fifty-five years of age 
must be removed at the age of seventy without 
a retirement allowance. 
Retirement Benefits 

There are both superannuation ard disability 
benefits. Upon retirement for sup2rannuation 
the member receives a retirement allowance 
consisting of (a) an ennuity purchased by his 
accumulated contributions, and (b: a pension 
paid by the state equal to his annuity, and in 
addition, if he was in state employment prior to 
the establishment of the retirement system, a 
pension paid by the state equal to twice the extra 
annuity he would have received had the retire- 
ment system been in operation and had he con- 
tributed from the time he first entered state 
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employment. Several optional plans of retire- 
ment are offered. The minimum superannu- 
ation allowance is 8800 and the maximum $780 
per year. 

The system makes a distinction between or- 
dinary disability and disability incurred as a 
result of injuries sustained through no fault of 
the employe while in the actual performance of 
his duty. The member must present satisfac- 
tory evidence of disability, and have had at 
least fifteen years of servicé to be eligible for a 
disability retirement allowance, the min-mum 
for which is 8800 per year and the maximum not 
more than one half of the average annual salary 
for the last ten years of service. When the dis- 
ability is the result of injuries sustained while in 
the performence of duty, a retirement allowance 
equal to one half of the last annual salary is paid 
without the requirement of fifteen years of 
service. In case of death as the result of in- 
juries received while in the discharge of his duty, 
& pension equal to the disability retirement al- 
lowance which the employe would have received 
will be paid to the widow, or, if no wido sur- 
vives, then to the child or children under sixteen 
years of age, if there are such. 


Withdrawal Benefits 


When a member resigns from state service his 
contributions with interest accumulations sre 
returned to him. Should he reenter state serv- 
ice within two years and return his contribu- 
tions, he will receive credit for all his previous 
service. When a member dies befare retirement 
his accumulated contributions are returned to 
his estate. 

Cost 

When the system started the members were 
given the option of contributing either 3 per 
cent or & per cent of their salary at each pay- 
roll period. All employes enrolled after June 
1, 1918, have been required to contribute at the 
5 per cent rate. The rate at which the member 
contributes determines not only the amount of 
the annuity but also the amount of the pension 
he will receive from the state. The maximum 
annual salary on which a member can con- 
tribute and on which his retirement allowance 
is limited is $1,560. The contributions of the 
members and the payment of annuities are based 
on the actuarial reserve plan. The contribu- 
tions of the state and the payment of pensions 
are on the cash disbursement plan. 

Comments 

The Commonwealth of Massachusetis is to 
be commended for being the first among the 
American commonvwealths to esteblish e retire- 
ment system for state employes. The Massa- 
chusetts system was organized at a time when 
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retirement system experience of any kind was 
much more limited in this country than it is to- 
day. It has more strong points and fewer weak- 
nesses than many of the retirement systems that 
were later established. Owing to the higher 
living costs, it does not seem fair to continue the 
maximum salary on which contributions and 
allowances are based at $1,560. The cash dis- 
bursement plan of paying the state’s share of 
the cost of the retirement allowances will also 
cause future Massachusetts taxpayers to crit- 
icise those who were responsible for the adoption 
of this plan. It is difficult to justify the plan of 
imposing on future taxpayers the cost of retire- 
ment allowances based on present service. It 
would have been much better to have distributed 
over 8 period of twenty or thirty years the cost 
of the retirement allowances, based on service 
rendered prior to the establishment of the sys- 
tem, and then have arranged for the state to 
contribute each year into a special reserve und 
its share of the cost of the retirement allowances 
for that year. By this plan the state’s share of 
the cost of the retirement allowances would have 
been equitably distributed among each genera- 
tion of taxpayers. 

The weakness of the Massachusetts plan lies 
in the fact that an undue share of its cost has 
been imposed upon future taxpayers. This in- 
equity would have been eliminated under the 
actuarial reserve plan of operation. 


Tae Maine SYSTEM yor RETIRING STATO 
EMPLOYES 


The plan which Maine has adopted for retir- 
ing state employes is contained in full in Chapter 
88 of the Public Laws of 1919, and in the amend- 
ment to this chapter contained in Chapter 199 of 
the Public Laws of 1923. Both of these chap- 
ters are given in full as follows: 


Posiic Laws or 1919 
Chapter $8 


F Section 1. The Superintendent and Board of 
Trustees of any State Institution and the head of 
any State Department may recommend the 
retirement from active service and the placing 
upon & pension roll any employe who has been 
employed in any State Institution or Depart- 
ment of this State, with a good record for the 
term of twenty-five consecutive years or more, 
and such employes, subject to the approval of 
the Governor and council, shall be so retired and 
pensioned. 

Section 2. ‘Any employe who is retired, as 
provided in this act, shall be allowed such amount 
as the Governor and council shall determine, not 
to exceed one half the average wage or salary he 
was receiving for the five years previous to the 
time of his retirement. 
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Pursue Laws or 1923 


Chapter 199 


Chapter thirty-eight of the public laws of 
nineteen hundred and nineteen is hereby 
amended by adding to said act the following 
sections: 

Section 8. The word employe shall be held 
to include clerks and other employes of the sev- 
eral State Departments and State Institutions; 
also teachers ın the State Normal Schools, in- 
cluding such teachers as have retired since 
March first, nineteen hundred and twenty. 

Section 4. No person receiving retirement 
under this act shall receive retirement under any 
other act. 


Tok Connecticut System For Rarmine 
Sratm EMPLOYEES 


The firs: law enacted by the Connecticut 
legislature for the retirement of state employes 
was approved on May 8, 1919 This law pro- 
vided simply that employes who had been in the 
service of the state thirty years and had reached 
the age of sixty-five years, or employes who had 
been in the service of the state twenty-five or 
more years and hed reached the age of seventy 
years, may be retired by the Board of Control 
with a pension of one half of the average salary 
“or the five years next preceding retirement. 

This law was amended in 1921 by requiring 
only twenty years of service at age seventy to 
secure the pension. A further amendment in 
May, 1928, provides that an employe who has 
been in state service forty or more years may 
be retired on a pension equal to three fourths of 
the salary be was receiving at the time of his 
retirement. 

Both the Maine and Connecticut retirement 
plans are non-contributory. Both states now 
have sound contmbutory retirement systems for 
their public school teachers, and both will prob- 
ably enact contributory systems for their state 
employes in due time. 


Tap New Yorg Sram EMPLOYEES 
RETIREMENT SYSTEM 


Dale of Establishment 


Law enacted in 1920 and went into operation 
on January 1, 1821. 


Membership 


All state employes except those covered by 
the insanity, prison and education laws are 
eligible for membership. Membership is op- 
tional for employes in service on December $1, 
1920, and compulsory for employes after the 
fi-st six months who enter state service after that 
date. The state Comptroller is given the au- 
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thority to exempt certain classes of persons from 
membership. 

An amendment in 1922 admitted certain 
county and city employes to mem ership, and 
an amendment in 1923 admitted certain town 
and village employes. The total membership 
after the system had been in operation six 
months, on June 30. 1921, was 4,500. The 
membership after the system had b2en in opera- 
tion two and one-half years, on June 50, 1928, 
was 11,679. 


Management 


The administration of the system is vested 
solely in the Comptroller of the state of New 
York, the employes having no voice or vote in 
its management. The Attorney-General of the 
state 1s the legal adviser, and the funds are sub- 
ject to the supervision of the state siperintendent 
of insurance. 


Expenses of Administration 

All of the expenses of administration are paid 
by the state and the counties, cities, towns and 
villages that participate in the system. 


Retirement Age 


Retirement is optional at sixty years of age 
and compulsory at seventy, except that employes 
who reach the age of seventy years prior to 
October 31, 1925, may be permitted to continue 
in active service until that date. 


Retirement Benefits 


The system provides both superannuation and 
disability benefits. Upon retirement for super- 
annuation the member receives a retirement 
allowance consisting of (a) an annuity purchased 
by his accumulated contributions, and (b) a pen- 
sion paid by the state of one one-hundred-forti- 
eth of his average salary for his last five years of 
service multiplied by his number of years of 
service as a member, and (c) if be was in service 
prior to January 1, 1921, an additional pension 
paid by the state equal to one seventieth of his 
average salary for his last five years of service 
multiplied by his number of vears of service 
rendered prior to January 1, 1921, provided that 
such number of years of service shal not exceed 
thirty-five Several optional allowances are 
offered at retirement. 

Upon presentation of satisfactory evidence of 
disability a member, with at least ifteen years 
of service, is entitled to receive a disability re- 
tirement allowance of 90 per cent of one seven- 
tieth of his average annual salary for his last 
five years of service multiplied by his number of 
years of service, except that the minumim al- 
lowance shall be 25 per cent of his final average 
salary. 
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Withdrawal Benefits 


When a member leaves the service before 
retirement his contributions with 4 per cent in- 
terest compounded annually are returned to 
him. Should a member die before retirement, 
his accumulated contributions are returned to 
his estate. If after at least twenty years of 
service a member who has not yet reached the 
retirement age is compelled to leave the service 
“hrough no fault of his own, he may elec’. to 
receive either the refund of his accumulated 
contributions or a retirement allowance begin- 
ning immediately, having a value equal to the 
then present value of a retirement allowance be- 
ginning at age sixty. 


Cost 


The employes are divided into five groups, and 
a different age rate of contribution has been 
adopted for each group. Each member’s rate 
of contribution has been computed so es to 
require him to contribute a sum which with 
interest compounded annually at 4 per cen: will 
be sufficient to purchase for him at superennu- 
ation retirement, an annuity equal to one one- 
hundred-fortieth of his average salary fcr his 
last five years of service for each year of service 
as a contributor The member’s contributions 
may be discontinued upon reaching the ege of 
sixty, although he continues in service, pro- 
vided he has already rendered at least thirty-five 
years of service. 

An unusual provision in the law permits a 
member to contribute more than the rete re- 
quired for his group and age, and upon retire- 
ment he may receive either the increased annuity 
or apply for the return of his excess contribu- 
tions. 


Comments 


The payments by the state are computed on 
the actuarial reserve basis The state kas as- 
sumed the entire cost of all retirement allowances 
based on service rendered prior to the est abl:sh- 
ment of the system The plan is to distribute 
the cost of this prior service over a period of 
twenty-five years, The rate at which tke state 
pays for the cost of the pensions based æn each 
current year’s service is known as the “normal 
contribution’ rate, and the rate Zor the cost of 
the pensions based on prior service is krown as 
the “deficiency contribution” rate. If the 
actuary’s calculations prove accurate tae “de- 
ficiency contribution” rate will be discentinued 
after twenty-five years. The “normal contri- 
bution” rate is computed so as to guarantee 
payment by the state of one half of the cost of 
the retirement allowances, based on ser~ice ren- 
dered after the establishment of the system, 
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Periodic valuations of the funds by the actuary 
will disclose any adjustments that will need to 
be made in the rates. 

The New York State Employes’ Retirement 
System has already established for itself a secure 
position among the safe and sound retirement 
systems. The only just criticism which it must 
face has to do with its method of administra- 
tion. The management of a retirement system 
that involves the welfare not only of the govern- 
ment service of a great state like New York, but 
also of many thousands of public employes, is 
too big a proposition to be placed under the con- 
trol of a single individual however capable and 
well meaning he may be. Since the employes 
are paying about half the cost of the retirement 
allowances, there is no apparent reason why they 
should not have representation in the manage- 
ment and control of the retirement system. 


Tre New Jersey Stars EMPLOYEES’ 
RETIREMENT SYSTEM 


Date of Establishment 
The law was approved on March $1, 1021, 


and the retirement system was established on 
January 1, 1922. 


Membership 

All state employes are eligible for membership 
except those who are protected by some other 
pension plan supported by the state or political 
subdivisions thereof. Membership is optional 
for employes in service prior to January 1, 1922, 
and compulsory for all employes after their first 
six months of service who enter state service 
after January 1, 192%. The membership of 
certain kinds of employes is at the discretion of 
the board of trustees. 
Management 

The general administration and responsibility 
for the proper operation of thé system is vested 
in a board of trustees, composed of two mem- 
bers appointed by the Governor, the state Treas- 
urer, ex officio, and two members elected by the 
employes. The state Attorney-General is the 
legal adviser, and the various funds are subject 
` to the supervision of the state department of 
insurance. 
' Expenses of Administration 

All of the expenses of administration are paid 
by the state from a special appropriation for that 
purpose. 
Rettrement Age 

Retirement is optional at age sixty and com- 
pulsory at age seventy. 
Retirement Benefits 

Both superannuation and disability retire- 
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ment benefits are provided. Upon retirement 
for superannuation the member receives a re- 
tirement allowance consisting of (a) an annuity 
purchased by his accumulated contributions, 
and (b) a pension paid by the state of one cne- 
hundred-fortieth of his average annual salary, 
not exceeding $4,500, for the five years inmedi- 
ately preceding retirement for each year of total 
service, and (c) if he was in service prior to Jan- 
uary 1, 1922, an additional pension paid by the 
state equal to one one-hundred-fortieth of his 
average annual salary, not exceeding $4,500, for 
the five years immediately preceding retirement 
for each year of service rendered prior to Jan- 
uary 1, 1922. Several optional allowances are 
offered at retirement. 

There are two kinds of disability retirement, 
ordinary and accident. Upon retirement for 
ordinary disability the member receives a re- 
tirement allowance consisting of (a) an annuity 
purchased by his accumulated contributions, 
and (b) m addition a pension paid by the state 
equal to 20 per cent of his final salary, and (2) 
if he was in service prior to January 1, 1922, an 
additional pension paid by the state equal to one 
one-hundred-fortieth of his final salary for each 
year of service rendered prior to that date. 
When the term “final salary” is used it should 
always be interpreted as the average annual 
salary, not exceeding $4,500, for the five years 
immediately preceding retirement. 

Upon retirement for accident disability, which 
means disability resulting from the performance 
af duty, the member recejves a retirement allow- 
ance consisting of (a) an annuity purchased by 
his accumulated contributions, and (b) in addi- 
tion a pension paid by the state equal to two 
thirds of his final salary. For ordinary dis- 
ability the member must have had at least ten 
years of service, but for accident disability no 
service requirement is mede. 


Withdrawal Benefits 


When a member withdraws from service be- 
fore retirement his contributions with 4 per 
cent interest compounded annually are returned 
to him. Should a member die before retirement 
his accumulated contributions are returned to 
his estate. Upon the death of a member in 
active service, and as a result of the performance 
of duty, his accumulated contributions are re- 
funded to his estate, and in addition a pension 
equal to one half his final salary is paid to his 
widow until she dies or remarries, and then to 
his child or children, if any, until the youngest 
child reaches the age of eighteen years. If there 
be no widow or child under eighteen surviving, 


then there will be paid to the estate of the mem- 


ber a cash sum equal to his final salary. 
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Cost 

The cost of the retirement allowances have 
been divided between the employes and the 
state in such a way that the state pays the 
entire cost for service prior to January 1, 1922, 
and one half the cost for service rendered after 
that date; the employes pay the other half of the 
cost for service rendered after January 1, 1922. 

The employes are divided into two groups, 
and a different age rate has been adopted for the 
males and females and for each group. Contri- 
butions are optional when the member reaches 
the age of sixty years, provided he has already 
rendered at least thirty-five years of service. 
Any member whose total retirement allowance 
at age sixty would otherwise be less than one 
half of his final salary may contribute in a single 
payment an additional amount large enough to 
make his combined annuity and pension equal 
to one half his final salery. 

The system is operated under the actuarial 


fund, known as the Contingent Rezerve Fund, 
an amount actuarily computed to be equal, with 
accumulated interest, to the cost of the future 
pensions based on the current year’s service. 
The state also each year contributes to the Con- 
tingent Reserve Fund a payment known as the 
State Accrued Liability Contribution. The re- 
tirement system at the time of its establishment 
was charged with an accrued liability which 
represents the cost of future pension benefits 
based on service rendered priar to its establish- 
ment, This accrued liability is to be canceled 
by this annual State Accrued Liability Contri- 
bution, which, it is estimated, will need to be 
continued for twenty-five years, or until the 
year 1946. 


Comments 

The State Employes’ Retirement System of 
New Jersey is planned on & sound ectuarial 
basis; it is fair both to the emplayes and the 
state. Those who were responsible for its plan 
of organization and operation have reason to be 
proud of their achievement. 


ye plan. The state each year pays into a 


Tue PENNSYLVANIA Stats EMPLOYES’ 
Rerersxmnt SYSTEM 


Date of Establishment 

The law was approved by the Governor on 
June 27, 1928, and the retirement system went 
into effect on January 1, 1924. 


Membership 

Membership in the system includes all per- 
sons holding a state office, or employed by the 
year or by the month by the state government 
of the Commonwealth of Pennsylvania, except 
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judges and members of the State School Em- 
ployes’ Retirement System. State employes 
who are employed on a weekly or daily wage 
basis are not eligible for membership. 

Members are divided into two groups—oriz- 
inal members and new members. Membershp 
is optional for all persons who become staze 
employes on or before December $1, 1924, bat 
when such persons join they are designated ıs 
original members. Persons who enter state 
service any time after December 81, 1924, kæ- 
come new members, and membership is com- 
pulsory for new members after their first eix 
months of service. A member may be sep- 
arated from state service for a penod of not 
more than five consecutive years without for- 
feiting his membership and his credit for previ- 
ous service. 

Managemeni 

The management of the system is vested ir. a 
retirement board consisting of the Secretary of 
the Commonwea!th and the state Treasurer, who 
are ex officio members, one member appointed 
by the Governor and two state employe repce- 
sentatives who are elected by the state emplo~es 
who are members of the system. 

The Attorney-General of the state is the lezal 
adviser, and the funds of the system are subject 
to the supervision of the state insurance je- 
partment. 


Expenses of Administration 

All of the expenses of administration are paid 
by the state from a special expense fund appro- 
priated for that purpose. 


Retirement Age 
Superannuation retirement is optional at age 


sixty, provided the member has rendered at 
least five years of service. 


Retirement Benasfits 

There are both superannuation and disabiity 
benefits. Upon retirement for superannuation 
the member receives a retirement allowance con- 
sisting of (a) a member’s annuity purchased by 
his accumulated contributions, and (b) a siate 
annuity of one one-hundred-sixtieth or one one 
hundredth of his final salary for each year of 
total service, and (c) if an original member. an 
additional state annuity of one one-hundred- 
sixtieth or one one hundredth of his final sa ary 
for each year of service rendered prior to De- 
cember 81, 1928; but in no event shall the total 
state annuity exceed 50 per cent of the final 
salary. Final salary is defined as the average 
annual salary for the five years of service im- 
mediately preceding retirement. Several op- 
tional allowances are offered at retirement. 

Upon the presentation of satisfactory evi- 
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dence of eligibility for disability retirement, the 
member will receive a retirement allowance 
equal to one ninetieth of his final salary for eaca 
year of service, provided that in no case shall 
the disability allowance be less than 30 per cent 
of said final salary. 

Withdrawal Benafits 

The retirement system guarantees the return 
of all contmbutions with interest at 4 per cenz 
compounded annually to a member who for any 
reason separates from state service before the 
retirement age. Should a member die before 
retirement, his contributions with 4 per cent 
interest compounded annually will be returned 
to his estate. 

Should a member with ten or more years of 
service separate from state service, not volun- 
tarily, before the retirement age he may either 
withdraw his accumulated contributions, or he 
may elect to receive a retirement allowance com- 
puted on his contributions and his years of state 
service. 

Cost 

The state pays the entire cost of the retire- 
ment allowances based on service rendered prior 
to January 1, 1924, and one half the cost for 
service rendered after that date. The employes 
pay the other half of the cost for service ren- 
dered after January 1, 1924. 

Two schedules of age rates of contribution are 
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provided. If the member elects to contribute 
at the lower rate, his combined member’s an- 
nuity and state annuity upon retirement will 
give him a retirement allowance equal to one 
elghtieth of his final salary for each year of 
service. If he elects to contribute at the higher 
age rate, his combined annuity upon retirement 
will give him a retirement allowance equal to 
one fiftieth of his final salary for each year of 
service. 

The system is operated under the actuarial 
reserve plan. The state each year pays into 
the Contingent Reserve Fund an amount which, 
with interest accumulations, is computed to be 
sufficient to pay future state annuities based on 
the current year’s service. The accrued Ha- 
bility of the system is to be paid in full at the 
end of twenty-five years by having the state pay 
annually into State Annuity Reserve Fund No. 
2 an amount equivalent to one twenty-fifth of 
the accrued liability. 


In the years 1927 and 1930, and in every fifth ~ 


year thereafter, the actuary is required to make 
an actuarial investigation into the mortality and 
service experience of the contributors and bene- 
ficiaries, and a valuation of the funds. As a 
result of this investigation and valuation, the 
actuary will recommend any changes in the 
contributions of the employes or the state which 
may be necessary to assure the continued actu- 
arial soundness of the system. 


Vacation and Sick Leave in Government Service 


By R. Y. STUART 
Secretary of Forests and Waters, Commonwealth of Pennsylvania 


CRITICISM the average citizen 
is apt to make quite freely of 
public employes is that they hold 
“soft jobs.” By this is usually meant 
that the employe’s compensation is 
greater than the service rendered, or 
that he does not devote the time to his 
work usually given by an employe in 
similar work in private organizations. 
The conscientious effort of the public 
employe who serves the state or nation 
faithfully and well is thus too often 
discounted by the citizen whose ob- 
servation is limited to those who ac- 
tually hold “soft jobs.” 
In government, as in private prac- 


tice, the best interest of the employer 
and the employe requires that service 
at least commensurate with compensa- 
tion be rendered. ‘This cannot be ac- 
complished, however, unless each is 
fair to the other. As an employer, the 
Government should recognize, by ade- 
quate compensation and fair employ- 
ment conditions, the same qualities of 
work, faithfulness and deportment as 
reputable business concerns. There is 
no reason why Government should not 
call to its service and compensate ac- 
cordingly the best talent available for 


í 


the accomplishment of the work tod 


which it is committed. By the same 


VACATION AND Sick LEAVE IN GOVERNMENT SERVICE 


token, there is no reason why Govern- 
ment should pay either for a service 
not rendered or a greater amount for 
service than it is worth. Classifica- 
tion of employes under intelligent and 
fair direction and control, as in Pennsyl- 
vania, has done much to instill morale 
in the ranks of such public employes 
and give them a just pride in the serv- 
ice they render. The principle of 
classification has been so thoroughly 
studied and worked out that there is no 
difficulty in determining what consti- 
tutes adequate compensation for every 
class of public work performed. 


wo 


-o NOBLESSE OBLIGE 


The Government rightfully expects 
faithful service. It can rightfully be 
expected of the Government, in turn, 
that it be a good employer. The Gov- 
ernment should expect, as do private 
business concerns, that its employes be 
faithful in the observance of official 
hours and in continuous performance 
of efficient work during those hours. 
With this principle fixed, it seems both 
just and proper that the Government 
should recognize the accepted right of 
its employes to a period of absence 
from official work for the purpose of 
rest and recreation. No comment on 
the effectiveness to employer and em- 
ploye of the vacation period i is needed. 

= js an accepted: fact in all Imes of 
endeavor. Yet few states have form- 
ally adopted this sound and equitable 
policy. 

Inquiries made of a number of 
states show that the granting of vaca- 
tion and sick leave is left largely to the 
discretion of the administrative officer. 
The prevailing principle seems to be 
that the employe may, if the work per- 
mits, in the discretion of tke adminis- 
trative chief, receive two weeks’ vaca- 
tion each year. Absence on account of 
ickness seems to be handled in about 
the same way. Obviously, the treat- 
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ment accorded employes in any state 
using this plan differs as widely as the 
conception of employment conditions 
held by the administrative chiefs in 
control, 

It is not enough to say that the exac- 
tions of work for the state are not 
sufficiently arduous to require two 
weeks’ vacation, because it is, or 
should be, within the power of the ad- 
ministrative chief to secure for the 
state from each of his subordinates the 
degree and quality of service commen- 
surate with his pay. It is the con- 
scientious, efficient public servant who 
needs most th2 protection afforded by 
a vacation, for without a fixed rule, 
based upon the state’s responsibility as 
an employer, those whose services are 
most in demand and are most profi- 
cient are the ones, though most need- 
ful of a vacation, who are held in 
place that less worthy ones may “take 
their vacation.” This is manifestly 
unfair. 

Pennsylvania has recognized its re- 
sponsibility as an employer by granting 
leave of absence with pay of fifteen 
working days each year as an em- 
ploye’s right, which no administrative 
chief can gainsay. It has also provided 
for sick leave with pay, where good and 
sufficient reason, properly substan- 
tiated and approved by the State 
Executive Board when im excess of 
thirty days :n any calendar year, is 
shown. It has taken the position that 
a requiremen: of faithful, efficient serv- 
ice from the employe must be met by 
such consideration of the employe as 
will promote his welfare and efficiercy. 
Pennsylvanie’s attitude toward its 
employes is simply that of a fair- 
minded, considerate business employer. 
It is a spur to greater and more effi- 
cient effort ir the public interest by the 
employe, a stimulus to pride in his 
work, and a reasonable safeguard to 
his physical and mental health. 


Promotion in the Public Service 


By Tuomas C. Murray 
Chief Examiner, Municipal Civil Service Commission, New York City 


HE following account is based 
upon the procedure followed by 
the Municipal Civil Service Commis- 
sion of the city of New York, which for 
years has given great attention to this 
particular phase of civil service admin- 
istration. It is not claimed that the 
system used is entirely satisfactory. 
It is true that certain rules have been 
formulated, certain definite principles 
followed, and certain methods of pro- 
cedure adopted. As elsewhere in the 
public service, the New York City 
Commission has been obliged to adapt 
its methods to existing legal require- 
ments, to changing policies of munici- 
pal departments and to varying 
conditions of public employment. The 
difficulties to be overcome in the formu- 
lation of a promotion system can be 
readily understood by those who are 
to some extent familiar with govern- 
mental administration, municipal, 
state or federal. 


ELIGIBILITY FOR POSITIONS AND 
EXAMINATIONS 


The Civil Service Law of the state of 
New York directs in part that vacan- 
cies in positions in the competitive class 
shall be filled, so far as practicable, by 
promotion from among persons holding 
positions in a lower grade in the de- 
partment, office or institution in which 
the vacancy exists. Promotion shall 
be based upon merit and competition 
and upon the superior qualifications of 
the person promoted as shown by his 
previous service, due weight being 
given to seniority. In accordance with 
these provisions, promotion examina- 
tions consist of two elements. The 
first element is supplied by the service 
records of employes, which, in accord- 


ance with the municipal civil service 
rules, must be kept for all employes in 
the competitive class. The second, the 
mental examination, designed to test 
the fitness of the candidates for more 
important duties, corresponds as far as 
possible, in scope, subjects and pre- 
liminary conditions, to examinations as 
would have been prescribed for original 
entrance to the same position. 

Promotion examinations are limited 
to persons serving in lower but corr 
sponding positions to those for whic 
the examinations are held. They are 
also limited to employes serving in the 
department in which the vacancy ex- 
ists, and, in some large departments, 
eligibility is further limited to persons 
serving in certain subdivisions, where 
the work is entirely distinct from the 
rest of the department. The commis- 
sion by resolution has adopted a plan 
of organization of city departments, 
showing the bureaus and other sub- 
divisions to be recognized in the prep- 
aration of eligible lists resulting from 
promotion examinations. In some ex- 
aminations, it is found that the duties 
of the position to be filled by promotion 
may be learned by persons serving in 
several bureaus. In such cases, the 
commission extends eligibility for ex- 
amination either to employes serving 
in several bureaus or, in some cases, in 
the entire department. In no case is 
eligibility extended to several city de- 
partments under different appointing 
officers. 

It is true that, from time to time, 
objection to this limitation of compe- 
tition has been raised by persons not 
familiar with the actual work of civil 
service administration; but in no case4 
has a satisfactory substitute to the 
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PROMCTION IN THE PUBLIC SERVICE 


present methods been suggested, nor 
has any convincing reason against the 
present limitation of eligibility been 
offered. It should not need any argu- 
ment to prove that, after all, city de- 
partments have not been established 
primarily to give employes a chance to 
advance in the public service, although 
it has seemed to the writer that many 
conclusions have been based on this 
assumption. City government is es- 
tablished for the purpose of carrying on 
the public business and must neces- 
sarily be administered in the public 
interest only. It follows, therefore, 
that if the interests of the city conflict 
with those of an individual employe or 
group of employes, the first must neces- 
sarily prevail. 


OPPORTUNITY FOR PROMOTION 


It is to the interest of the city to 
have in its service an efficient, con- 
tented body of employes who have been 
attracted by the advantages presented. 
Opportunity for promotion is plainly 
one of the best inducements which can 
be offered. Accordingly, in order to 
attract the best class of candidates to 
examinations, it is necessary that they 
be given to understand that they will 
be afforded an opportunity to compete 
for higher positions in their special line, 
and that outside examinations will not 
be held to fill vacancies which may be 
filled by promotion within the depart- 
ment. Employes may naturally and 
properly expect to be promoted in line 
of duty. They have no right, how- 
ever, to expect promotion outside of the 
general line of work in which they are 
engaged. If it is impracticable to fill 
vacancies by promotion, appointments 
are necessarily made from eligible lists 
resulting from open competitive exam- 
inations. Experience has shown that, 
owing to increased activities or chang- 
ing policies, vacancies often occur in 
city departments which mav be more 
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advantageously filled by open compe- 
tition than by promotion, because the 
employes have not had an opportunity, 
by the exercise of the duties which are 
naturally and properly performed un- 
der their titles, to become thoroughly 
acquainted with the more responsible 
duties of the newly created position. 
In such cases promotion is not deemed 
to be practicable within the meaning of 
the law, although it might be possible 
to secure an eligible list from which an 
appointment could be made through a 
promotion examination, if eligibility 
were sufficiently extended. It has 
been deemed necessary to formulate 
promotion rules so that it is possible 
that new blood may be infused into the 
service in all grades, in order that the 
entire city government might not 
sooner or later develop into a system of 
bureaucracies which would not be 
tolerated by public opinion. 

Experience has demonstrated to the 
writer that it is unnecessary to unduly 
favor civil employes in the filling of 
higher positions. No employe natu- 
rally expects promotion outside of the 
line of his duties. If he desires to enter 
another branch of the service, he may 
at all times take an open competitive 
examination and test his ability against 
others. The writer firmly believes 
that practically the same conditions 
govern the advancement of employes in 
public service as in private business. 
In a private business, if an employe is 
dissatisfied with his position, he natu- 
rally looks for another. Similarly, if 
a public employe believes that the 
chances for advancement are small in 
his present position, he will either seek 
transfer to another department to en- 
gage in similar work in what he believes 
to be more favorable surroundings, or 
he will endeavor to prepare himself for 
entrance into an entirely different 
branch of the service by means of an 
open competitive examination. 
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For the above reasons, in New York 
City, promotion examinations are lim- 
ited to persons serving in lower but 
corresponding positions. In accord- 
ance with the rules, in determining 
eligibility for examination for promo- 
tion, the only consideration permitted 
to the commission is that of the title 
of the position and the duties which 
are naturally and properly attached 
thereto. Duties which have been per- 
formed not in accordance with the title 
of the position, or alleged personal 
qualifications cannot be considered. 

While the writer believes that certain 
vacancies in higher positions can be 
filled most advantageously by open 
competition, he is of no less firm opin- 
ion that it is demoralizing to the per- 
sonnel of a department if, vacancies, 
which can be filled acceptably by pro- 
motion, are not filled in this way. 

The average capable employe of a 
city department is an intelligent, fair- 
minded individual and does not expect 
unreasonable favors. He believes, 
however, that his position carries with 
it certain rights and that he is justly 
entitled to certain privileges. One of 
his chief privileges he believes to be an 
opportunity to advance in the line of 
his duties. He usually knows exactly 
the positions for which his depart- 
mental experience has qualified him 
and also the kind of position not in line 
of such training. He reasons, and 
fairly enough, that if he gives his best 
efforts to the city, he should receive a 
fair return and due appreciation from 
the city authorities. Any violation of 
what he considers his rights makes him 
discontented and rebellious and con- 
sequently of less value to the depart- 
ment in which he is employed. It is 
therefore an important part of the du- 
ties of a civil service commission to 
have convincing proofs outside of the 
statement of an appointing officer, that 
it is impracticable to fill a vacancy by 
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promotion. This applies the more 
particularly to positions which previ- 
ously have been filled by promotion or 
to newly established positions of a 
somewhat similar character. 

The following is an account of some 
of the results which have been attained. 
This account must necessarily be in 
outline only, since the number of public 
employes in New York City would 
comprise a moderate sized city. There 
are over ninety thousand (90,000) em- 
ployes, including school teachers. The 
latter are not under the jurisdiction of 
the commission. There are over sixty 
thousand (60,000) persons in the clas- 
sified civil service. There are over 
twelve thousand (12,000) in the Police 
Department; over sixty-five hundred 
(6,500) in the Fire Department; over 
sixty-five hundred (6,500) in the Street 
Cleaning Department. Out of this 
vast number of public employes, seven 
hundred and five (705) only are in the 
exempt class; that is, appointed with- 
out examination. 


RESULTS OF PROMOTION SYSTEM 


It may be somewhat of a surprise to 
the citizen who is not particularly in- 
terested in governmental problems to 


learn of the many different avocations, - 


professions and callings which are 
necessary to carry on successfully the 
government of a large American city. 
In New York, for example, there is the 
great number serving in the clerical 
service as clerks, accountants, stenog- 
raphers and statisticians. Most of 
these employes in the higher positions 
aave gained their places through pro- 
motion, although many specialists such 


as accountants and statisticians have. 


entered the service through open 
competition. 

Some of the most highly compen- 
sated men and women in this part of 
the service, entered originally as office 
boys or typewriting copyists. There 
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are night classes in accountancy and 
general office work in the College of the 
City of New York, in New York Uni- 
versity, and in the public schools. 
There are classes held immediately 
after office hours in the Municipal 
Building. Many city employes attend 
these classes. As a result, it is a com- 
mon occurrence for a clerk, receiving 
possibly $1,200 per annum, to apply 
for an open competitive examination as 
an accountant or bookkeeper at double 
his salary. The type of employe who 
studies at night in these classes usually 
attends strictly to his duties during 
business hours. The result is that 
almost invariably he does well in a 
promotion examination. All of which 
may be summarized in the statement 
that the rules for success in the clerical 
force of a private business—attention 
to duty, reliability and superior knowl- 
edge—apply also to the public service. 
It is a matter of regret, however, that, 
as the financial rewards for superior 
attainments in such service are not 
comparable with those in private busi- 
ness, many employes leave fcr other 
fields. 

At the present time every rank in the 
Police Department is filled by men who 
entered as patrolmen. Without ex- 
ception all have attained their present 
positions by fair competition through 
promotion examination. That the 
competition is keen is shown by the 
fact that at the last examination for 
sergeant, over thirty-eight hundred 
(3,800) patrolmen, each of whom had 
served for at least five years, appeared 
for examination. All were examined 
in one rocm at the same time. 
believed to be the largest civil service 
examination ever held in one place. 

There is one result of the promotion 
system which has impressed the writer 
. very forcibly, and that is the great ef- 

~fect upon the general knowledge of 
duties and related subjects, applicable 


It is ° 


355 


to the position occupied, which has 
been brought about by the constant 
study and research of men with one 
purpose only in mind—that of advanc- 
ing themselves. The efficiency of the 
New York Police Department is well 
known. The writer believes that this 
is due mainly to the fact that the Civil 
Service Law has given the members of 
the department an incentive to study 
the needs of their department, for the 
reason that zhe knowledge thus ob- 
tained will be an essential factor in 
their advancement to the higher ranks. 
In their spare time the members are in 
turn pupils end teachers. Classes of 
instruction are formed which are at- 
tended by hundreds and sometimes by 
thousands in their time-off duty for 
months and even years previous to an 
examination. Every scrap of knowl- 
edge thus obtained is valuable to them 
in their present duties and tends to 
make them more efficient. 

The chief of the Fire Department 
and every officer has obtained his po- 
sition through promotion examination. 
Everyone of them entered the depart- 
ment through competitive examination 
asafireman. New York City has been 
called the greatest fire hazard in the 
world. Yet for many years there has 
been no great conflagration. It has 
been said that the fire that might wipe 
out New York starts twenty times a 
day. But it rarely spreads outside of 
the building where it started. New 
York City is justly proud of its Fire 
Department. It believes that in gen- 
eral efficiency, in the use of scientific 
methods, and in the intelligence of the 
members, it is without peer. The 
members Lave no greater natural 
ability than in similar departments 
elsewhere, but, possibly, the incentive 
for learning their business thoroughly 
is greater. 

On account of the comparatively 
large number of officers, the opportuni- 
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ties for advancement in the Fire De- 
partment are very great. Therefore, 
they study just as hard as members of 
the Police Department and for the 
same reason. Over two thousand 
(2,000) firemen competed in the last 
examination for lieutenant. Each one 
of them knew that his chance of pro- 
motion depended entirely upon his 
standing on the resulting eligible list. 
Later some of them were promoted and 
were addressed by the chief of depart- 
ment, who had attained his rank by 
successive competitive examinations. 
In the course of his remarks, the chief 
epitomized the spirit of the Civil Serv- 
ice Law in a few words: “You have 
obtained your promotion through your 
own efforts. Your future advance- 
ment depends on yourselves. No one 
can help you and no one can stop you.” 

In some parts of New York City 
there is more congestion of population 
than in any other part of the United 
States. Many of the tenements have 
been erected for at least fifty years. 
Most of the tenants are comparatively 
recent immigrants from Southern and 
Southeastern Europe, who, previous to 
their arrival, were totally unacquainted 
with modern sanitary arrangements. 
Isolated cases of contagious diseases 
occur from time to time. 
quantities of foodstuffs arrive almost 
daily from all parts of the United States 
and from foreign countries, which, in 
many cases, are placed on sale at once. 
It is essential that this food be whole- 
some-and in good condition. All these 
problems and many others must be 
solved satisfactorily by the Depart- 
ment of Health. 

In this department all the adminis- 
trative officers of the various bureaus 
have obtained their positions by pro- 
motion. The director of the Bureau of 
Child Hygiene entered the service as a 
medical inspector; that is, a physician 
assigned to the physical examination of 
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school children. At the present time 
he has jurisdiction over more employes 
than are serving in the entire Public 
Health Service of the state of New | 
York, and he has a greater appropri- 
ation. ‘The director of the Bureau of 
Food and Drugs was originally an in- 
spector of foods. Similar examples 
might be given for each of the other 
subdivisions of the department. All 
reached their present positions by un- 
remitting attention to their duties, by 
studying the results attained in the 
public health service elsewhere, and by 
keeping abreast of the newest scientific 
discoveries. 

The engineering forces of New York 
City, in addition to the usual municipai 
engineering problems, have designed 
the greatest system of bridges in the 
world and the greatest water supply 
system. Practically all of the force 
entered the service through competi- 
tive examination. In this branch of 
the service many of the higher positions 
are filled by open competition by rea- 
son of the fact that, in a city which is 
constantly enlarging the scope of its 
activities, many entirely new engineer- 
ing projects are involved, requiring the 
services of men trained along special- 
ized lines. Nevertheless, most of the 
higher positions have been filled by 
promotion. Naturally, the man 
trained in technical schools of recog- 
nized standing has great advantages in 
examinations of this kind: Neverthe- 
less, such advantages have been offset 
>y those who entered the service in a 
very subordinate position and while 
working, attended engineering schools 
at night such as Cooper Union and the 
Brooklyn Polytechnic. Recently some 
of the universities have established 
night classes in the several branches of 
engineering. There is no doubt that 
many of the students will be employes 
af the city. 

The Street Cleaning Service com- 
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prises over sixty-five hundred (6,500) 
members. Every rank from general 
superintendent down to assistant fore- 
man has been filled by promotion. 
Every officer of the department entered 
the service in the labor class as a 
sweeper, a driver or a dump boardman. 
The department has millions of dollars 
at present invested in motor apparatus, 
including specially designed machinery 
for snow removal. While the problems 
confronting this department are not so 
complex and varied as those in the Po- 
lice and Fire Departments, neverthe- 
less the proper cleaning of the streets 
and the prompt removal and dispo- 
sition of ashes and garbage are essential 
to the health and comfort of tne com- 
munity. Many of the present officers 
in the higher ranks had less than a 
common school education when enter- 
ing the department. By attending 
night school or by home study they 
have acquired sufficient education to 
express their ideas in writing clearly 
and concisely. The result has been 
that, in examinations for the higher 
ranks, the written examination papers 
of candidates compare very favorably 
in point of composition with those of 
other branches of the service. 

Mention might be made of other 
employes—in the Prison Service where 
the wardens and other acministrative 
officers obtained their positions by pro- 
motion, having entered originally as 
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prison keepers; the Municipal Ferry 
Service, where deckhands may eventu- 
ally become captains or superintendent 
of ferries, and oilers and water tenders, 
chief marine engineers; the many 
branches of the Inspection Service, 
each with its own line of promotion, 
ranging from the inspection of the 
quality of gas to the erection of forty- 
story office buildings, from the in- 
spection of plumbing in a tenement 
house to the casting of steel water 
pipes at the foundry; but the writer 
is very much afraid that he has al- 
ready overtaxed the patience of his 
readers. 

It needs no argument to prove that 
in order to attract the most desirable 
class of applicants for positions in the 
public service, the inducement of possi- 
ble advancement should be held out to 
them. If such advancement depends 
upon personal favoritism of any kind, 
the employe will naturally endeavor to 
cultivate the friendship of those who 
can extend such favor. If, contrari- 
wise, he believes that progress depends 
upon his own efforts, he will endeavor 
to fit himself and to work for such ad- 
vancement, The system of promotion 
used in New York City is not held up 
as a model, but it is believed that 
progress has been made and that the 
results which already have been at- 
tained warrant its continuance along 
the lines which have been formulated. 


Securing Competency in Bank Examiners 


By PETER G. CAMERON 
Secretary of Banking, Commonwealth of Pennsylvania 


HERE is perhaps no official posi- 
tion that requires a higher order 

of ability and greater thoroughness and 
conscientiousness in the performance of 


à- duty than that of bank examiner, be- 


cause of the great interests with which 


bank examiners have to deal and the 
accompanying vast responsibility. 

A man may be fully competent to 
satisfactorily discharge the important 
duties of a bank examiner, so far as 
training and experience are concerned, 
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but, unless he possesses strict integrity 
of character and a determination to 
faithfully discharge every duty, he 
lacks two most essential qualifications, 
and is as much a menace to the reputa- 
tion of his superior offcer and the 
safety of the funds of the depcsiting 
public as is the incompetent or dis- 
honest examiner. 

A successful administration of the 
affairs of any department or bureau 
charged with the supervision of bank- 
ing institutions depends very largely 
upon the efficiency of the force of bank 
examiners and the thoroughness and 
reliability with which the individual 
examiners discharge thetr duties. The 
head of the department or bureau has 
no means of ascertaining the condition 
of the institutions entrusted to his care, 
except the reports of his examiners. If 
a report shows a bank to be in satisfac- 
tory condition, he must accept it as 
representing the true status, if he has 
confidence in the ability and integrity 
of the examiner who made the examina- 
tion» If a condition exists other than 
that reported by the examiner, the 
head of the department or bureau has 
no means of knowing that fact until, 
and unless, some unexpected develop- 
ment brings the matter to his attention. 
If the examiner fails to discover and 
report an embezzlement or shortage, 
the head of the department or bureau 
can know nothing of it until revealed 
through some other source by accident 
or otherwise. If the examiner’s ap- 
praisement of the assets of a bank is 
faulty, that fact cannot be determined 
from the report. 


Reasons ror INcoMPETENCY OF 
Bank EXAMINERS 


Inadequate compensation has been, 
and now is, in large measure, responsi- 
ble for lack of efficiency in bank-exam- 
ining forces. Other reasons have been 
the undoubted sacrifice of efficiency to 
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political expediency, on the part of the 
appointing power, and the uncertainty 
of tenure of political appointments. 
Another factor that has rendered it 
difficult to maintain examining forces 
at the desired standard of efficiency has 
been the severance from public service 
of the more efficient examiners by the 
larger banks and trust companies, and 
by accounting firms, that offer much 
higher salaries than are paid examiners. 
The bank examiner leads a nomadic 
existence, being home with his family 
rot more than a day or two at a time. 
He is compelled to travel in all kinds 
of weather and under all sorts of un- 
comfortable, if not disagreeable, condi- 
tions, and at times to stay at hotels and 
boarding houses whose proprietors 
should be indicted for obtaining money 
under false pretenses. ‘Therefore, after 
a few years of this experience, the 
average examiner js ready to accept an 
offer of even equal compensation, ac- 
companied by the prospect of avoiding 
the constant absence from home, ex- 
tensive traveling and uncertainty of 


' tenure of his political appointment. 


SECURING COMPETENT BANK 
EXAMINERS 


It is quite apparent at this time, 
however, that there is a general tend- 
ency to increase the compensation of 
bank examiners and to eliminate to a 
greater degree the question of political 
expediency in their selection and ap- 
pointment. Not until politics has been 
wholly eliminated as a consideration in 
the appointment of these officials, and 
tne compensation is made commensu- 
rate with the importance and sacred- 
ness of the duties of the position, will 
it be possible to build up an examining 
force throughout the nation’such as the 
depositing public has a right to expect 
shall be maintained for the protection 
of its interests. 

That greater liberality should obtain 
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in the matter of fixing the salaries of 
bank exammers is evident upon con- 
sideration oi the type of men necessary 
to satisfactorily fill these positions. In 
addition to integrity of tne highest 
order, some of the essential qualifica- 
tions may be briefly referred to as 
follows: 

At least a high school education, to- 
gether with a number of years of prac- 
tical banking and business experience. 
Completion of a college course, or grad- 
uation from a school of finance and 
commerce of recognized standing, cou- 
pled with banking experience, insures a 
foundation much more desirable. A 
man lacking in the training incident 
to a college, or at least a high school 
course, cannot hope to attain the 
highest standard of efficiency as an 
examiner. 

A thorough knowledge of the prin- 
ciples of accounting, and experience of 
a practica! nature in applying them, is 
absolutely necessary in an efficient 
bank examiner. As the bocks of a bank 
are the foundation upon which an ex- 
amination rests, it is incumbent upon 
the examiner to satisfy himself that 
they correctly show the assets and lia- 
bilities of the bank; and he must be 
able to trace an item through the books 
in order that he may satisfy himself 
that no shortage exists, and that the 
books contain no false entries, forced 
balances or other manipulations that 
have been resorted to for the purpose 
of concealing losses or unfavorable cir- 
cumstances or conditions. Without a 
thorough knowledge of accounting, a 
bank examiner cannot possibly render 
efficient service; and this knowledge 
can only be ecquired by the proper 
training and experience. 

The second qualification requisite to 
an efficient discharge of the duties of a 
bank examiner is a thorough knowledge 
of the banking laws of his state, if he 
is a state examiner, and cf the national 
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banking laws, if he is a national exam- 
iner; a similar knowledge of the nego- 
tiable instruments law, and of the laws 
in general relating to contracts, and 
familiarity with recognized practices, 
rulings and court decisions governing 
the several classes of imstruments 
handled by all banks and trust com- 
panies. Both state and national ex- 
aminers should possess a knowledge of 
the fiduciary laws and the laws gov- 
erning the administration of trust 
estates; a knowledge of mortgages, 
deeds of trust, etc., and should be able 
to pass intelligently upon and deter- 
mine the legality of such instruments, 
both as respects form and execution. 
The detail information necessary in 
connection with this phase of an ex- 
aminer’s duties is too extensive to be 
treated in this article. Such informa- 
tion can be acquired only by diligent 
study and years of experience in 
business. 

The third important qualification of 
an examiner is good judgment in ap- 
praising the assets of a bank, which is 
perhaps the most important feature of 
an examination; and in conjunction 
with the exercise of good judgment, 
the examiner must be able to digest 
financial statements for the purpose of 
determining the probable value or col- 
lectibility of commercial paper and 
other unsecured loans. Without these 
qualifications an examiner endangers 
the safety of the funds of the depositors 
as well as the reputation for efficiency 
of the entire force of which he is a 
member. 

Other qualifications requisite to make 
a successful examiner are: strength of 
character, moral courage, tact, discre- 
tion, diplomacy, courtesy. The exam- 
iner from time to time comes in contact 
with bank officials who are overbear- 
ing, imperious, conceited, unyielding, 
unreasonable, dishonest, but affable 
and plausible. He will meet with un- 
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satisfactory or dangerous conditions, 
due to incompetency, faulty judgment 
or speculative tendencies. To be able 
to meet the exigencies of each of ~hese 
contingencies, the examiner must be 
forceful, tactful, resourceful, diplo- 
matic, discreet. 

The standard outlined in this article 
is a high one and calls for an order of 
ability not readily obtainable. And 
when the services of men possessing the 
qualifications enumerated are secured, 
they are not usually long retained, be- 
cause, as before stated, their ability is 
quickly recognized and they have no 
difficulty in securing positions that 
carry higher salaries thap are usually 
paid bank examiners, to say nothing 
of avoiding the hardships and uncer- 
tainties of examinerships—this lazter 
objection applying principally to those 
supervising agencies in which polit:cal 
expediency is a consideration in making 
appointments. 

Therefore, the answer to the ques- 
tion, “How can the efficiency of zhe 
several governmental agencies charged 
with the supervision of banking insti- 
tutions be increased?” is, by increasing 
the salaries paid, by eliminating politics 
as a consideration in making appoint- 
ments, both as respects the heads of 
the several agencies and the examining 
forces, and by the adoption by the 
several supervising agencies of a stand- 
erd of requirements for appointment to 
the position of examiner in the several 


grades. 
INADEQUATE STANDARDS 


Inquiry of the forty-nine state and 
federal agencies throughout the United 
States charged with the supervision of 
banking institutions reveals the fact 
that but four of them have adopted 
what might be termed standard re- 
quirements for appointment to the 
position of bank examiner. The Cur- 
rency Bureau at Washington and three 
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of the states have prescribed certain 
qualifications that must be met and 
require an applicant to pass an exam- 
ination before appointment can be 
secured. Ten of the states require ap- 
plicants to pass examinations, but have 
not adopted standard requirements in 
addition thereto. In four of the states 
bank examiners are under civil service 
regulations. In twenty-five of the 
states practical banking experience is 
required, but no formal examination is 
necessary to secure an appointment. 
Nearly all replies from agencies that 
have not adopted standard require- 
ments state that the matter is under 
consideration, and express the hope 
that a satisfactory standard may be - 
worked out and adopted in the near 
future. In a number of the replies, 
deprecation is expressed of the fact 
that political considerations apply to a 
greater or less degree in the selection 
of appointees for these positions, a 
fact which militates against the policy 
of adopting standard requirements. 
Many of the replies relate the difficulty 
experienced in retaining the services of 
competent men because of the inade- 
quacy of the salaries paid. 


THe SALARI®S Par 


It appears from the inquiries referred 
to that the average salaries paid state 
bank examiners in the several grades 
range from 82,000 for the assistant to 
$4,200 for the experienced, efficient 
examiner. The salaries paid by the 
National Currency Bureau average 
from $8,800 to $5,000, except in the 
case of chief examiners, whose salaries 
are very much higher. 

The salaries of the examiners em- 
ployed by the Federal Reserve banks 
average from $2,400 to $7,500 per 
annum, exclusive of the chief exam- 
iners whose salaries run from $8,500 to 
$16,500. 

The compensation of certified public 
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accountants, whose training is very 
much along the line necessary to make 
a ‘successful bank examiner, ranges 
from $5 to $50 per day. 


PENNSYLVANIA’S STANDARDS 


With a view to building up a force of 
bank examiners sufficient in number, 
character and ability to meet its heavy 
and ever-increasing responsibilities, the 
Department of Banking of Pennsyl- 
vania has tentatively adopted the fol- 
lowing standard requirements for ap~ 
pointment to the position of bank 
examiner in the several graces, in addi- 
tion to satisfying the Governor and the 
Secretary of Banking that the applicant 
possesses the other qualifications re- 
ferred to herein as being recuisite in an 
efficient examiner, the several grades 
carrying the salaries indica<ed: 


Assistant Examiner—Salary, $1,500 to 
$2,140 
Requiring graduation from a school of 
finance and commerce or a college or uni- 
versity of recognized standing, and not less 
than one year’s practical banking experi- 
ence; or C.P.A. certificate in Pennsylvania, 
and three years’ general auditing experi- 
ence; or completion of high school course 
and banking experience of not less than 
two years. 


Junior Examiner—Salary, 32.160 to $2,640 


Requiring graduation from a school of 
finance and commerce or a college of recog- 
nized standing, and at least one year’s ex- 
perience as an assistant examiner, or two 
years’ practical banking experience; or 
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C.P.A. certificate in Pennsylvania and four 
years’ auditing experience; or graduation 
from high school and four years’ practical 
banking exper_ence. 

Examiner—sSatary, $2,640 to $8,360 


Requiring graduation from a school of 
finance and commerce or a college of recog- 
nized standing, and at least one year’s 
service a3 @ junior examiner, or three years’ 
practical banking experience; or C.P.A. 
certificate in Pennsylvania, and five years’ 
general auditing experience; or completion 
of high school course and five years’ prac- 
tical banking experience. 


Senior Examiner—Salary, $3,860 to $4,500 


Requiring promotion from grade of ex- 
aminer, such promotion to be based upon 
demonstration of fitness to make examina- 
tions without assistance, thorough knowl- 
edge of the banking laws, negotiable in- 
struments law, law of contracts, con- 
veyancing, the Fiduciaries Act, the laws 
relating to estates, etc. 


Chief Examiner—Salary, $4,500 to 86,000 
Requiring promotion from grade of senior 
examiner, promotion to be based upon 
demonstrated fitness to take entire charge 
of groups of examiners and supervise and 
direct their work; to take charge of defunct 
institutions, institute prosecutions and rep- 
resent the Secretary of Banking as Special 
Deputy wher necessity arises under the law. 


Note.—For appointment as Building and 
Loan Exeminer, or assistants to building 
and loan examiners, no banking experience 
shall be required, but a like number of 
years of auditing and accounting experi- 
ence may be substituted for each grade. 
Salaries range from $1,800 to $3,600. 
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FOREWORD 


In presenting this volume to our 
members, the officers of the Academy 
have been guided by the thought that 
the post-war situation in Europe has 
exerted and is now exerting a far- 
reaching influence on economic and 
financial conditions in the United 
States. It was for this reason that the 
decision was reached to devote the six 
sessions of the Annual Mesting, held 
in May, to a consideration of the Re- 
lation of America to the Post-War 
European Situation. 

In planning the sessions, the Com- 
mittee in charge of the Annval Meeting 
endeavored to have the different view- 
points adequately represented. The 
fundamental principle guiding all the 
Academy’s activities is not to advance 
any special thesis, but rather to furnish 
a forum in which the great questions 
confronting the American people may 
be approached from different points of 
view. 

The questions discussed at the recent 
Annual Meeting and presented in this 
volume will engage the attention of the 
American people for many years to 


come, and it is a matter of vital im- 
portance to the future of our country 
that a well-organized public opinion 
should guide the statesmen responsible 
for American foreign policy. 

Our international relations have ac- 
quired such importance that since the 
Great War the Academy has made 
these annual meetings a series of inter- 
national conferences on foreign policy. 
It is the hope of the Committee en- 
trusted with the responsibility for the 
annual meetings to continue this plan, 
and to supplement this volume with 
another volume in 1925 discussing 
other important aspects of our foreign 
relations. 

The Committee in charge of the 
Annual Meeting desires to take this op- 
portunity to express its deep apprecia- 
tion to those who participated in the 
discussions of the Annual Meeting and 
also to the large number of national 
associations whose delegates added 
much to the importance and influence 
of the sessions. 

L. S. Rowe, 
President of the Academy. 
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Economic and Trade Position of Germany 


By H. G. MouLrtoN 
Director, Institute of Economics 


CONSIDERATION of Ger- 

many’s general economic condi- 
tion requires a careful analysis of her 
international trade position. This is 
because Germany’s industrial develop- 
ment during the last fifty years has 
rendered her whole economic situation 
vitally dependent upon international 
trade and service operations. Ger- 
many’s basic industries are closely 
related to foreign trade. I shall center 
my entire discussion around the prob- 
lems involved in Germany's interna- 
tional trade and financial status, omit- 
ting from consideration other economic 
facts or factors germane to the general 
question under consideration. 

The effects of the war and the dis- 
astrous years that have followed upon 
Germany’s international trade and 
financial status may be shown by the 
following chart: 


amounts of goods and specie that were 
not paid for with exports: 


1894-1898.,...... 1,074 
S09 1008 sens auian 1,218 
e 1908 2b Shots eee iene 1,720 
1808-1918 15 2. G32 deeds 1,675 


THE Specrre oF DIMINISHING 
RETURNS 


The income from investments and 
services more than covered these ad- 
verse trede and specie balances. The 
total income from invisible sources, in 
fact, exceeded the trade and specie 
deficit during the twenty-year period 
by an everage amount of about 400 
millions a year. This 400 millions 
represented new investments abroad. 
A striking fact is that in the later years 
before tae wer Germany was finding it 
increasingly more difficult to cover her 
imports and expand mvestments, the 


Actual Imports, 1918 
1922 values 


Actual Exports, 1918 
1922 values 


Actual Imports, 1922 


Actual Exports, 1922 | 
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E RP eee: A E (eam (ee: MA EN, RE RE DEE AE OE ee ee (ee SEE 


0 2 4 6 


8 10 12 14 16 18 20 


(Values in Billioas of Gold Marks) 


It will be observed that in 1918 the 
imports were slightly in excess of the 
commodity exports, the balance being 
covered by means of interest on foreign 
investments and income from shipping, 
banking, and insurance services, etc. 
The following table shows for a period 
of twenty years the annual average 


averag2 new investments during the 
last ten years before the war being 
appreciably smaller than during the 
preceding ten years. ‘This is primarily 
a reflection of the fact that Germany 
was b2ginring to operate under con- 
ditions of diminishing returns. A 
dense population and fully utilized 
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resources were rendering her interna- 
tional trade and financial position less 
secure as time went on. 

Import requirements were enormous. 
owing to the fact that Germany had a 
population of some 15 or 20 millions 
in excess of her own capacity to sup- 
port on an efficiency basis, as well as to 
the fact that the German factory sys- 
tem imported the bulk of its raw 
materials and semi-finished goods from 
abroad. These two groups of com- 
modities—foodstuffs and factory ma- 
terials—comprised 86 per cent of the 
total of all German imports in the last 
three years before the war. The 
largest items among tht raw material 
imports were raw cotton, silk, and wool 
(19.8%) ; raw copper (5.8%); hides and 
skins (10%); iron-bearing ores and pig 
iron (6%); rubber (2.8%); tin, lead, 
and aluminum (1.8%); chemicals and 
dyestuffs (6.4%); hard and soft woods 
(6.4%). 

The great bulk of these food supplies 
and materials was indispensable to the 
operation of the German economic 
system and to the maintenance of 
exports. Imports of food could have 
been reduced a little, but luxuries 
comprised only a very small percentage 
of the total, whether in the foodstuffs 
or other groups. Raw materials en- 
tered directly into the manufacture of 
commodities for export. Cotton, silk, 
and wool were converted into textiles 
and clothing; copper and iron went 
into the manufacture of machinery, 
rolling stock, tools, and metal articles; 
hides and skins went into the manu- 
facture of leather goods; the various 
woods were used in practically every 
type of manufacturing; chemicals and 
dyestuffs produced dyes, fertilizers, 
and pharmaceutical products, ete. 
The five principal groups of German 
manufactured goods and their percent- 
ages of total exports in 1918 are as 
follows: 


Per Cent 
Iron products........ ... 15.8 
Machinery. .............. 11.2 
Textiles, not including cloth- 
en a a si 12.7 
Chemicals and dyes......., 9 4 
Leather and leather articles 5.4 


To maintain the effective working of 
the German economic system, it was 
necessary to keep unimpaired the 
inflow from abroad of foodstuffs for 
the excess working population and the 
basic raw materials required by the 
German industries. No great reduc- 
tion of imports was possible without 
disrupting the whole economic organi- 
zation. 


Some increase of exports over the > 


figures actually obtained might have 
been possible, but it is well to bear in 
mind that Germany was as a matter of 
national policy bending every effort to- 
ward expanding her export markets. 
Low transportation rates on export 
commodities, extraordinarily efficient 
sales organization, liberal credit poli- 
cles, price concessions, etc., were all 
designed to widen Germany’s markets 
abroad. 

I am aware that there are those who 
contend that Germany might have 
exported the entire surplus of produc- 
tion over consumption,—in other words, 
that she might have exported her 
domestic savings. This contention I 
cannot accept, for the reason that it 
was absolutely essential that the 
greater part of these savings be put 
into the development of new capital 
goods within the country if Germany 
was to keep the pace. No small part 
of the annual excess of production over 
consumption was represented by the 
replacement of capital goods that were 
wearing out. The bulk of the remain- 
der had to go into railroad and factory 
extension, the building of new rolling 
stock, new ships, new harbors and 
harbor facilities, etc. If it had not 


eZ 





Economic AND TRADE POSITION or GERMANY 3 


gone into the expansion of the capital 
equipment of the country, the increas- 
ing population would have been forced 
to produce under conditions of increas- 
ing cost. With the labor supply 
increasing rapidly, the capital supply 
also had to increase, or else Germany 
would fall behind in the race for 
productive efficiency. The capital 
equipment of the country, moreover, 
had to be steadily improved in quality, 
if Germany was to hold her own in the 
competitive race. The moment the 
plant and equipment of the country 
was allowed to grow obsclete relatively 
to that of other countries, Germany 
would retrogress relatively to other 
countries. To say that Germany could 
have exported the entire surplus of 
production over consumption that 
actually did exist in the twenty-year 
period before the war is, therefore, 
sheer nonsense. 

Germany’s income from interest on 
investments, and from shipping, bank- 
ing and other services played a very 
significant ròle in the maintenance of 
her position in the latter years before 
the war. The interest on investments 
vielded approximately a billion gold 
marks, and the other accounts reached 
an aggregate of over 500 millions. In 
the absence of this income from the 
invisible sources, Germany's imports 
would have had to be materially 
reduced. Even imports of essentials 
would have had to be curtailed. 


CHANGES WrovuacuHt BY War 


The war has profoundly changed 
Germany’s whole international trade 
and financial status. In the first 
place, the invisible sources ot income— 
as a result of the war and the years 
that have followed—now yield negli- 
gible sums. ‘This is accounted for by 
*the following changes: First, the 20 


billions of foreign investments (net), 


owned by Germany before the war 
have been almost entirely wiped out. 
The bank balances held abroad, plus 
some property owned by Germans in 
the ceded territories, yield only a small 
return at the present time. Shipping 
income has been cut to about one third 
of the pre-war totals, while banking 
and insurance earnings and commis- 
sions have been proportionally reduced. 
Tourist revenues were temporarily 
large during the post-war bargain 
counter days; but they are now small 
in amount. Às an offset, Germany 
now owes foreigners considerable sums 
on account of real estate and securities 
sold abroad both during and since the 
war. The means with which in pre- 
war days Germany met her trade 
deficits and built up her foreign invest- 
ments have been eliminated from the 
picture. The export trade now pro- 
vides the only means of paying for food 
and raw materials and meeting repara- 
tion payments. 

The table on page 4 shows the vol- 
ume of German trade in 1922 as com- 
pared with 1913, expressed in thousands 
of metric tons. 

In 192% the weight of imported raw 
materials had fallen to 65 per cent of 
the 1918 figure; of food imports to 48 
per cent; and of living animals to 17 
per cent; while the weight of manu- 
factured imports had increased to 152 
per cent—due entirely to the increased 
imports of iron bars and rods made 
necessary by territorial losses and ad- 
justments. For all classes combined 
the 1922 imports were only 68 per cent 
of the 1918 total. , 

Turning now to the export figures, we 
find sharp declines in every division, 
except the unimportant group, living 
animals. Raw material exports de- 
clined to 24 per cent of the 1918 level, 
manufactured commodities to 63 per 
cent, and food to 27 per cent. For all 
classes combined, the volume of 1922 
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Vomm oF GERMAN TRADE xy 1922 as ComPpaRED wrra 1918* 





IMPORTS 
CLASSIFICATION 

1913 1922 

Raw materials and partly 
manufactured goods . .| 59,701 88,877 
Manufactured goods 1,249 1,894 
Food ii 4258860. Sz 11,700 5,074 
Living animals .... ... 180 8) 
Total... ... .. . ..] 72,880 45,875 


exports was only 29 per cent of the 1918 
figures. 

The report of the Committee of 
Experts very properly stated that the 
total of German reparation payments 
that could be made over a period of 
years would depend upon the possibili- 
ties of developing an export surplus. 
While the Committee ventured an 
estimate of the amount of funds that 
might be raised, within the country, 
they refused to make any prediction 
as to whether these sums could be 
transferred to the creditors. The ex- 
tent to which an export surplus might 
develop they held to be entirely prob- 
lematical, and accordingly they set up 
some ingenius administrative machin- 
ery whereby the amounts of reparation 
payments to be made would be gov- 
erned by whatever export surplus 
might in the course of time develop. 
They did not undertake an analysis of 
the problem of export markets. 

Germany’s ability to recover her 
international trade and to re-establish 
her general economic position will 
depend in large measure upon the 
recovery of pre-war markets. Despite 
the grave economic changes that have 
occurred during and since the war, it 
remains true that Germany’s ability to 
come back primarily depends upon her 
ability to sell goods in the same coun- 


Exports Nev lnrrorts 
1918 1922 1918 
59,026 14,272 675 
9,821 5,836 — 8,072 
5,8868 1,443 6,332 
2 f3] 178 
73,717 21,556 — 887 





tries in which she sold them F>fore the 
war. The German producing ..pazity 
presents very much less of a problem 


than does the question of markets. 


The table on page 5 shows the distribu- 
tion of Germany’s exports by countries 
and groups of countries in the year 
1913: 


Prospects FOR EXPANSION OF 
Fortran TRADE 


It will be observed that 52 per cent 
of the total of German exports were 
disposed of in Western Europe, about 
24 per cent in Central, Eastern, and 
Southeastern Europe, and about 15 
per cent in North and South America, 
with Asia and other remote regions 
taking almost negligible amounts. The 
total of 10,097 million marks represents 
in present gold prices a little over 
16,000 million gold marks, as against 
actual present figures of roughly one 
third that amount. What is «he 
prospect that Germany can rapidly 
recover her export markets? 

It should be pointed out at this place 
that the ability to export increasing 
quantities is the crux of the whole 
German trade problem. Germany can 
pay for imports only provided she can 
find export markets. She must have 
imports both of food and raw materials 
if the people are to be adequately 


* Net exports are indicated by the minus sign. 
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Germanys Export Marxgets, 1915 * 


Country oF DESTINATION 


Western Europe 
Great Britain. 
France ... ... 
Netherlands . 
Scandinavia. 
Belgium... 
Switzerland 
Italy.. 

All others 


Central, Eastern and Southeastern mere 
Austria-Hungary . 
Russia 
Balkan States . 
All others . 
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North and South America . 
United States 


Asia... . .. 
All others . 


nourished and if domestic industry is to 
be preserved. Not only are reparation 
payments dependent upon the recovery 
of German markets, but Germany’s 
buying power and Germany’s whole 
industrial security is dependent upon 
the recovery of her foreign trade. 

The prospect for a rapid expansion of 
German foreign trade and the develop- 
ment of an export surplus is by no 
means alluring. In the first place, as 
everyone knows, the purchasing power 
of all Central, Eastern, and South- 
eastern Europe has been very greatly 
reduced as a result of the war and of 
the general economic, social, and politi- 
cal disorganization that has followed in 


1813 Exports 
Ir Millions As Percentage 
cf Marks of Total 
5,272 522 
1,438 14 2 
790 78 
694 69 
675 67 
551 5 8 
536 53 
393 3 9 
195 19 
22,405 23 8 
1,105 10 8 
880 8 7 
214 21 
206 21 
1,547 15 4 
713 71 
266 26 
200 20 
368 3 7 
548 5 4 
325 3.2 
10,097 100 0 


its wake. In the second place, the 
markets in Western Europe, where 
before the war Germany sold 52 per 
cent of her total exports, have also 
been very greatly curtailed. This con- 
dition has resulted partly from the 
world-wide financial and economic 
disorganization of recent years and 
partly from the necessity of drastic 
economy in order to balance domestic 
budgets and pay war debts to foreign 
countries. Concretely, Great Britain, 
in her supreme effort at economizing in 
order to balance her budget, must 
restrict imports from Germany to the 
barest necessities. France, Belgium, 
and Italy are confronted with an even 


* Compiled from data given in “Statistisches Jahrbuch fur das Deutsche Reich,” 1915. 
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more difficult situation. The neutral 
nations, while in a somewhat Letter 
position, cannot buy as much as they 
bought before the war, in consequence 
of the reduction in the demand for their 
own products in all the impoverished 
former belligerent countries. They, 
too, are caught in the tangled web of 
international economie disorganization. 
Third, the Western Hemisphere 
would seem to offer the chief markets 
where sales might be expanded beyond 
the pre-war volume. Argentina and 
Brazil, however, have been very hard 
hit by the curtailment of European 
purchases of raw materials and food- 
stuffs, notably grain, hidés, and ccffee, 
while the United States, more able to 
buy than any other country, stands 
committed to a high tariff policy. 


Arp GERMAN Goops WANTED? 


As John A. Hobson, the eminent 
British economist, recently pointed 
out in a letter to the London Times, 
commenting on the Dawes Report: 


It seems essential that the policy of the 
German government and German irdus- 
trialists shall be directed to the production 
cf such sorts and quantities of export goods 
as Germans are best able to produce and 
the world markets able and willing to 
absorb. It would therefore seem wise that 
in order to secure this requisite size and 
composition of the German export trade, 
the interested Allies should give some clear 
indication of the kinds and quantities of 
German goods in which they respectively 
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desire their reparation payments to be 
made. Having regard to “round about 
trade” this should involve consideration of 
a consolidation with other foreign countries. 
Would it not be wise for the Allies to agree 
as to what trades they wish to stimulate in 
Germany and to damp down in their own 
and foreign countries? Obviously they 
will get most reparation if they encourage 
Germany to produce the manufactured 
goods in which her science and skill and 
high organization give her most advantage 
in production. 


What are these lines in which Ger- 
many has the highest degree of produc- 
tive efficiency? They are iron and 
steel products, machinery, textiles, 
chemicals and dyes, leather and leather 
articles. In no other lines can Ger- 
many compete advantageously in 
world markets. 

Now, these lines happen to be with- 
out exception lines in which the other 
leading industrial nations of the world 
are equipped to supply the existing 
and potential demands. ‘There is not 
the slightest use in kidding ourselves, 
into the belief that the world is going to 
welcome the return of Germany as a 
powerful competitor in these lines. 
Whenever anyone has been asked to 
suggest other important non-competi- 
tive lines in which Germany is equipped 
to produce large quantities for export, 
he quickly resorts to vague generalities. 

Judging by the tariff and commercial 
policies of the world, German goods 
are not wanted in huge quantities. 


Y : 


The Effect of Germany’s Industrial Condition 


By GENERAL Henry T. ALLEN 
Commander, American Forces in Germany 


N the early eighties Germany was 
exporting annually a large percent- 
age of her population. At that time 
the United States was getting the 
greater part of this exportation. ‘The 
German government, recognizing the 
fact that those going to our country 
were totally lost to Germany, made an 
effort to deflect the stream of emigra- 
tion to South America, particularly to 
Argentina and Brazil, where the emi- 
grants remained to a certain degree 
colonists maintaining a rather definite 
relationship with the mother ccuntry. 
However important it was to German 
foreign trade to have outposts in remote 
parts of the world of her own people, 
it was deemed of greater moment to 
the general welfare to export products 
rather thar pecple. Dr. Moulton very 
truly says,! 
“With the labor supply increasing 
rapidly, the capital supply also had to 
increase or else Germany would fall 
behind in the race for productive 
efficiency.” | 
Within the past few decaces Ger- 
many’s capacity to apply scientific 
developments ‘to commercial ends has 
been equal or superior to that of any 
other country. With that virile in- 
dustrial population and the firm deter- 
mination to compete with the world, 


~~ ,acularly in the production of iron, 


aemicals, and textiles, Germany found 
that emigration was not necessary and 
that the well-being of her people under 
the changed conditions was maintained 
on a higher plane than ever before. 


EFFECT OF GERMAN TRADE 
CONDITIONS 


The attitude of various countries 
towards the restoration of Germany 
l See page $. EDITOR. 


since the war has been a most interest- 
ing study. ‘The fact that over half of 
Germany’s exports go to Western Eu- 
rope clearly indicates the importance of 
the trade of the Allies with that coun- 
try. The trade restrictions brought 
about by the war and the occupations 
have been of serious nature to the small 
Western European States whose chief 
market is Germany. I recall very dis- 
tinctly that after the A.B.C. Confer- 
ence in London in March, 1921, where 
the total reparations of one hundred 
and thirty-two billion gold marks was 
adopted, and Germany declined to pay, 
certain sanctions were imposed—the 
military sanctions consisting of the 
seizure of the gateways to the Ruhr— 
Dusseldorf, Duisburg, and Ruhrort— 
and the economic ones, the customs 
barriers in the various bridge heads. 
When those barriers were established 
there was complete control by the Al- 
lied Rhineland High Commission over 
imports and exports in the occupied 
territories, and I remember very clearly, 
in connecticn with the permits that 
were issued to certain western coun- 
tries to import alcohol into the Rhine- 
land, that within a period of six weeks 
permits were granted which authorized 
the importation of alcohol equal to 
what had been the allowance for ten 
years preceding. That shows some- 
thing of the conditions there which 
confronted us in respect to matters of 
that particular character. 

The perturbed trade conditions of 
that country continue to have a most 
depressing effect on all Europe. With- 
out imposing some limitations on the 
restoration of Germany, England will 
again find her old commercial rival 
irresistible and France knows that she 
will find her historic enemy dangerously 
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strong. The countries most vitally 
interested in a normal status of Central 
Europe are not unmindful of the signif- 
icance of such restoration to their own 
industries. This question, so called 
the German or the Rhineland question, 
is not one between Germany on one 
side and France on the other. It is a 
question between Germany on one side 
and the United States and France and 
England and Belgium and Italy. It 
is really a world question. The nu- 
merous conferences which have taken 
place, the commissions and councils 
that have sat in Europe since Novem- 
ber 11, 1918, have clearly demonstrated 
the impossibility or unwillingness of 
settling this German problem on an 
economic or financial basis. 


Frencu Security First 


When it became known that the 
United States was not to be a party to 
the Tripartite Arrangement, whereby 
France was given assurance of security 
against an unprovoked aggression on 
the part of Germany, it was natural 
that France, a conqueror, should think 
of other methods of obtaining security. 
However important reparations are, 
security has easily taken precedence 
over them in the minds of French au- 
thorities. That was duly and forcibly 
illustrated a number of months ago in 
the Chamber when Loucheur was heck- 
ling Poincaré. The question of rep- 
arations was up, and likewise that of 
security, and they both exclaimed, 
“Yes, we want reparations and secu- 
rity, but we want security first.” And 
that necessarily has been the dominat- 
ing note in the French policy since 
1918. ‘There were two methods which 
presented themselves, seizure of terri- 
tory and political disintegration. 
There were far-sighted Frenchmen at 
the Conference preceding the Versailles 
Treaty who insisted on the Rhine as a 
boundary, and others who strongly 


advocated a treaty with the separate 
states of Germany. It is well to re- 
member those facts in connection with 
the statements made about reparations 
in relation to the Ruhr seizure. The 
proximity of the Briey and Longwy 
iron deposits to the Ruhr coal, with 
their separate ownerships, must con- 
tinue to present grave economic dif- 
culties. A common ownership would 
be the logical means for securing best 
returns, but that is not in accordance 
with the Treaty; nor does the present 
status give assurance of a return of 
an economic equilibrium in Centzal 
Europe. 


INDUSTRIAL INTERESTS IN RUHR 
SEIZURE 


There can be no doubt that indts- 
trial as well as military France was 
largely influential in the Ruhr seizure, 
and in bringing the coal and ore into 
their logical economic relations to each 
other. Of course, we all know full well 
that the proximity of the ore and the 
coal with the highly developed railways 
between them gave Germany an encr- 
mous advantage many years ago in 
competition with the rest of the world 
in iron and steel products, and it is a 
natural thing to have those two won- 
derful deposits brought into juxtaposi- 
tion. The distance between them is 
approximately 125 miles. Were it 
possible for France and Germany to 
bring about commercial agreemen-s 
such as the Loucheur-Rathenau ar- 
rangement promised, whereby historic 
differences and apprehensions could be 
subordinated to mutual economic ad- 
vantages, an early agreement between 
the two vitally interested countries 
could be expected. Under that az- 
rangement France was to get repara- 
tions in kind amounting to several 
hundred million francs annually buz, 
when some twenty millions had been 
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delivered, violent protest arose from 
the French industrialists. Again, when 
Germany made a strong effort some 
three years since to increase her 
exports that she might make repa- 
ration payments in her only possible 
way other than by purchasing foreign 
gold with vanishing marks, the world 
declined to have German goods dumped 
upon it. On our part, we raised our 
tariff wall to meet the situation. That 
is going to be from any viewpoint one 
of the most difficult questions in con- 
nection with the Dawes Plan—the 
quantity of material or products of 
Germany that may be consumed by 
other countries. Upon that largely 
will depend the success, I think, of the 
plan. That plan offers hope beyond a 
peradventure of a doubt, probably con- 
siderably increased by the recent elec- 
tions in France, but a genuine restora- 
tion—moral and physical—may not be 
expected es long as the Rukr and Rhine- 
land holdings are continued. ‘There 
must be some method whereby evacua- 
tion can be envisaged, whereby the 
industrial heart of that country may be 
able to beat in a more or less normal 
way in order that reparations and the 
policy outlined by the Dawes Plan may 
be carried to a successful issue. 
Another point in comiection with 
the Dawes Plan about which naturally 
all of you have thought, is that no defi- 
nite time limit nor sum were fixed. 
That was perhaps essential under all 
the conditions. In any event it would 
not have been possible for that Com- 
mission to take that matter into con- 
sideration without trespassing on the 
domam of the political, and that was 
not within its scope. As long as the 
one hundred and thirty-two billion 
gold marks are held as the basis of 
reparations, the outlook for the future 
of Germany even with conciliatory 
spirit on both sides is not especially 
brilliant. Yet in accordance with the 


general law of forces, it is quite prob- 
able that that block of sixty-two mil- 
lion people will eventually catalogue 
itself in the Hst of states in accordance 
with its known potentiality. The 
question, as I said above, is not a local 
one by any manner of means. It is 
not simply a European one. 

Very shorzly after the occupation of 
the Ruhr had been effected we had 
orders there which we were trying to 
have filled. Our war partners were, 
of course, enxious to oblige us, and 
yet they knew that payments made 
would necessarily go towards increas- 
ing the passive resistance. At the 
same time England was having the 
same diffcu_ty. ‘There was an English 
company—a, shipbuilding corporation 
—which must have certain steel prod- 
ucts from the Ruhr im order that it 
might carry on. Those people were 
also experiencing the same difficulties 
that we dic. I cite that as a sugges- 
tion as to what the Ruhr holding means. 
I have been asked often why England 
did not approve of the policy of the 
holding the Ruhr and back up France. 
The answer was simply that it was 
vitally contrary to the interests of that 
country, ard that seems to me to be a 
sufficiently satisfactory answer. 

What was the real cause of the 
seizure of the Ruhr? We have been 
told taat it was reparations. Possibly, 
in a psychological way, yes. Potent as 
it was in increasing hatred, it doubtless 
had influence in changing the attitude 
of the German mind in respect to 
that measure; but so far as effecting 
direct reparations, it was not generally 
deemed by England or Italy, or in fact 
by Belgium, that it could be done. 
The speech made by our Secretary of 
State in December, 1922, at New Ha- 
ven, Connecticut, left no doubt as to 
the views he held in respect to that 
matter as being one of direct interest 
to our owr. country. 


The Dawes Report and After 
By Ernest Minor Patrmrson, Ps.D. 


University of Pennsylvania 


EACTIONS to the Dawes and 
McKenna Reports have been re- 
markably favorable, although the na- 
ture of most of the comments indicates 
that the texts have not been widely or 
carefully read. Sentences chosen here 
and there somewhat’ at random have 
sometimes been taken from the con- 
text, or else the official summaries have 
been accepted as satisfactory. Valu- 
able and accurate as these summaries 
are, they do not fully convey the spirit 
of the documents. As a result, many 
significant features have been over- 
looked. The two reports actually pre- 
sent a vivid picture of Central Europe, 
and teach the world some important 
economic lessons. Moreover, a care- 
ful reading of them clearly reveals a 
few of the problems a weary world will 
next have to solve. 


FINANCIAL Status CLARIFIED 


The two committees were confronted 
with an extremely intricate and baffling 
task. Guided by instructions that 
were necessarily vague, limited by the 
Versailles Treaty and the agreement of 
May, 1921, regarding the amount to be 
paid by Germany, and confronted by 
the delicate psychological situation in 
Europe, they were closely hampered. 
Under the circumstances they went as 
far as they could—much farther than a 
strict interpretation of their terms of 
appointment might have allowed. 

For this we should be grateful. 
Outwardly, their task was to devise a 
plan for stabilizing Germany’s currency 
and for balancing Germany’s budget, 
with perhaps the further duty of deter- 
mining her immediate capacity to pay 
reparations. To keep themselves 
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within these limits was impossible. 
In order to demonstrate the technical 
feasibility of their currency and budget 
plans, they were compelled to set forth 
some very homely and fundamenzal 
economic truths. 

Mr. McKenna and his committee 
were forced to play a ‘seemingly minor 
part, and did it with force and dignity. 
Germans had evaded taxation, had 
shifted funds abroad as much as possi- 
ble, and in various other ways brought 
on themselves the charge that they had 
failed to pay as much reparations as 
they were capable of paying. Many 
rumors were current regarding their 
huge investments in other countries, 
which it was argued should and could 
be seized. 

These charges are met simply and 
directly. That foreign holdings exist 
is made entirely clear, but that these 
funds can be arbitrarily appropriated 
is denied. Instead it is pointed out 
that “the only way to prevent the 
exodus of capital from Germany and to 


encourage its return is to eradicate the. 


cause of the outward movement.” 
Economic common sense is thus pushed 
vigorously to the front. 

Also the wild estimates as to total 
amounts are thoroughly discredited. 
The committee believes that before the 
war German foreign holdings were 
about 28 milliards of gold marks, and 
gives as the probable total today 6.75 
milliards, or $1,606,000,000. This is 
about 25 per cent of pre-war. If all cf 
it could be found and utilized, it would 
pay only a little more than two years’ 
charges on the A and B bonds, and 
would fall far short of one year’s 
charges on the total reparation claim of 
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- bring order out of chaos. 
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182 milliards. It is interesting also to 
notice the committee’s estimate that 
the sale abroad of marks ncw worthless 
gave to Germans a profit of from 7 to 8 
milliards of gold marks. This amount 
is somewhat larger than the present 
foreign holdings of 6.75 milliards. In 
other words, if marks had not been sold 
to hopeful but too credulous speculators 
who now bemoan their losses, Germans 
would have no foreign investments at 
all, but the balance would be slightly 
the other way. The reader may for- 
mulate a conclusion to suit his taste, 
either condemning the Germans for 
chicanery in selling the marks, or re- 
joicing that a few assets are available, 
if only some way can be found to lure 
them back to Germany. 

We need not linger on the technical 
aspects of the Dawes Report. A new 
bank is to be established, the currency 
is to be stabilized, the budget is to be 
balanced, the railways reorganized and 
other steps taken, all calculated to 
That these 
measures are suitable we shall assume, 
merely noting that there has been a 
laudable attempt to devise technical 
machinery that will operate with a 
minimum of interference by the Allies. 
In so far as freedom irom external con- 
trol seems consistent with guarantees 
of payment, this freedom has been 
allowed. 


Some WHOLESOME TRUTHS 


Without further reference to these 
matters we may notice that the Ger- 
mans are told a few wholesome truths. 
There is no repetition of the allegation 
in the Treaty of Versailles of the “‘res- 
ponsibility of Germany and her allies 
for causing all the loss and damage, 
etc.,” but emphasis is placed on the 
fact that “it is no ordinary debt with 
which we deal, for Germany suffered no 
appreciable devastation, and her pri- 
mary moral obligation is toward those 


who have suffered so severely through 
the waz.” Although the Germans are 
not again charged with responsikility 
for the war, they are thus reminded 
that they have a duty to perform i2 as- 
sisting the post-war readjustments. 

Then, too, Germany is told that a 
non possumus will not avail as an ergu- 
ment against all payments. Attention 
is called to her “growing and indus- 
trious population; her great technical 
skill; the wealth of her material 
resources; the development of her agri- 
culture on progressive lines; her emi- 
nence in industrial science.” Her rail- 
ways are in excellent condition, as are 
her telephone and telegraph system, 
her herbors, her canals and her indus- 
trial plants. There is a magnificent eco- 
nomic organization that for the pres- 
ent is not functioning. There are fixed 
assets in abundance. Liquid capital is 
scarce, there is a credit shortage, but if 
these defects can be remedied Ger- 
manys economic potentialities are 
tremendous, and her output can be- 
come greater than in pre-war days. 

Th:s is what impartial observers have 
been declaring for several years. How 
much Germany can pay no one can say. 
Given the right stimuli and a willing- 
ness on the part of her creditors to re- 
ceive the payments, her prod:ction 
would be tremendous. ‘These factors 
have been lacking, but the capacity is 
there. 

But this does not mean tha: Ger- 
many can pay the 182 milliards that 
have been demanded. Interest and 
sinking fund charges on such a sum 
would amount to 7.92 milliards, or 
nearly $1,900,000,000 per year. As 
the report points out, time afte? time, 
payments must be made by an excess 
of exports over imports. But these 
totals are too great. Before the war 
the United States had an area fourteen 
times as large, a population 50 per cent 
more numerous, and an averege per 
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capita income two and one-third times 
that in Germany. Yet our export bal- 
ance was only $500,000,000, or about 
750,000,000 at the present price level. 
Germany cannot furnish an export bal- 
ance of $1,900,000,000 for many years 
to come, if ever, and this fact is recog- 
nized by arranging for annual pay- 
ments of from 1 to 24 milliards ($238,- 
000,000 to $595,000,000) during the 
first five years, with possible additions 
thereafter, the later totals to be deter- 
mined by an index of prosperity. 


CONCESSIONS BY FRANCE 


This is merely another way of saying 
that France, too, is called upon to ac- 
cept certain facts even though they may 
be unpleasant. Germany is not alone 
in being required to face the truth. 
The more promptly and clearly this is 
perceived, the better. Germany is 
now in so weak a position that “the 
task would be hopeless if the present 
situation of Germany accurately re- 
flected her potential capacity.” Never- 
theless, she can make payments as laid 
down if certain conditions are adhered 
to. Itis these stipulations that will be 
difficult for French opinion to accept. 

First among them to attract atten- 
tion is “the assumption that the fiscal 
and economic unity of the Reich will be 
restored.” Elsewhere in the report is 
the statement—“Our plan is strictly 
dependent upon the restoration of Ger- 
many’s economic sovereignty, and it is 
important to observe that the opera- 
tion of the plan will be proportionately 
postponed if there is a delay in effecting 
that restoration.” 

Such a position is fundamentally 
sound, but the French government will 
find it hard to make the necessary con- 
cessions. Withdrawal of military forc- 
es from the Ruhr is not demanded, and 
in other parts of the report their pres- 
ence, at least in the Rhineland, is def- 
initely recognized. It will be argued 


that troops went into the Ruhr ostensi- 
bly to protect engineers who were there 
to exercise economic control and that 
presumably these troops will not be 
needed if economic control is with- 
drawn. 

Important as this attitude of the ex- 
perts 1s, and hard as France will find it 
to make concessions, the question in- 
volved is one of prestige. With a 
measure of willingness on the French 
side and with the exercise of a moder- 
ate amount of patience by the Germans, 
the matter can doubtless be arranged. 
More serious difficulties than this face, 
France. She must now acknowledge 
the futility of expecting to receive large 
sums from Germany as an aid to her 
budget problems. No material assist- 
ance will accrue to her from reparation 
payments in the near future. 

During the first year the payment ex- 
pected from Germany is to be only one 
milliard gold marks (%288,000,000). 
Even by the fifth year it will be only 24 
milliards ($595,000,000). ‘This seems 
small when compared with the 7.92 
milliards of annual changes on the 182 
milliards total claimed by the May, 
1921, agreement, or even the 8 milliards 
per annum that the Allies have at- 
tempted to collect since that date on 
the A and B bonds. 
in the fifth year is to be only 24 
milliards. 

But this small amount dwindles al- 
most to thesvanishing point as an ac- 
tual reparation payment when we find 
this statement: “The sums denoted 

comprise all amounts for which 
Germany may be liable to the Allied 
and Associated Powers for the costs 
arising out of the war, including repara- 
tion, restitution, all costs of all armies 
of occupation, clearing house operations 
to the extent of those balances which 
tae Reparations Commission decide 
must legitimately remain a definitive 
caarge on the German government, 
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commissions of control and supervi- 
sion, etc.” Hitherto this list of items, 
other than reparations, have been met 
first from the German payments with 
no close limitation on their amount, 
and then such sums as were still avail- 
able were credited to the reparations 
account. ‘This is no longer to continue. 

How serious this will be depends to a 
large degree on the cost of armies of 
occupation, commissions of control and 
other charges. Every mark spent for 
these purposes (and there are included 
costs of all new controls and charges on 
funds borrowed under the plan) means 
that much less for reparations and 
hence that much less for the French and 
other budgets. 

But this is not all. Of the milliard 
marks to be received from Germany 
the first year, 800 millions, or four-fifths 
of the total, must be advanced to her by 
floating an international loan. Still 
more, it is specified that during 1924-25 
and 1925-26 the sums available must be 
spent “almost exclusively within Ger- 
many.’ Finally, even after that time 
the responsibility for transferring funds 
from Germany to her creditors 13 placed 
upon the creditors themselves. The 
German government puts the funds in 
the bank in Germany, and a committee 
representing the Allies have the task of 
carrying on the exchange transactions 
involved in making the external pay- 
ments. 


CHAOS oF FRENCH FINANCES 


It is to be remembered that the 
Dawes committee was not made up of 
Germans, nor can they be charzed with 
any undue sympathy for Germany. 
But they have frankly—almost blunt- 
ly—put the facts before us. French, 
Belgians, Italians, and English—all 
creditors of Germany—were on the 
committee, and with them were in- 


\ -cluded two unofficial representatives 


from the United States, another vic- 


torious country. These men, whose 
prejudices would have led them to aid 
the French budget if they could, have 
made it clear that the problems of 
French finance must be solved in some 
other way than by huge payments from 
Germany. 

This brings us face to face with the 
first of two problems toward which 
world attention must soon be directed. 
For several years it has been clear that 
French finances have been hopelessly 
involved. Time after time spokesmen 
for France have insisted that the only 
way her budget could be balanced was 
through the receipt of reparation pay- 
ments from Germany, that no other 
solution was possible. 

Whether this way of stating the case 
was accurate depends upon one’s ideas 
of an appropriate solution. There has 
always been another way—the one al- 
ready followed by Russia, Germany, and 
others, the way of inflation. Against 
this method France officially set her 
face shortly after the close of the war, 
and in recent months she has been grim- 
ly fighting to prevent a complete cur- 
rency collapse. With the aid of foreign 
credits, and by a clever attack on the 
speculators who were short of francs, 
she has secured a temporary respite. 
But it is only a breathing spell. In so 
far as these credits have been utilized 
there is that much of an addition to her 
debt charges—not a permanent relief 
from her burdens. As the value of the 
franc is raised, the lower prices in 
France will fall. Francs will become 
scarcer and dearer, and hence harder 
for the government to collect in taxes. 


DIFFICULTY OF STABILIZATION 


France has a double task. One isto 
stabilize the value of the franc. The 
higher the level at which this is done, 
the lower prices will fall, and the more 
difficult it will be to collect sufficient 
taxes. Tte lower the level chosen the 
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higher the price level. This means 
more abundant and cheaper francs, and 
hence less difficulty for the government 
in meeting its burdens, but the higher 
prices mean distress and unrest. More- 
over, it is in fact a repudiation of a pe- 
culiarly obnoxious form, no less objec- 
tionable because it is not called by that 
name. Repudiation through inflation 
has been practiced m Eastern and Cen- 
tral Europe, but it has no attractions 
for those who have watched the 
process. , 
But stabilization of prices is hard to 
. Experience in other coun- 
tries gives little reason for believing 
that stabilization at any level is easy. 
As the value of a currency falls and 
prices rise a momentum develops that 
is hard to control. But if stability is 
actually secured at a level that permits 
the government to carry its burdens, a 
second difficulty is thereby created. 
There is sure to appear a business 
strain, a crisis of greater or less sever- 
ity. If instead of being stabilized 
prices fall, the trouble is that much 
greater. In 1920 Japan, England, and 
the United States went through such 
an experience. Last year the Scan- 
dinavian countries had their turn, and 
now Germany is suffering in a similar 
way. Thus far France has not gone 
through a period of post-war liquida- 
tion. Prices have at no time gone back 
far toward the level of 1918, and in the 
last year or more have been rising rap- 
idly. A crisis must presumably come 
sooner or later. When it comes French 
budget difficulties will be increased, and 
the rest of the world, including the 
United States, will have to stand by 
ready to give such aid as may be 
possible. 

French fiscal affairs are not the only 
problem ahead. In time the total of 
the claims against Germany will also 
eall for attention, for the Germans will 
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not be willing to pay 24 milliards or any 
other sum each year for an indefinitely 
long period. If they recover sufficient- 
ly to make payments even of this 
amount, the creditor countries will soon 
realize the strain of. receiving such 
floods of goods and appreciate the folly 
of pressing still larger claims. More- 
over, with her economic recovery Ger- 
man bargaining power is bound to 
increase, and she will call for a more 
moderate settlement. 


UNITED STATES PARTICIPATION 


When that time comes the United 
States will be unable to escape partici- 
pation. For years the situation has 


been developing. England has from - 


time to time declared that so long as 
her creditors call for payment she must 
request her debtors to remit. Various 
leaders in France have repeatedly in- 
sisted that France cannot relieve Ger- 
many until England and the United 
States are ready to reduce their claims. 
Even the adjustment of May, 1921, 
which set the German reparation pay- 
ment at 132 milliards, paved the way 
for what is now almost in sight. The 
total claim was divided into A, B, and C 
bonds, the last amounting to 82 mil- 
liards, while the A and B bonds com- 
bined amounted to only 50 milliards. 
There has never been any attempt to 
collect on more than the 650 mil- 
hards, and there was perhaps never any 
intention of doing so. In fact, there 
have been frequent suggestions of re- 
ducing the claim against Germany to 
50 milliards, provided other inter-gov- 
ernmental debts could be cancelled. 

It comes back, of course, to the Uni- 
ted States. In a short time the prob- 
lem will again be to the front. In the 
meantime, we shall do well to adjust 
our ideas on the matter, for we shall 
be vigorously, though diplomatically, 
urged to cancel the amounts due us. 
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HE Dawes Commission of Experts 
were limited in their appointment 
under the Reparations Commission to 
the consideration of (1) the means 
of balancing the German budget and 
the measures to be taken to stabilize 
her currency; ard (2) to inquire into 
the amount of German exported cap- 
ital and” to consider the means of 
bringing it back to Germany. The 
first of these was covered by what goes 
by the name of the “Dawes Report,” 
the second is known as the “McKenna 
Report.” Although limited ta these 
two subjects, nevertheless the experts 
have opened the windows so that the 
full vista of reparations can be seen 
with the exception of the expressly for- 
bidden matters cf (1) any suggestion of 
reduction of the total of the bill put on 
Germany ($33,000,000 as fixed in Lon- 
don, May, 1921) and (2) the military 
occupation of the Ruhr. 


McKenna REPORT 


‘Let us refer first to the McKenna 
Report. It estimates German wealth 
outside Germany now as six and three- 
fourths billion gold marks or about 
$1,687,500,000, as compared to pre- 
war German wealth in foreign countries 
of twenty-eight billion gold marks or 
about $7,000,000,000. In other words 
Germany has today less than one 
quarter as much wealth abroad as 
before the war. ‘The report thus dis- 
poses of the much exaggerated beliefs 
of the “sneaking of wealth out of 
Germany” that have been so much 
talked of. Furthermore, this amount 
includes wealtk of all kinds, fixed as 
- well as liquid. 

Again the report indicates chat the 
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problem of bringing this exported 
wealth back to Germany can only be 
solved by securing a prosperous Ger- 
many. Capital has the fastest legs of 
anything in the world and runs away 
from danger whenever it can; nor will 
this capital return to Germany until 
Germany is safe. As soon as confi- 
dence is restored nothing can then stop 
the flow of wealth back to Germany 
because of the shortage of capital 
there and the high interest rates ob- 
tainable. And it should also be need- 
less to say that the German wealth in 
foreign countries is not directly avail- 
able for reparations now because it is 
all private property. For if we should 
take private property, even for repara- 
tions, we have to turn bolshevik, and 
then how could we look Russia in the 
face after the way we have been talk- 
ing to ter? No, the only way this pri- 
vate property can be made available 
for reparations is through German 
taxation. 

The McKenna Report also reveals 
the astonishing fact that about a 
million people have been gullible 
enough to speculate in German paper 
marks and mark balances to a total of 
almost eight billion gold marks. This 
alone prevented the utter collapse of 
German currency from coming at an 
earlier date than it did, for through 
this unlooked-for source of foreign 
exchange Germany’s post-war deficit in 
trade balance of nearly ten billion 
gold marks including cash reparations 
has been largely met. It will always 
be an outstanding mystery of inter- 
national finance why these numerous 
speculators, who could never have 
been induced to buy new bonds of 
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Germany even were they to bear in- 
terest, should still have flooded their 
brokers with orders to buy German 
money that carried no interest. 


Dawes REPORT 


This report opens with broad com- 
ments on the nature of the experts’ 
task and the conditions essential to 
success. Attention is early called to 
the necessity for German “economic 
unity ”—that is, that economically 
France and Belgium must withdraw 
from the Ruhr. A contrast is drawn 
between the potential recovery of 
Germany and her present desperate 
situation. The report .says on this: 


The task would be hopeless if the present 
situation of Germany accurately reflected 
her potential capacity; the proceeds from 
Germany’s national production could not 
in that case enable her both to meet the 
national needs and to insure the payment 
of her foreign debts. 


New Bank oF ISSUE 


The first constructive step needed is 
to stabilize the currency. To do this 
the experts propose the establishment 
of a new bank in Germany with a 
capital of 400,000,000 gold marks or 
$100,000,000, of which one quarter will 
be furnished by absorbing the present 
Reichsbank and three quarters are to 
be new gold capital subscribed by 
German or foreign investors. The 
bank is to be managed by a German 
president and managing board, but is 
also to have a general board of seven 
Germans and seven foreigners repre- 
senting Great Britain, France, Italy, 
Belgium, the United States, Switzer- 
land, and Holland. One of these 
foreigners is to be named as bank 
commissioner. 

This new bank is to be the bank of 
issue, and with its new money is to 
redeem the various outstanding monies 
now in use in Germany. The old 
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paper marks are to be redeemed at the 
ratio of one trillion to one. The bank 
ts to be the government depository 
and fiscal agent, but its advances to 
the German government are to be 
limited and carefully safeguarded. It 
is also to be the depository of the 
Reparation Account into which repara- 
tions in gold marks are to be paid from 
the various sources. 


GERMAN BUDGET 


The report analyzes the German 
fiscal situation and points out how 
expenditures can be reduced and 
receipts increased for the next five 
years. The necessity for a balanced 


budget is dwelt upon. The principle of ` 


commensurate taxation is set forth, that 
“the German people should be placed 
under a burden of taxation at least as 
heavy as that borne by the peoples of 
the Allied countries.” To carry this 
into effect it is proposed to utilize a 
“prosperity index” to measure German 
prosperity so that a sliding scale of 
reparations load can be calculated in 
accordance therewith. This prosper- 
ity index is to be based not merely on 
German exports as has been the case 
hitherto, but on the average compara- 
tive figures of railway traffic, popula- 
tion, foreign trade, consumption of 


tobacco, budget expenditure, and < con- ` 


sumption of coal. 


REPARATIONS 


Coming now t^ that part of the 
Dawes Report t * has to do with 
reparations, we finu the experts have 
divided the subject into two parts: 
first, the payment of reparations by the 
Germans and secondly the receipt of 
reparations by the Allies. In other 
words, reparations are viewed from 
two points of view—first, the amount 
which Germany is going to pay in the 
future into a reparation account in 
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German marks in the new German 
bank to the credit of the Reparation 
Agent; and, second, the transfer in 
foreign monies or in kind to other 
countries for reparation payments in 
proportion to the amounts coming to 
them—France 52 per cent, England 
22 per cent, and so forth, under the Spa 
agreement. The Dawes Report thus 
recognizes as a fact the real economic 
difference between these two processes 
for the first time in any official docu- 
ment since the Armistice; and therefore 
it really marks a great step forward in 
actually dealing with the realities as 
they are. Heretofore zt has been 
popularly surmised if only the Ger- 
mans were heavily enough taxed in 
their own money that that very fact 
would of itself enable them to pay 
reparations in other people’s monies; 
and under the Reparation Clauses of 
the Versailles Treaty Germany has 
heretofore been obligated to pay fixed 
amounts in gold values at fixed times, 
and this greatly hastened the precipita- 
tion of her collapse. Now tke Dawes 
Report explains the difference, which 
has long been recognized by econo- 
mists, between a “budget surplus 
raised by taxation” within a country 
and the entirely distinct question of 
“external transfer” to other countries, 
and it shows that in the long run the 
transfer to other countries can take 
place only through an excess of exports 
over imports and to che extent of 
such excess. 


Reparations “TANK” 


I find myself best able to understand 
this double process in terms cf a figure. 
One can think of this reparation 
account in the German bank in Ger- 
man marks to the credit of the Repara- 
tion Agent as a tank, and the two 
processes are first the filling of the tank 
by the Germans and second the empty- 
ing of the tank by the Allied Repara- 


tion Agent aided by his five inter- 
national exchange experts. 

Now the filling of the tank by the 
Germans is to be through three pipes: 
first, taxes or budget; second, railways; 
third, ndustry. Now the total flow 
through those three pipes increases 
year b7 year until in five years’ time 
Germany is supposed to hit her stride 
which is estimated by the Dawes 
Comnrssion to be 2,500,000,000 gold 
marks or the equivalent of about 
600,000,000 a year. That sum, how- 
ever, after the five years is to be more 
if real_zable in accordance with the 
above mentioned prosperity index, 
which is to be based on certain broad 
considerations of German economic 
life in the years from 1927 to 1929. 
The adove amount, however, is con-. 
sidered as the base. 


FILLING OF THE REPARATIONS TANK 
Taxation 


So far as the first pipe is concerned 
there ts to be nothing from the budget 
pipe for the first two years except 
in so far as the budget can be helped by 
moneys from outside secured by loan 
or by sale of the railways preferred 
stock ‘see below); only $27,500,000 the 
third year; $125,000,000 the fourth 
year: until the pace is hit in the fifth 
year at half of the grand total of 
$600.000,000. I am speaking entirely 
in dolars so that we can understand 
the terms more readily than if I used 
gold -marks, but of course you under- 
stand the payments are to be made in 
gold marks. 

The total reparations from all three 
pipes for the first year calls for $250,- 
000,030, but so crushed is the economic 
situeltion in Germany today that 
there is no possibility of that sum 
being paid so soon unless we loan to 
Germany $200,000,000 of the $250,- 
000,300 which she has to pay that 
first rear; and that is to be paid by her 
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in the form of coal, a continuance of 
the kind of payment France especially 
demands. Nor can the payments 
of the second year ($806,000,000) be 
fully met except by aid through the 
sale of new preferred stock of the rail- 
ways system to the amount of two 
billion gold marks, one fourth of which, 
$125,000,000, is to be turned over from 
the railways to aid the government 
budget. 


Railways 


Now passing from the first pipe of 
the budget, let us take the second, the 
railways. This pipe has two branches, 
first the transport tax, second the direct 
earnings of the railways. The transport 
tax is now levied on all tickets and 
freights and aids the government 
budget. It is proposed that this shall 
continue for the first year to help to 
balance the budget, but that thereafter 
up to a fixed amount the transport tax 
shall go into the second reparation pipe 
of the railways. 

The German railways are owned by 
the German government. They are 
considered by the Dawes Report to be 
now entirely free from debt through 
the working of the process of inflation 
and the making valueless of German 
money, which has already happened. 
This applies to the past existing bond 
issues against the railways. Of course 
they are free from debt only at the 
expense of the prior holders of those 
bonds, just as all industries are likewise 
considered to be free from debt at’ the 
expense of the holders of industrial 
bonds. Of course, this means in effect 
a 100 per cent capital levy—an in- 
direct, involuntary levy—placed upon 
the old bond holders, 100 per cent 
taxation, wiping them out entirely. 
The German railways, thus free from 
debt, are appraised in the Dawes 
Report at twenty-six billion gold marks 
or $6,500,000,000, It is proposed that 
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the entire German railway system in- 
cluding the Rhine and Rubr railways 
shall be turned over for fifty years to a 
foreign trustee, and that they shall be 
recapitalized on the basis of a new 
mortgage of eleven billion gold marks, 
two billion gold marks new preferred 
stock and thirteen billion gold marks 
new common stock. This new mort- 
gage, bearing 5 per cent interest and 1 
per cent sinking fund, is to be turned 
over to the Reparation Agent to hold 
and collect the interest, or to sell if in 
the future that mey be possible; the 
preferred stock is to be sold within two 
vears to the world’s investors and one 
fourth of the proceeds to be turned over 


to the budget as described above, the . 


balance to be used for the railways; 
and the common stock is to be owned 
by the German government. Thus 
the first earnings on Germany’s rail- 
ways are to go hereafter to form the 
flow into that second pipe to fill the 
reparations tank. 


Industry 


Similarly all the industries of Ger- 
many, considered like the railways to 
be free from debt, are to be freshly 
bonded with a total new debenture 
issue of five billion gold marks or 
$1,250,000,000, bearing 5 per cent 
interest and 1 per cent sinking fund. 
This is to be proportionately a lien 
upon all business and is to be turned 
over to the Reparation Agent to hold 
and collect the interest, or to sell if 
in the future that may be possible. 
Hence the first earnings on all German 
business excluding only agriculture are 
to go hereafter to form the flow into 
that third pipe to fill the reparations 
tank. 


CONTROL AND GUARANTEES 


Now, as I say, the total of all three 
pipes is to be $600,000,000 per year, 
five years hence, when Germany hits 


ke 


, her stride. 
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It is to be more than this 
if Germany turns out to be unex- 
pectedly prosperous and conversely, if 
she is less prosperous, the extra pay- 
ments are to be somewhat deferred. 
It is assumed that to reach those 
figures five years hence post-war Ger- 
many is going to be as prosperous as 
pre-war Germany. That is something 
that the future alone can tell us. 
But there are to be provided controls, 
or what we may figuratively call 
watchmen, watching these three pipes 
to make sure that the flow comes down 
as expected. And if such is not the 
case, then the amount for each year is 
to be made up by the flow through an 
emergency branch of the budget pipe 
that will be guaranteed by the direct 
taxation receipts from customs, sugar, 
tobacco, beer, and alcohol. Thus the 
total of the #600,000,000 per year is to 
be assured. 

The table on page 20 shows the filling 
of the reparations tank as set forth in 
the report: 


EMPTYING oF THE Reparations Tank 


So much for the first part of the 
report—the filling of this German tank. 
But the second part is the real problem, 
and the heart and soul of the whole 
reparations situation, becausethe draw- 
ing out from that tank must be in 
something else than the money that 
goes into it. The reparation bene- 
ficiaries do not want German marks, 
and under the Dawes Report the entire 
responsibility of the German govern- 
ment will cease when it has paid into 
the tank through these three pipes 
the sums mentioned and nothing more 
can be demanded of the German gov- 
ernment. The task cf transferring 
through the outlet pipe from that tank 
is to depend entirely upon the Allied 
and Associated nations as represented 
by a Reparation Agent who is to be the 
chairman of a board of six, himself and 


five experts in mternational exchange 
who are to represent the United 
States, Great Britain, France, Italy, 
and Belgium, and they are to have full 
control of the emptying of this tank 
and can do it only, of course, under 
such conditions as will not ruin German 
exchange and bring on again the 
collapse of the German fiscal system. 
If this board should draw out of that 
tank directly in marks, unless there has 
been a balance of all exports from 
Germany over all imports into Ger- 
many to cover the process, then the 
report points out that the result will be 
the collapse of German currency, and 
the inflation-of the last two years will 
be repeated. That, of course, under 
every circumstance is to be avoided 
and prevented. 

Thus the broad economies of the 
situation are that that tank cannot be 
emptied year after year unless there is 
an excess of German exports over 
German imports. In other words, if 
Germany is going to have anything 
with which to pay reparations to other 
countries, she has to sell to other 
countries more than she buys from 
other countries. Yet that is exactly 
what has not been the case. Even 
before the war in actual goods she 
was not doing that, and only covered 
her adverse balance by the benefits she 
obtained from invisible exports most of 
which do not exist today; and since the 
war her unfavorable trade balance is 
much worse. 

Of course temporarily Germany’s 
exchange situation will receive the 
benefit that will come from the loans to 
be made to her, and from the sale of 
preferred stock of her railroads, and 
from the flow back from other parts of 
the world of part of the German capital 
that is now outside, which the Dawes 
experts hope will take place with the 
restoration of confidence in Germany. 
But after these temporary benefits are 
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exhausted, the problem will become a 
very real one as to how that tank can 
be emptied unless Germany can greatly 
increase her exports above her figures 
of the past. The Dawes Report does 
not solve this problem. It says that 
experience and experience alone can 
tell how it can be solved in the future. 


Fioat VALYE TO PREVENT THE 
OVERFLOWING OF THE TANK 


And if the tank cannot be emptied as 
fast as it is filled, then it will fill up and 
eventually overflow. The Dawes ex- 
perts have evidently anticipated this, 
for they have provided that if and when 
the tank fills up to two billion gold 
marks then the Reparation Agent, until 
the tank can be drawn off, must invest 
any further amount in Germany in 
German bonds or loans; and further, if 
the total of deposits of two billions plus 
investments of three billions grows to a 
total of five billion gold marks, then 
float valves operate to shut off for the 
time being the supply pipes until the 
tank can be drawn off again. 


Tora. or BILL AGAINST GERMANY 


That is what the report contains in 
substance. Now what doesn’t it con- 
tain? It does not mention the total 
of the bill against Germany, nor the 
number of years that this annuity of 
six hundred million dollars has to be 
paid, but one can easily calculate the 
principal sum from that annuity at 
5 per cent interest and 1 per cent sink- 
ing fund, reaching about ten bilion 
dollars as the principal sum which the 
Dawes Commission would have named 
had it been allowed to name a total that 
Germany’s capacity tọ pay could 
possibly cover. Now that, we must 
remember, is less than one third of the 
thirty-three billions of dollars which 
under the 1921 London Settlement 
made by the Reparations Commission 
under the Treaty of Versailles still 


stands as the legal bill; and Poincaré 
has been saying that France would 
stay in the Ruhr until her 52 per cent 
at least of that entire thirty-three 
billion dollars is paid her in full. Now 
that is the deadlock of the problem 
ahead. Does it mean then that 
France will always be in the Ruhr? 


CONDITIONS SPECIFIED IN THE REPORT 


There are certain conditions stated in 
the Dawes Report on which the whole 
success of the plan rests, which must 
be mentioned. First, the world’s in- 
vestors must subscribe for the bank’s 
new capital, amounting to $75,000,000. 
They must also subscribe $200,000,000 
for the working capital loan which 
Germany must have to put the plan 
into operation and to carry out the 
first year’s payment. Later there will 
also have to be subscribed $500,000,000 
of this new preferred stock of the rail- 
roads. I am speaking of the world at 
large; our share in the United States 


- will, of course, be bigger than anybody’s 


else. But there is a total subscription 
of seven hundred and seventy-five 
million dollars of new capital that has 
to flow from somewhere into Germany 
to put this plan fully into execution. 
Then there is another “if,” and that is 
that the Germans shall be allowed to 
operate their own machine and their 
own railways without economic inter- 
ference from outside. That, of course, 
is the polite way of saying the French 
and Belgians must withdraw from the 
Ruhr and leave the management of the 
country, both industrials and railways, 
to the Germans so that they can get 
the greatest possible economic results 
therefrom: The subject of military 
occupetion of the Ruhr is not touched 
upon because, of course, in the instruc- 
tions given and in the limitations put 
upon the Dawes Commission that 
subject was prohibited. As to this 
military occupation the report says 
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that the costs of such, as well as of all 
the controls provided for in the plan, 
must be included in and paid for out of 
the stated amounts. Hence if any 
nation has an inclination to spend its 
share of reparation proceeds on armies, 
it can do so but can expect nothing 
further from the Germans to pay for it. 


SUMMARY 


Now summarizing the whole report 
up in headlines, we have first what the 
newspapers said because they wanted 
to say it and the people wanted to hear 
it—it was the world’s “wish being 
father to the thought ”— 

“Germany Can-Pay”’ 
But the real interpretation of the 
Dawes Report in a headline would 
have to have two more words added to 
the above really to interpret it. Those 
two words are “later” and “if,” so 
that we would have first, 

' “Germany Can Pay—Later” 
and secondly, 

“Germany Can Pay—Later—If” 
And the “ifs” are: first, that the world 
is ready to take seventy-five million 
dollars of this new capital of the Ger- 
man bank, loan Germany two hundred 
million dollars for working capital, and 
later buy five hundred million dollars 
of the preferred stock of her railways; 
then, secondly that the occupying 
forces shall withdraw economically 
from the Ruhr and Jet Germany run 
her own machine; and thirdly, that we 
buy more German goods than we ever 
have bought in the’past. And roughly 
speaking, this tank cannot be emptied 
unless we buy three times as much 
goods from Germany as the world has 
been buying at any time since the war. 


WHERE ARE ENLARGED GERMAN 
MARKETS TO BE FOUND? 


A very careful analysis made by the 
Institute of Economics at Washington 
shows that the minimum of tmports 


Germany has to have in order to reach 
her pre-war prosperity is about four- 
teen billion gold marks. Now of 
actual goods Germany has not been 
exporting as much as one third of that 
amount in her best year since the war. 
The question is, therefore, where are 
her new markets going to come from so 
that she may sell at least three times as 
much as the rest of the world has been 
buying from her? Because, you see, 
whatever Germany sells somebody else 
must be buying. Now who is that 
somebody else? Is it ourselves in the 
United States? Do we want to be 
made the dumping ground of these 
abnormally large quantities of German 
goods even for the sake of having our . 
friends the French and the Belgians 
paid their reparations, which we would 
very much like to have happen? Is 
England going to be the dumping 
ground? ‘England has actually to 
curtail imports as much as possible in 
order to pay the inter-allied debt she 
owes to us, and also to square her 
budget and to keep her pound sterling 
from going down. Any curtailment 
of her imports will of course affect 
exports to her from Germany. So 
England is not likely to be one of the 
buyers of greatly increased German / 
exports. France has all along followed 
the policy of protection, and has re- 
fused since the war to take free German 
labor and free German materials for the 
rebuilding of the devastated areas. 
She has refused because she could not 
help herself. Her business men of the 
present and future would suffer so 
much that no government adopting 
such a policy could stand. Likewise, 
the crippled nations of Austria, Poland, 
Hungary, and Russia are not soon go- 
ing to be buying and absorbing extra 
German goods. Czechoslovakia seems 
to be the one bright spot in Central 
Europe that can take her pre-war < 
quantity. So, you see, the prospects 


I 
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of selling Germany’s increased exports 
are not very bright,—and if she can’t 
do it, the tank can’t be emptied. 


EVEN THE FILLING or THE Tank WILL 
BE AFFECTED BY Economic GHANGES 
IN Post-War GERMANY 


And even the filling of the tank is 
somewhat problematic too. If you 
will just think of society as you find it 
today in Germany you can hardly see 
—at least I cannot—how Germany’s 
internal buying power can soon return 
to anything like it was before the war; 
even though the plants there are intact, 
even though they are enlarged and able 
to produce more than was the case be- 
forethe war. For what has happened? 
In the first place by this dispossession 
process every bondholder of Liberty 
Bonds of that country, or of railway 
bonds or of industrial bonds, cash m 
bank, savings funds, life insurances, 
and mortgages, too—unless a special 
law is passed some time by ‘Germany 
to put mortgages on another basis— 
will have lost everything, because all 
of those forms of wealth are absolutely 
worthless today. This new bank, as I 
have explained, is to call in the paper 
money now outstanding in Germany 
at the rate of one trillion to one. Just 
to bring that home to you let me 
illustrate. If John D. Rockefeller is 
worth one billion dollars, if he should 
invest every cent he has in Liberty 
Bonds which people would probably 
think are the safest thing that can be 
obtained, and then should the same 
thing happen to this country that has 
already happened to Germany, his one 
billion dollars would have shrunk to 
one-tenth of one cent; and everybody 
else would have lost his wealth likewise 
if it were in such forms—the kind 
of investments that people generally 
would have chosen for security’s sake. 
The result is, of course. an immense 
change in society in Germany today 


with most unequal and unjust inci- 
dence of losses. This indirect capital 
levy amounting to 100 per cent taxa- 
tion upon these basic forms of secured 
wealth has absolutely made paupers 
of the mcome receiving class except in- 
sofar as earnings may still come to 
them from stocks and ownership of 
property or land. 

And if we in the United States 
should have that sort of an upheaval, 
there would be a great many starving 
children with us too, just as there are 
more tian two million undernourished 
ones in Germany today, neither would 
they all be in our slums. The head of 
our Quaker -child-feeding work who 
has just returned from Germany re- 
ports that probably one fifth of the 
population has to have help somehow, 
by public or private charity, and that 
anyone with any surplus at all is 
helping to carry someone else, and that 
the Germans themselves are giving 
fifty times as much as all the foreign 
help put together. 

Now that kind of a society cannot be 
likely to be a big buyer of goods. 
They have got to live on a small scale 
of consumption and the factoriés of 
Germany are likely therefore to be 
unable to sell to their home market 
even what they did before the war, and 
that will drive them all the more into 
the world market. German prices will 
be forced down; Germany will be a 
poor market to sell in, and a good 
market to buy in, which in itself will 
tend in time to improve her foreign 
trade situation. But you will very 
likely see Germany forced under pres- 
ent conditions to work almost on a 
slave basis of labor to keep busy at 
all, and she will be what we can de- 
scribe as “factory poor”; that is, she 
will have far bigger producing capacity 
than she can find an outlet for. That 
kind of society is not able to have the 
national income it had before the war, 
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nor the national traffic receipts from 
her railways that occurred before the 
war, nor the national receipts from 
taxation. The result is, of course, that 
it is extremely doubtful whether post- 
war Germany can for a long time be 
equal to pre-war Germany, and un- 
certain whether those three pipes can 
fill the tank at the rates that are men- 
tioned and in the way expected with- 
out most serious budget difficulties. 
However, that is nothing like as much 
of a jeopardy as is that other phase of 
the problem, that is to say, the empty- 
ing of the tank that depends upon the 
world buying from Germany three 
times as many goods and services as it 
has been buying at any time since the 
war. 


THe Dawes Report PUTS THE 
WORLD ON THE PATH oF PROGRESS 


. Are there then disappointments 

ahead even after the adoption of the 
Dawes Report? That is altogether 
likely, And yet the Dawes Report 
does mark tremendous progress, be- 
cause we are set by it at last on the 
right path toward the solution of these 
problems. Even if two or threé years 
from now difficulties may develop in 
the way of showing the impossibility 
of the emptying of the tank, as is 
altogether likely, still we at least are 
going to get over the political hurdles 
of those years, and meanwhile the 
peoples of the world will have time to 
be educated up to the point where the 
public at large will understand this 
trade balance problem, which up to 
date most editors and most of the 
public seem so little to have under- 
stood. As I said before, the public has 
thought that the mere taxation of the 
Germans in German marks at a rate 
heavy enough to supply the figures m 
that tank would in itself be enough to 
make possible the payment to the 
Allies of reparations, in other words, 


the emptying of the tank—and that is 
not the case. The world stands for a 
tremendous disappointment if it still 
looks for the fantastic reparation 
figures that have been in the minds of 
many ‘because of the unfulfillable 
promises of the politicians. The mists 
are clearing away and the realities are 
being more and more realized, bitter 
though they are. But it needed the 
business men of the Dawes Commission 
to bring the world to the realities which 
the politicians had so long hesitated to 
reveal. 


BREAKING THE WORLD DEADLOCK 


Where then do we stand? Ev 
with the adoption of the Daw/_ 
Report, we find Europe deadlocked; 
even when if is put into operation, 
because of the non-settlement of the 
total bill we shall not have gone all the 
way toward a real settlement of the Eu- 
ropean problem. And as soon as the 
start has been really made on the path 
that thereport puts us on, then the world 
must face this next problem of reparation 
reduction, the whole problem of inter- 
allied debts and of course tied up with 
them both and an absolutely important 
part of them, the problem of world 
disarmament. 
are clearly associated as one three-fold 
problem because, if these nations now 
having great armies insist on a con- 
tinuance of those armies and even 
occupying armies for the sake of 
securing themselves the annuity pay- 
ments year after year, you can easily 
envisage a situation ahead for two 
generations that is absolutely loaded 
with dynamite. In fact already we 
are headed along that direction now 
in the line of new alliances, new 
balances of power, new preparations 
for war. And, of course, new wars will 
come out of the same causes that 


Those three problems - 


d 


{ 


brought about that last war unless a ~ 


settlement is secured that will bring 
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about a reduction first of the repara- 
tions down to the point of the possible 
—nobody wants to let Germany off 
from anything she can pay, but as 
Lord Curzon said, “Why keep in the 
bill against Germany what everyone 
now knows she cannot pay?’’—second- 
ly, the reduction of the inter-allied debts 
and that includes the Uniced States; 
thirdly, the reduction of armaments. 
And the key to the whole situation 
comes right back to the ultimate 
creditor nation which is the United 
States; and sooner or later we in the 
United States must face tae problem 
of our responsibility with regard to 
those inter-allied debts and our op- 
portunity to utilize them as a means 
of securing a settlement in Europe 
through the trading off, not a cancella- 
tion, of those debts, for a disarmament 
policy and a reduction of the reparation 
claims down to the possible and a 
reduction of all inter-allied debts, so 
that the clouds that. now hang over all 
business and will contihue to hang 
over all business and ruin the prospects 
of new credits for years to come can be 
lifted, so that we can look forward to 
an era of real reconstruction and 
reconciliation. That is the task that 
our Jeaders in this country must train 
the American people to face and to 
meet with the same ideals of sacrifice 
and of service for a better world that 
inspired the hearts of all true Ameri- 
cans during the years 1917 and 1918. 
And that is the kind of leadership that 
we must demand of our leaders—not a 
drifting foreign policy such as has been 
so much in evidence since we backed 
out of the unfinished job in Europe— 
but a constructive foreign policy, 
above partisan politics, in which the 
United States shall utilize all our 
powers, moral, financial, and economic, 
to bring about a real settlement in 


Europe, and that shall bring into 


operation that leverage of the inter- 


allied debts due the United States that 
could secure almost anything we want 
in Euroce if we only knew what we 
want ourselves. 

We sould call a new Washington 
Conference to consider these three 
related problems of reparations, inter- 
allied debts and armaments, and go in- 
to it net empiy handed, but prepared 
once more to sacrifice for the good of a 
better world. It is unfair to expect 
France to do all the sacrificmg and 
make 29 more sacrifices ourselves. 
If we should demand of France all that 
we hav= a legal right to, it will take 
from her more than half of all that she 
will ever recover from Germany, as is 
now evidenced by the Dawes Report, 
and if we take our half England will 
insist on her part too, and that would 
mean that France would have to pay 
out of her own pocket more than all of 
the costs of the devastated area repairs, 
besides her own costs of the war. 
That would be an injustice that the 
peoples 3f the United States and Great 
Britain would not want to see inflicted 
on Franze if they really understood the 
facts. 

On the other hand, our people 
should not release a cent of interest or 
princips] on any of these debts and 
rightly 30, unless we are assured that 
the crecits so credited will not go into 
new bu lets and pay for new wars in 
Europe. But if we could trade off 
these debts for a disarmament policy, 
the American people under great 
leadership and under an appeal to 
those same ideals that are still in our 
hearts, though they may be slumber- 
Ing. wil once more rise to the great 
opporttnity and again will sacrifice for 
the lasting good of the world, so that 
we car. indeed see that better day and 
indeed make real the ideals that the 
boys died for, that everybody sacrificed 
for, anc. that people all over the world 
expect2d that the war would bring. 


Effect of French Policies on Present-Day European 
Situation 


By Prerrepont B. Noyes 
American Commissioner, Inter-Allied Rhineland Commission, 1918-20 


T is impossible to discuss intelligently 
the effect of French policies on the 
affairs of Europe without first defining 
clearly what those policies are. In 
fact, if such definition could be made 
true and conclusive it would go far 
towards bringing American opinion into 
agreement on the European situation, 
since the very pronounced difference of 
opinion which has divided the people of 
this country is the result of contradic- 
tory interpretations of French policies 
rather than approval or disapproval of 
the policies themselves. 

Again, no clear view of French poli- 
cies can be had without going back to 
conditions which led to their adoption 
and which at the time seemed to make 
them necessary. I cannot insist that 
others accept my definition of the aims 
of those nationalist politicians who 
have dictated the policies of France 
during the past four years, but I can 
claim that my position as the American 
member of the Commission of Occupa- 
tion in Germany during 1919 and 1920 
gave me unusual opportunity for study- 
ing, behind the scenes, as it were, condi- 
tions existing during the period when 
the present French policies were in- 


cubating. 


MENACE or GERMANY AFTER THE 
Wark 


After the war France felt herseli in 
greater danger than ever. Germany 
was still Germany with a population of 
more than 60,000,000 very effective 
people—effective from a military stand- 
point and even more so as regards eco- 
nomic ability to produce the mechani- 
cal requirements for modern warfare. 
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Furthermore, it was a Germany likely 
to nurse during many years `a desire for 
revenge. 

There appeared to be only two meth- 
ods of insuring the safety of France. 
The first was along the lines of the 
American ideal—to find some way to 
reorganize international relations so 
that smaller countries might be safe. 
The second was for France to build 
from the wreckage and strategic ad- 
vantages left by the war a military 
superiority which would enable her to 
insure her own safety. Throughout 
the Peace Conference there were two 
schools of thought in France. Most of 
the liberal statesmen, and I believe a 
large majority of the common people, 
were for giving the first method a try- 
out. The Nationalists, headed by 
Poincare, and always the Militarist 
party were for the second method. 

It is useless to discuss what would 
have been the outcome if America had 
continued its influence in the Council 
of Nations. The actual result was 
that, when we made it evident we were 
determined to withdraw and “let 
Europe stew in its own juice,” there 
automatically came into power all 
those elements—-Nationalists, Milita- 
rists, and cynics in general—who be- 
lieved that France should take ad- 
vantage of the opportunity to create an 
effective military supremacy on the 
Continent. Since that time the logic 
of events has driven the entire French 
nation to back this military policy. 


OBJECTIVES OF FrencH Poticy 


The starting point then, in consider- 
ing French policy today, is this choice, 


q 
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made in 1920, of the military horn of 
the French dilemma. France definitely 
elected at that time to create her own 
security, and the details of her policy 
since have flowed directly and logically 
from this decision. It has governed all 
the moves of the French Government 
as well as its relation to other govern- 
ments—friends and foes. 

From the start this French policy 
centered on two distinct objectives: 
first, the separation of the Rhineland 
from Germany; second, the invasion 
and permanent occupation of the Ruhr. 
A third objective developed later, from 
distrust of the permanent effectiveness 
of the other two. International poli- 
- tics on the continent of Europe are 
subtle and fickle. Seasored politi- 
cians of the Poincaré school saw clearly 
that in spite of them, emancipation of 
Germany from the political and eco- 


nomic serfdom, which it was planned to 


impose upon her, would be continually 
threatened by international intrigue 
and the jealousies of other nations; 
hence, nothing less than the domination 
of Europe by a resistless France could 
promise safety in a world which had 
gone back to the doctrine of ‘‘ blood and 
iron.” 

Having rejected what might be called 
the moral solution of post-war prob- 
lems, the statesmen of France were 
forced by the logical development of 
their military plans to strive for Erench 
hegemony on the Continent. 

The popularity of this militaristic 
policy was enhanced also by a subtle 
feeling in the breasts of many French- 
men tbat an unexpected opportunity 
was offered to escape the sort of “in- 
feriority complex” which during the 
19th century had settled dcwn on this 
hitherto dominant people. A romantic 
race like the French has never become 
_ reconciled to seeing that overlordship of 
Europe, which for centuries was main- 
tained by their fighting ga‘lantry and 


political skill, gradually succumb to the 
unromantic, practical emeieney of an 
industriel age. 

Determination to ee the Rhine- 
land from Germany has at no time dur- 
ing the past four years been concealed 
from anyore who really looked for 
facts. “Tbe French Frontier on the 
Rhine” has been a subject for writers 
and parliamentary speakers ever since 
the war. I was very close to the 
French-instigated Dorten Rebellion 
which aimec at separation of the Rhine 
provinces and whose ridiculous col- 
lapse reveal2d no sentiment for such a 
separation among the mass of the 
Rhenish poptlation. I visited the 
Rhineland again last summer, just as 
the latest “Separatist Rebellion” was 
about to be launched. In spite of aid 
from the rougher element of the un- 
employed in cities and the powerful 
backing of French bayonets, this latest 
attempt also failed miserably. There 
wil be more Rhineland rebellions. Ex- 
pulsions, oppressions, economic re- 
strictions and “educational work” are 
being directed towards this end, and 
have been sirce 1919. 

Separation of the Rhineland was es- 
sential for the military and political 
degradation of Germany and the 
elevation of France. It would weaken 
Germany strategically and seemed 
likely to start a general political 
disintegration in that country. Fur- 
thermore, 2 trace of the medieval 
“traditions of victory” gave added 
enthusiesm for the plan of seizing the 
enemy's tecritory. Instinctively this 
counterpart of the German annexation 
of Alsace-Lorraine in 1872 appealed to 
men whose grandfathers, during the 
fighting ag2s, always seized territory 
from vanquished enemies. 

On the other hand, occupation of the 
Ruhr had £ more practical bearing on 
French plans. It would not only 
greatly strengthen France economically 
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and spell ruin or economic slavery for 
Germany, but it would complete the 
impregnable military position which 
France sought to attain. 

With the acquisition of the steel mills 
of Lorraine, France has become on 
paper the dominant steel-producing 
nation of Europe, and modern war de- 
pends on steel production. The point 
which has been largely overlooked in 
this country is that this acquisition of 
steel equipment is useless without Ruhr 
coke. France cannot be dominant 
economically or in a military sense 
without a guarantee of Ruhr coke for 
Lorraine in time of war as well as peace. 

To sum up—France having de- 
cided not to trust her security to any 
new internationalism, but to create on 
the ruins of Europe an invincible 
military power, has for four years 
subordinated all financial considera- 
tions to this end. As far back as 1920 
T had very convincing evidence that M. 
Poincare valued the Treaty of Ver- 
sailles principally as a means for keep- 
ing Germany a treaty breaker—first 
through coal defaults, and later by de- 
mand for impossible indemnity—al- 
ways awaiting an opportunity to 
separate the Rhineland and invade the 
Ruhr. It has all been simple—it has 
all been obvious. England has rec- 
ognized the policy and its results from 
the very start; but single-handed Eng- 
land’s opposition has been unable to 
accomplish anything except to delay 
the outcome. 


EuRopEAN DEMORALIZATION TEE 
Resuut or Frency Poricy 


So much for the nature of French 
policies. Turning to their effect on 
European affairs, it is only necessary to 
note the condition of Europe after 
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nearly five years of peace. These 
policies long ago convinced every con- 
tinental statesman that not too far 
ahead there lurked more wars. This 
conviction has prevented economic set- 
tlements and has prevented those 
urgent political settlements without 
which economic revival is impossible, 
and instead has encouraged fever- 
ish international bargaining. It being 
only too evident that France’s policy 
was directed towards bringing about 
the economic and political vassalage of 
Germany and a corresponding pre- 
dominance of France, fear and ambition 
have poisoned the politics of all the 
little states of Europe—have made 
them subordinate economic measures 
to political and military strategy. 

Further, the brutal technique of 
France’s occupation and invasion has 
aroused the passions of the German 
people more than did the war and has 
made revenge more certain unless 
France keeps that nation effectively 
disarmed for generations and keeps 
herself and her military allies effectively 
armed. 

If I were to put into one sentence the 
situation in Europe, and its cause, I 
would say—as a result of French poli- 
cies, Europe is economically working 
towards bankruptcy, politically to- 
wards war. ; 

From what might be called an his- 
torical viewpoint, it seems to me that 
the policy of France is tending to bring 
about in Europe a lower level of eco- 
nomic life—the level of a century ago. 
It is elevating the importance of mili- 
tary preparation and military alliances, 
and promises the world a step back- 
ward towards those ‘conditions which 
made France a “great power” under 
her briliant emperors and kings. 


The Justification of French Policy 


By Freperick H. ALLEN 


Member of Peace Commission, under Colonel E. M. House; Reserve Officer Naval Aviation; 
active service in France from Septem der, 1917 


RENCH policy since the Peace 

Treaty has been a perfectly logi- 
cal development brought about, first: 
by our refusal to join the Allies in 
signing zhat Treaty or the Security 
Treaty, then by Germany’s efforts to 
avoid payment of Reparations and 
her willful default and later her aban- 
donment by England in her efforts to 
obtain Reparations. However, to ap- 
preciate and to have a sympathetic 
understanding of French policy, one 
must cast one’s thoughts back to the 
time of zhe Peace Conference in Paris 
and refer to some of the great ques- 
tions that were then and there deter- 
mined. 

To France, the two great issues were 
reparations and security. The first, 
after a fierce discussion as to whether or 
not war costs should be included, was 
settled by eliminating them. It must 
be remembered that Llovd George in 
his pre-election campaign, in Decem- 
ber, 1918, was for hanging the Kaiser, 
and for making Germany pay the costs 
of the war, and that she should pay a 
bill of 24 billion pounds sterlng—120 
billion of dollars. The French Minis- 
ter of Finance had given out figures 
calling for the payment of $75 billion 
marks—-98 billion, 759 million dollars. 

These fantastic sums may be per- 
haps excused, when we consider that 
Germary, when she was at the top of 
the wave in her military successes, was 
constantly saying she would make the 
Allies pay 500 billion dollars. 

However, it soon became evident 
that, should war costs be included be- 
sides reparations for damages, the 
sums would be so enormous as to pre- 


clude any possibility ef payment, The- 


Americans had steadily contended that 
such costs could not be included under 
the terms oI the Armistice, which pro- 
vided that: 

Compensation will be made by Germany 
for all damage done to the civilian popula- 
tion of the Allies and their property by the 
aggression of Germany by land, by sea, 
and from tie air. 
and finally this contention was adopted 
and war costs were eliminated (vide 
Article 231 and 232 of the Treaty). 

Moreover, it was plain that what 
Germany could pay was limited by her 
capacity to pay. This question was 
also subject to fierce debate, and from 
February to the signing of the Treaty, 
it hung ia the balance. The Ameri- 
can Delegation worked hard for a fixed 
sum, beleving that, unless a fixed 
sum was settled upon, it would remove 
the incen-ive for Germany to clear her 
debt. Bat the sums thought to be 
within the capacity of Germany to pay 
were so much less than the figures 
given out by Mr. Lloyd George in the 
elections of December, 1918, and so 
much Jess than the figures that had 
been propcsed by the French Minister 
of Finance, that Mr. Lloyd George 
and M. Clemenceau both stated that 
they did not dare to face their Parlia- 
ments upon the figures given them by 
the Commission that had studied the 
question >f Germany’s capacity to pay. 
As to Germany’s capacity, the Ameri- 
can commissioners estimated Germany 
could pay 30 billion dollars; the French 
representatives seemed willing to com- 
promise on 40 billion dollars and said 
they would recommend this amount 
to M. Clemenceau and Lord Cunliffe; 
the English representative finally came 
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down to 474 billion dollars,.and there 
seemed a chance of compromise some- 
where between these figures. 

However, the premiers of France 
and England both claimed that public 
opinion in their countries was such 
that, should they present the sums 
suggested to their people, after the 
high hopes that had been raised in their 
respective countries, they would prob- 
ably be thrown out of office, and that 
in that event the Peace Conference 
would come to a standstill. Because 
of this situation, a solution was arrived 
at by the formation of a Committee 
on Reparations. This Committee was 
to determine on May 1, 1921, the total 
sum to be assessed against Germany 
and the ways and means of payment. 
That country, however, to pay 20 bil- 
lion gold marks prior to that date (vide 
Article 235 of the Treaty). 

On the 29th of May (the Treaty hav- 
ing been delivered to the Germans on 
the 7th) Count Brockdorf-Rantzau 
offered to pay 100 billion gold marks— 
20 billion marks before 1926; the bal- 
ance by yearly drafts, extending for a 
period of fifty or sixty years which rep- 
resented an immediate value, if taken 
at the rate of 6 per cent, of only 80 bil- 
lion marks. This offer was refused. 


SECURITY 


The question of security was sub- 
jected to even fiercer discussion than 
the question of reparations. Perhaps 
we Americans can picture to ourselves 
French feeling on this question, by im- 
agining that Canada had a population 
of 150 thousand of warlike people; that 
during a little more than one hundred 
years, she had invaded us four times; 
and that on the last occasion she had 
laid waste New England, New York, and 
part of Pennsylvania; and that much 
of the destruction was deliberate, in 
order to prevent an economic recovery 


and not because of battle conditions.. 


Marshal Foch, with the great au- 
thority attaching to his name by a note 
sent on January 10, 1919, to the Pow- 
ers, stated that the Rhine should be 
held by the military forces of the Allies: 
thet only this occupation would give 
assurance of peace to the Western Pow- 
ers; and supported his proposal by a 
powerful military argument—other 
shan the Rhine, France had no nat- 
ural defensive frontier. “It is,” he 
said, “the frontier of liberty.” He 
suggested, further, that it was possible 
to conceive of the formation of an inde- 
pendent Rhineland state. 

On the 25th of February, this note 
was supplemented by a statement of 
the French government which set 
forth that, in French opinion, the Rhine 
and its bridgeheads should be held. It 
was because Germany was able to or- 
ganize her offensive on the left bank of 
that river that she thought it possible 
to overwhelm France and Belgium in 
1914, before England and her Domin- 
ions could come to their aid, and for the 
security of France and her Allies the 
Rhine and its bridgeheads must be 
held. There must be no German mili- 
tary forces on the left bank of the 
Rhine; at the same time there must be 
no annexation of territory. This occu- 
ration is indispensable to France, with 
a population 50 per cent less than that 
of Germany and now deprived of the 
Russian Alliance, for otherwise she 
might be overrun by a sudden attack 
before her Allies could come to her aid, 
and, quoting Tirpitz, “that without 
the possession of the left bank, Ger- 
many could never have passed through 
Belgium.” It is only by holding the 
Fhine that Germany can be deprived 
of an offensive base. These ideas at 
once met with English opposition. 

“We must not create a new Alsace- 
Lorraine,” said Lloyd George. On the 
14th 
reached Paris on his return from Amer- 


of March, President Wilson ` 
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ica, and the offer was made to France 
on the part of England and America 
to furnish her with military aid in case 
she were attecked. Clemenceau re- 
plied on the 17th of March, still up- 
holding zhe French contention, that 
the Rhine must be held. The dispute 
went on up to the last day before the 
Treaty was submitted to the Germans. 
On April 28, the draft of the Security 
Treaty having been submitted on 
April 22, the then President of the Re- 
public, M. Poincaré, wrote to M. Cle- 
menceau urging that the occupation 
should be prolonged until France had 
been paid in full, just as in 1870 the 
Germans had held French territory 
until they were paid in full. Marshal 
Foch, on the 6th of May, at a full meet- 
ing of the Peace Conference, again reit- 
erated in strong language the necessity 
of holding the Rhine until Germany 
had paic. “The guarantees provided 
by Article 428,” said he, “were equal 
to zero.” However, the draft of the 
Security Treaty as finally amended on 
April 80 was put into the Treaty as 
Article 428, by which the Allies were to 
hold the Rhine together with bridge- 
heads at Cologne, Coblerz, Mayence, 
and Kehl, the Cologne area to be evacu- 
ated witain five years; the Coblenz area 
within ten years, and the Mayence and 
Kehl areas within fifteen years, pro- 
vided Germany faithfully executed and 
carried out the terms of the Treaty. 
We all know that we failed to sign the 
Security Treaty which England did 
sign, buz, as her signature was subject 
to ours, it did not go into effect. 


CONTINUED DEFAULTS OF 
GERMANY 


And now come the years since that 
historic day when the Treaty was 
signed at Versailles on June 28, 1919. 
Germany’s unwillingness to meet the 


+- demands of the Reparations Commis- 


sion soon became evident. As early 


as 1920, at San Remo (at one of the 
many conferences held since the signing 
of the Treaty), the Allies drew up the 
following declaration: 


Germany has not complied with her 
obligations, neither as regards the destruc- 
tion of her war material nor the reduction 
of her forces. Neither in the matter of de- 
liveries of coal, nor in the matter of repara- 
tions, o> the costs of the Armies of Occupa- 
tion. That they are determined to take 
measures to enforce the Treaty, 


including, if necessary, the occupation 
of a further part of the German terri- 
tory. The signatures included those 
of Lloyd George and Mr. Nitti. 

A little later in July, 1920, at Spa, as 
Germany claimed she could not pay 
for coel deliveries, the Allies advanced 
the German government 392 million 
gold marks, Germany to deliver 2 
million tons of coal a month, within 
the next three months. Failing this, 
“the Allies will proceed to occupy a 
furthe> part of German territory in the 
region of the Rubr or any other.” 
Germany, after the three months had 
elapsed, again failed in coal deliveries, 
and finally at a meeting in London, in 
February, 1921, it was decided to 
occupy the towns of Dusseldorf, Ruhr- 
ort, and Duisburg. 

We now come to the day of May I, 
1921, when the Reparations Commis- 
sion was under the Treaty to assess 
the total amount of the German debt. 
After twenty-three sittings at which 
thirty-two experts of the Reich were 
present, the Commission assessed the 
amount due by Germany at 132 billion 
gold marks. Germany was notified 
if the schedule of payments therein 
set forth was not accepted by the 12th 
of May, the Allies would move into 
the Ruhr, and that, if necessary, other 
naval and military measures would 
be taken. On May 11 Chancellor 
Wirth accepted the stipulations of the 
London Schedule. 
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There were further defaults, and 
Germany demanded a moratorium. 
It had become evident that Germany 
did not intend to pay and was doing 
all she could to avoid payment. The 
costs of her railroad services were far 
lower than those of any other country. 
Her railroad personnel was enormously 
increased; she raised the salaries and 
increased the number of her officials. 
She subsidized her shipbuilders; her 
mercantile tonnage increased from 450 
tons in 1919 to 2 million, 800 thousand 
tons in 1928. The present incoming 
and outgoing tonnage of Hamburg has 
increased 11.06 per cent over that of 
1913, and the increase for Bremen over 
1918 is 11.08 per cent. She dug canals, 
built telephone lines and electrified 
some of her railways. She undertook 
all manner of avoidable public works 
and resorted. to an inflation to pay 
these costs which finally brought the 
mark to zero. This notwithstanding 
the warnings and injunctions of the 
Reparations Commission. In addi- 
tion, all over the country there was 
construction of new factories, office 
buildings and houses by companies or 
individuals on an unprecedented scale. 
As an illustration, the following work 
has been done in the Ruhr alone: 


35 new plants have been built in the Ruhr 
(counting the most important only); 

11 electric power houses; 

10 new mines have been completely 
equipped; 

25 new pits are being established, and a 
great many have been dug deeper and sup- 
plied with more modern equipmert; 

8 new plants for by-products distillation; 

22 new batteries of modern coke ovens, 
with a total of 1,660 coke ovens, have re- 
placed the old ones; 

19 blast furnaces have been rebuilt to 
replace old ones; 

17 workers’ settlements have been built, 
one of them with no less than 3,000 dwell- 
ing houses. 

Exceptionally powerful air compressors 


with a capacity of 485,000 cubic meters 
{about 17,000,000 cubic feet) an hour are 
now in operation, and this shows the de- 
velopment of machinery as well as the im- 
portance in the use of compressed air in 
the Ruhr coal-mines equipment. 

Ventilation in the mines has been im- 
proved by new fans with a capacity of 61,- 
000 cubic meters (about 2,000,000 cubic 
feet) a minute. 

The new turbines installed represent 2 
total power of 100,000 kilowatts. 

In 25 plants the equipment has been com- 
pletely renovated. 

On the waterways, we find five new har- 
bors for the handling of coal and for the 
private use of plants. 

The Rhein-Herne canal was opened to 
traffic in 1920, and a double lock is being 
built at Ruhrort. 

A canal to regulate the flow of the Ruhr is 
being dug between Ruhrort and Mulheim. 

On the Wesel-Datteln Canal, work is 
carried on rapidly. 

The port of Dusseldorf has been enlarged. 

Concerning railroad work, it is pointed 
out that a bridge was built over the Rhine 
below Ruhrort, and that a large railroad 
depot is being established in the vicinity 
oi that bridge. The Dusseldorf railway 
station and the Freintrap depot are being 
enlarged. 


Finally, at the beginning of January, 
1923, the Reparations Commission 
records a series of partial and deliberate 
defaults and the general failure of the 
Reich to fulfill the obligations of the 
Treaty. At the meeting on the 8rd of 
January, 1923, Mr. Bonar Law made a 
proposition to give Germany a mora- 
torium of four years, after which pay- 
ments were to be begun. The plan 
was not acceptable to France, and she 
decided with Belgium to advance into 
the Ruhr, which she did on January 11, 
1928. This she decided she had a 
right to do in accordance with the 
provisions of Part 8, Section 1, Annex 
¢, Article 18 of the Treaty, which pro- 


vided that in case of default by Ger- ` 


many, the Allied Powers, in addition 


Ay l 
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to economic and financial prohibitions 
and reprisals, could adopt such meas- 
ures, “As the respective governments 
may determine to be necessary in the 
circumstances.” There has been much 
discussion :n regard to the word 
“respective,” and it is certainly the 
opinion of a majority of the lawyers in 
this country that France and Belgium 
were well within their righzs in the 
move they made. 

It was with a heavy heart that this 
momentous decision was come to. 
France and Belgium were satisfied 
that, should they accept the British 
proposition for a four-year moratorium, 
they would be told at the end of that 
time to whistle for their money, and 
without payment of reparations they 
knew they would be bankrupt. More- 
over, throughout the length and 
breadth of Germany there were or- 
ganizations preaching revenge. They 
also knew that there were camouflaged 
military organizations and that there 
was much hidden war material. Men 
like Rathenau who favored a policy of 
fulfillmenz were shot to death. France 
and Belgium decided that it was better 
to meet the issue there and then rather 
than four years later and to act the 
part of sheriff towards & defaulting 
and fraudulent debtor. 

Had England and ourselves lived up 
to the agreements made in Paris to 
come to the aid of France in case of a 
German attack, the move into the Ruhr 
would never have been necessary. But 
France was jsolated; she knew that 
while she held the Ruhr, Germany 
could not attack her, for most of Ger- 
many’s war material came from the 
Ruhr. It also was the basin from 
which came the coal and coke deliveries 
due under the Treaty. ‘Therefore, 
holding the Ruhr meant both security 
and partial reparations at least, and 


~M. Le Troquer, the Minister of Public 


Works, stated last month that France 


was receiving net for reparations ac- 
count at the rate of 4 billion francs 
per annum. 


FRENCH ADVANCE INTO THE 
Runar 


The policy of the Allies, up to the 
time of the occupation of the Ruhr, 
was dictated by the-stupid policies of 
Germany. Members of the Repara- 
tions Commission told me in the 
summer of 1922 that, had Germany 
shown good will and made an honest 
effort to meet her obligations, she 
would have been met half way. 

French and Belgian policy in the 
Ruhr was again dictated by Germany. 
To meet the situation brought about 
by passive resistance, the public serv- 
ices such as the railways, post offices, 
telegraph, and telephone lines, were 
taken over and operated when aban- 
doned under orders from Berlin. 

Upon the advance into the Ruhr 
for the frst five days, German rall- 
roads took in the French and Belgian 
troops cn schedule time. Thirty of 
the big industrialists met General 
Degoutte to make plans for co-opera- 
tion, for all that was asked was that 
the French and Belgian engineers and 
civilian officials should see that the 
Kohlensteuer was paid and that coke, 
coal, and timber was delivered in 
accordance with the Treaty. When 
the Berlin government found that the 
British had not gone in with the French 
and that at the same time we with- 
drew our troops, they sent the orders 
for passive resistance, thinking that 
Englard and America would put such 
pressure on France and Belgium that 
they would have to evacuate the region 
and, moreover, that they would be 
unable to get anything worth while 
from the mines or works. 

Then, when members of the national- 
istic organizations, such as the Orgesch, 
Jung Deutschen Orden, etc., came into 
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the Ruhr and attempted to blow up 
railways and canals and committed 
outrages against the occupying troops, 
measures of repression were taken 
against those inciting to violence or 
taking an active part therein. De- 
liveries of coal and coke and other 
products were being mace in fairly 
large quantities when at the end of 
September, 1923, passive resistance 
was abandoned. Dr. Hellfrich, in the 
London Statist of the Ist of March 
last, wrote that: 


The policy of active resistance had cost 
in September, 1923, five times the average 
monthly expenditure of 1922, when rep- 
arations were being paid, and had nearly 
reached the peak of the first years of the 
war, about 2 billion marks monthly. 


Ludwig Quessel, the well-known 
economist, in the Socialistiske Monat- 
shefte states: 


That if the figures of 1921, a year of 
Treaty execution, and the figures of 1928 
were compared, everyone would see that 
the policy of execution was cheaper by 1 
billion gold marks. | 


As he puts it, the non-execution 
policy is represented by the following 
equation: “Zero deliveries in kind plus 
zero payments in cash = 12 billion gold 
marks.” 


| DIVERGENCE IN ENGLISH AND 
Frencu PoLrcY 


It was because of the Ruhr occupa- 
tion that the marked divergence came 
about between English and Frerch 
policy. During the years succeeding 
the Peace Conference, at the various 
meetings of the Supreme Council, 
Lloyd George had dominated the 
Conferences. Clemenceau and Wilson 
no longer being there, he was the only 
one left of these great figures, and at 
each one of these meetings France had 
abandoned some right under the 
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Treaty. His policy was always suc- 
cessful, and France felt herself being 


relegated to the background. Not- 


until Poincare took the reins did France 
stand on equal terms with England. 

The differences between English and 
French policy hinged upon this, that 
England was taking care of her repara- 
tions, which were her unemployed, as 
she went along. She therefore wanted 
trade to improve her economic condi- 
tion. France, on the other hand, was 
not paying her way, she was piling up a 
reparations debt of 100 billion francs 
by borrowing, and this debt she told 
her people Germany was to pay. Her 
economic condition was good, all her 


people were employed, she even im- 


ported laborers; her financial situation 
was bad, and she was faced with bank- 
ruptcy if Germany did not pay. 
Therefore, reparations for her were of 
supreme importance; for England they 
were a minor matter. The English 
believed that French policy was pre- 
venting peace and consequently loss 
of trade in Europe and that this was 
the reason for their trouble. ‘The 
French believed they were not paid 
because England had disloyally 
abandoned her. 

There are statements to the effect 
that disruption of Germany and the 
creation of an independent Rhineland 
was the aim of France. That there 
are elements in France which favored 
such a policy is doubtless true, but I 
have it on the best French authority 
that this has not been the policy of the 
French government itself. As to the 
attitude of M. Poincaré on this ques- 
tion, I quote from his speech before 
the Chambers of the 23rd of November 
last, in which he said: 


That the British government had ex- 
pressed the fear that we were partial to the 


Separatists and had complained that we, 


disarmed the local police. When we did 
this, we had the proof by authenticated 
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documents that the oficials of the Reich 
had ordered the police to fire on the Sepa- 
ratists, even if they were entirely peaceful, 
and we could not let inoffensive citizens 
be shot down under our eyes. All we tried 
to do was to prevent effusion of blood. 


Peaceful meetings of Separatists or 
anti-Separatists are allowed. “As for 
us, our orders were to respect the 
liberty of the inhabitants.” 

When I was in the Ruhr this autumn, 
I dined three successive nights with 
General Degoutte and his staff, which 
consisted of his senior military officers 
and the heads of his Economic and 
Financial Commission, and in talking 


<\ with them I found to my surprise that 


the great majority of these men were 
opposed to an independent Rhineland, 
and for two reasons: 


1. For an economic reason, because 
the trade connections of the different 
parts of the Rhineland ran in parallel 
lines to the northwest, west and south- 
ern parts of Germany. That the 
economic relations between the differ- 
ent parts of the Rhineland were 
comparatively slight. That it was 
not a trade entity of itself. 


~~, % The military reason for not having 


mg 
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an independent Rhineland was this: 
That in case Germany in the future 
should attack Poland or Czecho- 
slovakia cr both, it would make it very 
difficult for France to aid them, be- 
cause if the Rhineland were an inde- 
pendent state they could not advance 
through her territory, and the only 
thing they coid do would be to cross 
the Rhine to the south of the Palati- 
nate, and then they would find them- 
selves faced a few miles beyond the 
Rhine by the Black Forest, an easily 
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defensible and almost impregnable 
position. 


Ott oF THE Dawes REPORT 


Coming no% to the situation today, 
the report of the Dawes Commission 
justifies the claims of France in regard 
to the ability of Germany to pay, and 
I believe it can truthfully be said that 
had not France and Belgium gone into 
the Ruhr there would never have been 
any Dawes Commission, and that the 
prospects of European settlement 
which now prevail would not have 
come about; in fact General Dawes 
himself made a statement to this 
effect. Therefore, on the whole, what- 
ever criticisms have been leveled 
against Frar.ce, one can say that her 
policy in a distressing situation seems 
to be leadinz to a successful termina- 
tion. 

While no French government could 
remain in power that did not stand 
firmly for reparations, the result of the 
French eleczions on the 11th of May 
certainly indicate that the methods to 
be adopted will be more conciliatory 
in character towards the Germans and 
more considerate of the viewpoints of 
the other Allies than the tactics that 
have so far been followed by the French 
government, and it is certainly to be 
hoped tha: the differences between 
France and England may be settled 
and smoothed out. The statements 
of Mr. Ma:Donald and those of some 
of the French leaders who have lately 
been elected indicate that the Dawes 
Report will be accepted without quib- 
bling and, if Germany loyally makes 
the effort to carry out its terms, the 
beginnings of a real peace in Europe 
will have been made. 


What Else Could France Have Done? 


By Jonn Jacos Rocrxs — 
Member of Congress, Washington, D. C. 


URING the last year or two 
criticism has, both in Europe and 
in America, been leveled at France 
because of her international program 
and policy. Much of this—I helieve 
nearly all of it—is based upon either 
the misunderstanding or the overlook- 
ing of essential facts. Throughout my 
paper I ask you to keep in the back- 
ground of your minds two questions: 
First, what else could* France have 
done? 
Second, what would the United 
States have done in France’s place? 


FRANCE AT THE END oF THE WAR 


Let us picture France at the moment 
of the Armistice. The geography of 
Europe was unchanged. France by 
victory had not acquired the protective 
oceans of the United States or the 
defensive channels of England. Ger- 
many, an unrepentant and virtually 
unscathed enemy, was still next door. 
Upon the standards of France perched 
victory; but only after four years of 
unexampled horror, during which her 
soil had without intermission been the 
battle ground and the graveyard of the 
world. Her public debt had increased 
thirteen-fold. In respect to finances 
as well as to man power she was 
shattered almost unto death. She had 
the memory that twice within a half 
century had she been invaded and al- 
most wiped off the earth by the same 
relentless enemy. Mr. Noyes! has 
accurately phrased her natural—even, 
indeed, her inevitable—emotions when 


he said: 


After the war France felt herself in 
greater danger than ever. Germany was 
1 See page 26. EDITOR. 


still Germany with a population of more 
then 60,000,000 very effective people— 
effective from a military standpoint and 
even more so as regards economic ability 
to produce the mechanical requirements 
for modern warfare. Furthermore, it was 
a Germany likely to nurse during many 
years a desire for revenge. 


President Wilson remarked to me 
in the spring of 1919: “France feels an 
almost superstitious awe of Germany. ” 
Was that emotion.strange? Was any 
other emotion possible? If we keep 
always in our minds the thought of that 
“superstitious awe,” much of the con- 
fused history of the past five years 
becomes clarified. 

In 1918 and 1919 France had two 
dominant emotions. The one was a 
yearning for complete security; the 
other was the insistence that she be 
repaid by the vanquished for at least 
paft of the damage which she, innocent 
of wrong, had sustained. Security 
and reparation. These were the ob- 
jectives in 1918. I believe they have 
been the objectives ever since. 

During the negotiations of the first 
six months of 1919 which culminated 
in the Treaty of Versailles, France 
never faltered. She pursued single- 
mindedly the path to her goal. Was 
there anything in her conduct during 
those months which was strange or 
unnatural? She sought to draw the 
fangs of her enemy. Should we have 
done anything different in her place? 
Is there the slightest evidence either 
of imperialism or of militarism in her 
program or action during that period? 
She sought merely safety—the right 
to be let alone. 
to dogmatize concerning the state of 


It is always difficult ` 
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mind of a nation or of an individual. 
But to my mind it is clear beyond 
argument that the France of 1919 was 
seeking only what any patriotic nation 
in her place would have insistently 
sought. 


Has Frence Poricy CHANGED? 


Has the state of mind of -France 
become fundamentally altered in the 
intervening five years? That is the 
charge against her made by many. It 
is worth while to examine the basis for 
this charge. It may be subdivided 
into four specifications: 

1. That her maintenance of a con- 


‘\ siderable army and particularly her 


expansion of aircraft evidence a mih- 
taristic and imperialistic aspiration. 

But is this reasonable? Was there 
any encouragement in the events at 
the Paris Conference or elsewhere in 
the world to a policy of demobilization? 
Would we have whittled our army to 
impotence if we had been in the 
situation and plight of France? 

Take the matter of aircraft. It 
cannot be questioned that French air- 
planes are more numerous today than 
at the time of the Armistice. This 1s 
the one element in the French policy 
that more than any other has alarmed 
Britain. 

Yet is it not entirely consistent with 
a reasonable defence policy to assume 
that France has always intended her 
aircraft for use to defend herself 
against further attack by Germany? 
Even if she were mistaken in fearing 
such an attack, was not, after all, her 
fear a most reasonable one? Surely 
there can be no certainty that France 
even thought of conflict with Britain 
in her aviation policy and development. 
We must ascertain as best we can the 
purpose of France in expanding her 
2 aircraft. To me the preponderance of 

the evidence is strongly to the effect 
that the French policy in this regard 
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was and is wholly defensive. Again I 
say, the United States would have done 
the same or more if we had been in the 
place of France. France could not 
afford the construction of an adequate 
fleet of cavital ships. Aircraft was the 
cheapest defence. Hence her aviation 
policy. HH should be noted that the 
French budget for national defence is 
today buz 41 per cent of our own and 
37 per cent of England’s. We are only 
in remot2 danger of a transoceanic 
attack be another great Power. Yet 
the mere suggestion that we are falling 
below a 3-5-3 ratio of naval strength 
arouses chis country to alarm and 
to action. Remember, please, that 
France’s figure in the naval ratio is 
1.75. I believe it to be the fact that 
France’s use of her military and naval 
strength has been moderate and free 
from trtculence. Italy is sometimes 
said to have become a swashbuckling 
nation. I do not believe that indict- 
ment cam fairly be laid, on the facts, to 
the door of France. Bear in mind, too, 
that France has constantly been reduc- 
mg the size of her army. Does that 
policy point to a hidden aspiration to 
wage Offensive warfare or to annex 
territories beyond her present bound- 
aries? 

@. It is alleged that the Rhineland 
and Bavarian separatist movements 
had the strong though secret espousal 
and assstance of the French govern- 
ment. 

In mr opinion there is not a scintilla 
of evidence that the French govern- 
ment as such at any stage has lent its 
support to the separatists in Germany. 

Of course, very many Frenchmen 
have fevored an independent Rhine- 
land region as the best method of 
permanently securing the safety of 
France. To my mind there is much 
force from a French standpoint in the 
arguments in favor of the movement. 
But I repeat that there is no evidence 
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that the responsible government of 
France at any time lent aid or comfort 
thereto. It would even have been 
natural if such aid and comfort had 
been extended. A buffer state is a 
time-honored defensive against an 
adjacent foe. Yet France withstood 
the temptation. 

Still less did she desire to annex the 
Rhineland region. She knew, from 
her own experience, the danger to 
tranquility of a reversed Alsace- 
Lorraine arrangement. 

But assuming she had gone as iar as 
her enemies assert. Are we in the 
United States in a position to cast the 
first stone? Let us think over the 
story of Mexico in 1847 and in 1914; 
of Panama; of Hawaii and the Philip- 
pines, before we condemn our sister 
republic. 

8. It is alleged by the critics of 
France that in her dealings witk the 
smaller Powers of Europe she has 
shown a militaristic or imperialistic 
policy. 

But here again is it not natural that 
she should seek as a measure of defence 
to effect alliances and to promote the 
strength of the smaller Powers of 
Europe which border upon Germany 
or which may hinder the spread west- 
ward of Bolshevism? The formation 
of alliances is certainly consistent with 
sound protective measures. A cordon 
of states imbued with the French 
viewpoint and adjacent to Germany 
may unquestionably be regarded as a 
safeguard against trouble from Ger- 
many. Should not we have done the 
same if we had been in the position of 
France? Remember always, too, the 
“superstitious awe” phrase of Wilscn. 

In my deliberate judgment every 
phase of France’s program as she has 
dealt with the smaller Powers of Eurove 
is consistent with a determined effort 
on her part to maintain the status quo 
in Europe as established by the Treazy 


of Versailles. Nothing sinister or of- 
fensive need be predicated upon her 
program to this regard. 

4. And now we come to the apex of 
the indictment hurled against France 
by her critics—her policy relative to 
occupying the Ruhr. 

As to this a United States Senator, 
a member of the Senate Committee 
on Foreign Relations, said within a 
fortnight: 

Tke invasion of the Ruhr is as immoral 
as the invasion of Belgium. 


Bouur Occupation NECESSARY 
BY GERMAN DEFAULT 


It is difficult to argue against so _ 
extreme and, as I believe, so utterly . 
unfounded a charge as this. Let us 
first ask ourselves whether the occupa- 
tion of the Ruhr was necessarily either 
militaristic or imperialistic. Clearly 
the answer must be in the negative. 
There was no inherent impropriety in 
the action, as I shall undertake to 
prove. Was not the program of the 
Ruhr consistent with the pursuance of 
the policy of obtaining reparation? 
Why should not the responsible head 
of the French government be believed 
when he said publicly within a year: 

We have no intention of annexing any 
portion of German territory and we dismiss 
with the contempt they deserve the accusa- 
tions of imperialism brought against France. 
We have, therefore, no mad idea of con- 
fiscating the Ruhr, but we shall hold it 
until we are paid our due. 


I repeat with emphasis that it cer- 
tainly can be plausibly maintained that 
the occupation might promote the 
pursuit of reparation. Further, I re- 
mind you that when France entered 
the Ruhr a little over a year ago she 
was desperate and that the occupation 
seemed the only available method of 
securing reparations, without which = 
she faced national bankruptcy and * 
disaster. 
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These things being so, there remains 
the inquiry as to the legality of the 
operations in the Ruhr. Unless their 
illegality can be established, is there 
any just cause to condemn France out 
of hand for doing what she did? 

At this point I desire to quote the 
clause of the Treaty of Versailles on 
the strength of which she embarked 
upon her great experiment: 

The measures which the Allied and 
Associated Powers shall have the right to 
take, in case of voluntary default by Ger- 
many, and which Germany agrees not to 
regard as acts of war, may include economic 
and financial prohibitions and reprisals and 
in general such other measures as the 
respective governments may determine to 
be necessary in the circumstances. 


To establish the legality of the so- 
called invasion it is necessary to prove: 

(a) The fact that Germany was in 
default. 

(b) The fact that it was proper to 
occupy the Ruhr, assuming the fact 
of default by Germany. 

(c) The fact that single-handed ac- 
tion by France was permissible if the 


first two elements became established. . 


Was Germany in default between 
1919 and 1923? The answer is so 
obviously in the affirmative that per- 
haps it seems superfluous to establish 
the point by citations. 

Five different times were the de- 
faults declared by the responsible 
spokesmen for the Allied Powers: 

(a) In April, 1920, at San Remo, the 
Allies stated that: 


Germany had not carried out her under- 
takings, as regards either the destruction 
of war material, or the reduction of the 
army, or the coal deliveries, or reparations, 
or the cost of armies of occupation. She 
does not even seem to have considered the 
means of fulfilling her obligations. The 
Alhes unanimously declare that they cannot 
- tolerate any longer breaches of the Treaty 
of Versailles; that the Treaty must be 
carried out. 


(b) On June 30, 1920, the Repara- 
tions Commission notified to the Allied 
Governments the default of Germany 
as regards coal deliveries. 

(c) On March 3, 1921, Mr. Lloyd 
George, speaking as president of the 
Supreme Council and officially for the 
Allied Powers, said to the German 
delegation: 


We are convinced that the German gov- 
ernment is not merely in default, but 
deliberately in default. 


(d) On May 5, 1921, the Supreme 
Council resolved that: 


The Germar government is still in de- 
fault in the fulfillment of the obligations 
incumbent upon it under the terms of the 
Treaty of Versailles. 


(èe And finally, in January, 1923, 
the Reparations Commission, by a 
majority vote, declared the German 
Reich was in general default as regards 
all her obligations contracted under 
the Treaty of Versailles. 

Default being thus inescapaoly es~ 
tablished, was occupation of the Ruhr 
by France an appropriale and lawful 
consequence? Certainly the language 
of the Treaty is very broad. Cer- 
tainly the Allies throughout the post- 
war period unanimously regarded occu- 
pation of German soil as a possible and 
even probable remedy for German 
defaults. Even Great Britain, which 
was so opposed to the occupation of 
the Ruhr when it came, had in several 
instances joined in the threat tc occupy 
a part of German soil. In one instance 
she joined in the actual occupation. 
Let us examine these instances: 

(a) In April, 1920, at San Remo, the 
Allies stated that they were “resolved 
to take all steps even including, if it be 
necessary, the occupation of g further 
part of German territory.” , 

(b) On July 9, 1920, at Spa, the 
Allies threatened to proceed to the 
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further occupation of German territory, 
whether it be the region of tha Ruhr 
' or some other. 

(c) In January, 1921, in Paris, the 
Allies announced their intention, if 
Germany did not alter her position, to 
impose “sanctions” including “oceu- 
pation of the Ruhr or any other 
territory.” 

(d) At the London meeting of the 
Supreme Council held in Februarv and 
March, 1921, of which menticn has 
already been made, a distinct. threat 
was made to “occupy the towns of 
Duisbourg, Ruhrort and Dusseldorf on 
the right bank of the Rhine.” ‘The 
occupation of the three thwns followed, 
British troops joining the French 
troops for that purpose. 

(e) At a conference of the Allied 
governments held in London in May, 
1921, the Supreme Council fassed 
resolutions— 


To proceed forthwith with suck pre- 
liminary measures as may De required for 
the occupation of the Ruhr Valley Ly the 
Allied forces on the Rhine. : 
Failing fulfillment by the German Z0v- 
ernment . . . to proceed to the occu- 
pation of the Valley of the Rubr and to 
take all other military and naval meesures 
that may be required. 


Such occupation was to continue so 
long as Germany was in default. 

In the light of the foregoing extracts 
from the records of the Allies, there 
can be no dissent from the propos-tion 
that all the Allies, including Great 
Britain, regarded, and I believe rightly 
regarded, Germany as in default, and 
occupation of the Ruhr as an appro- 
priate consequence of that default. 
Was joint action by the Allies never- 
theless necessary? Bonar Law, later 
Prime Minister of England and one 
of the fairest of Allied statesmen, 
thought not. On October 28, 1920, 
he stated in the House of Commons 
that 


the terms of paragraph 18 clearly left to 
each of the respective Governments to deter- 
mine upon the action that it may seem — 
necessary to take under the said paragraph. 


The British for domestic reasons were 
bitterly opposed to the Ruhr occupa- 
tion. Early in January, 1928, Bonar 
Law was in Paris making a last effort 
to avert the French action. On Janu- 
ary 3 he became convinced that his 
mission was hopeless. He prepared to 
return to London. On that day he 
said to Poincaré: 


If I believed that we could get the money 
out of Germany by applying the French 
plan, I should support it. 


In effect, then, he bade the French 
Godspeed in their great undertaking. 
He did not question the right, but the 
practicability of the plan. The legal- 
ity was not, and in my judgment could 
not, be questioned by the British. 

Sc we come back to the observation 
of the distinguished United States 
Senator who was unable to differentiate 
between the occupation of the Ruhr 
and the invasion of Belgium. Two 
differences seem fairly obvious. The 
one was in direct furtherance of a 
treaty; the other was in direct violation 
of a treaty. The one was the first 
step In an aggressive war of conquest; 
the other was an effort to secure the pay- 
ments to which a peace-loving coun- 
try believed it had an inalienable right. 

I assert, then, that the occupation 
of the Ruhr was a natural step to take. 
It is said by some Ameticans that the 
invasion of the Ruhr provoked a 
German resentment which makes a 
new war inevitable. On the other 
hand, countless occurrences since the 
Armistice have given the French 
ample ground for the conviction that 
German resentment was inevitable and 
unquenchable from the moment the. 
Versailles signatures were affixed, and 
that the occupation of the Ruhr 


“Ne 
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neither added thereto nor subtracted 
therefrom. 


Frence NATIONAL PATIENCE 
UNEQUALLED 


To my way of thinking, the extraor- 
dinary thing about the French Ruhr 
policy is not the fact that they occu- 
pied, but that they waited four years 
before they occupied. I doubt if such 
an example of national patience under 
equal provocation can be found in the 
history of the world. Certainly it 
cannot be found in the history of the 
United States. Take the case of 
Venezuela; take the case of the de- 
struction of the Maine. Was the 
attitude of the United States in either 
instance notable for calmness or pro- 
tracted patience? In neither instance 
do I criticize the United States policy 
or viewpoint. But I suspect that if 
the United States had been in the 
place of France we should have 
occupied the Ruhr not later than 
1920. 

France took the only step, in my 
judgment, which a patriotic nation 
could take. There was nothing else 
for her to do. Her action was a legal 
action and the results to France have 
justified the gravity of the step which 
she took sixteen months ago. It may 
safely be said that without the Ruhr 
occupation there would have been no 
possibility of such a frame of mind in 
Germany as would have led to the 
formulation of the Dawes Report and 
its probable agceptance by Germany. 

Comparing the German state of 
mind as of 1922 and 1924, and weighing 
the inconvenience to the world, which 
in the minds of many has resulted 
from the French policy, history may 
regard the Ruhr occupation as a 
worth-while means tc a highly desirable 
„end. But whether the world was in- 


” convenienced or not, France took the 


step which she had the right to take 


and which, in my judgment, she was 
abundantly justified from every na- 
tional standpoint in taking. 


EFrenNcH Pouicy. Not 
VOLITARISTIC 


I suppose there will be some who 
will say, even though they admit all 
the facts as I have recited them, that, 
nevertheiess, France’s motive through- 
out has been an aggressive or destruc- 
tive one. My own view is that this 
conception is not tenable. I believe 
the French to be a peace-loving people. 
As I have seid before, it 1s difficult to 
be dogmatic concerning another’s state 
of mind. We can certainly assert at 
least that the foregoing facts are con- 
sistent with a sincere desire on the part 
of France for peace at home and 
abroad. 

Let me set forth some of the elements 
that seem to make this viewpoint the 
more probable, and indeed the only 
probable, cne. i 

The French are a thrifty race and 
bate taxation. This state of mind 
resists appropriations beyond the bare 
necessities of national defence. We 
all know that these have been large 
enough in all conscience in the last ten 
years not only in France but in coun- 
tries as remote from Europe as the 
United States. 

Expenditures for offence are anath- 
ema to the French. The elections of 
recent date seem to indicate that 
even the program of Poincaré—which 
I do not regard as for purposes of 
offence—may be deemed by the ma- 
jority of the French people to involve 
excessive burdens upon them. 

Indeed, i3 it probable that a modern 
republic, a truly representative govern- 
ment, would ever be militaristic? The 
peasant class of France is and always 
has been a peace-loving population. 

Let me quote the words of a skilled 
observer on his return within two or 
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three weeks from a careful surv2y of 
France: 

Ys France militaristic, imperialistic? 
That, again, is a familiar American ques- 
tion. As to this, I can only say that during 
many weeks in Paris, in which I met men 
of every rank and station in life, soldiers, 
statesmen, simple citizens, I never heard a 
single word spoken which suggested any- 
thing beyond the profoundest desire for 
peace. 


Of course in any country one can 
always find extremists in any view. In 
the United States you can find both 
jingoes and extreme pacifists in large 
numbers. In saying what I say of the 
French people I am dealmg with what 
I believe to be the majority—the warp 
and woof of the nation. Is any other 
attitude conceivable after what France 
endured from 1914 to 1918—to say 
nothing of the succeeding years? Self- 
preservation, and nothing more, must 
be the national policy. Self-agg-an- 
dizement can have no room in the 
breasts of the French people. 

We saw the general restlessness of 
France when the three German towns 
were occupied in 1921. We see re- 
newed evidences of restlessness now 
in the recent elections. While these 
elections are not to be interpreted as 
likely to result in a withdrawal from 
the Ruhr, yet the swing to the left is 
certainly not a swing toward additional 
military demonstration. If anything, 
the reverse is the fact. 

The French as a people have been 
believers in the League of Nations. If 
they had been actuated by hopes of 
aggression, would they have been 
likely to espouse the cause of the 
Covenant? l 

But most of all they showed what 
underlay their whole thought and even 
existence in their intense yearning <or 
the guaranty treaty with the United 
States and Great Britain. “In the 
failure to ratify that treaty, In my 
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judgment, the United States took the 
gravest possible step in its effect upon 
the remainder of the world. That 
treaty was in 1919 the greatest contri- 
bution to peace which America could 
have made. Our ratification would 
have meant a complete change of the 
streams of history. The fact that 
France so eagerly wished the guaranty 
treaty—a defensive treaty solely—is 
the best refutation of a militaristic 
state of mind. i 

Ycu remember the small boy who, 
with awe-stricken wonder, listened to 
his father’s comments after he had 
pounded his finger with a hammer. 
He said, “Mother, the words were the 
same as the Minister used last Sunday, 
but they were arranged differently.” 
The facts which Mr. Noyes? and I rely 
upon are substantially the same, but 
to me the evidence seems clearly to 
overthrow his conclusions as to French 
objectives, 


Tas RIGHT to SECURITY AND 
REPAYMENT 


Of course it is true that for the 
immediate recovery of Europe a policy 
of cancellation all around—a policy of 
letting bygones be bygones—had in 
1919 much to commend it. It might 
well have hastened Europe’s recovery. 
But would you and I have acted 
differently from France? Had not 
she a right to seek security and repay- 
ment? Was it reasonable to ask her 
to give up either one? Does the evi- 
dence of the past five years give us in 
the United States a plausible ground 
for criticizing bitterly our great Ally? 

I repeat, perhaps to weariness, that 
I regard the conduct of France since 
the Armistice as marked by rare toler- 
ation and moderation—and by a 
patience which is almost unexampled 
in history, I believe that all the evi- 


dence negatives the existence in France + iy 


2 See page 26. EDITOR. 
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of any considerable or controlling body 
of thought which can fairly be termed 
aggressive. 

I think of France always as a nation 
shattered by war, fearful of a new 
attack when the enemy at her gates 
again sees the opportunity to strike. 
I think of how France, since America 
was in her cradle, has been a true 
friend of the Western Republie. I 
think of how we fought side by side in 
the years of trial, making common 


a 
cause for the preservation of civiliza- 
tion. Anad as I ponder these things 
and many others like them, it is in my 
heart to resolve every presumption in 
favor of our lifelong friend and brave 
Ally. Common understanding, com- 
mon sympathy, and a common purpose 
between the United States and France! 
These should be our aspiration, for 
from them will come the abiding peace 
for which the world passionately 


longs. 


French Policv Since the Armistice 


By Oscar T. Crospy 
Late Assistant Secretary of the Treasury and President Inter-Allied Council on War Finance 


F a nation is justified in seeking 

security against powerful antago- 
nists, then, from Mr. Noyes’ own 
words! we may deduce a justification of 
the general lines of French post-war 
policy. For he says: 


There appeared to be orily two methods 
of insuring the safety of France. The 
first was along the lines of the Amer-can 
ideal—to find some way to reorganize 
international relations sg that smaller 
countries might be safe. Tae second was 
for France to build—a military superiority 
which would enable her to insure her own 
safety. 


He says further that certain liberal 
elements in France were “for giving 
the first-named method a tryout.” 
Now, “to find a way,” to “give a 
tryout,” signifies the experimental 
nature of the something rather vaguely 
called the “American ideal.” Assum- 
ing that this something took concrete 
shape in the League of Nations, we 
must inquire whether any nation, 
seriously threatened, could reasonably 
insure its independence solely in an 
untried organization lacking, what 
seems to me, is essential for peace- 
keeping among any human groups, 
viz, centralized judgment backed by 
centralized force. That is the familiar 
formula, manifested by age-long ex- 
perience in all the struggles of our 
race toward relative peace. 

It is not the American ideal, as I can 
testify after years of endeavor to 
cultivate here and elsewhere some 
interest in this radical, but solely 
effective, remedy for international 
war. The nearest approach to its 


1 See page 26. Enprror. 
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acceptance seems to have come from 
French representatives during the 
Peace Conference. Their proposition 
was not adopted. 

We may dismiss consideration of the 
possible effect of our relations to the 
League. My own view is that a spine- 
less and toothless organism—whether 
called Court or League—retains its 
jelly-fish character, irrespective of the 
number of its gelatinous members. 


Present Poutcy A PREPAREDNESS 
MEASURE 


In any case, French policy had to 
determine its course, taking things as 
they were. 

They held to that which all others hold 
to—a military preparation commensu- 
rate with their resources and their esti- 
mated danger. Nothing else will count 
until the world is ready for a real 
League of Nations. Meantime, we 
are all on the old basis; all are contrib- 
uting, in various ways, to bringing 
on the next war. France is not the 
sole culprit. Germany was not the 
sole culprit in 1914. 

There are two ways of judging the 
conduct of others—two standards by 
which that conduct is to be measured. 
One is to apply some never-realized 
rule of ethics—such as, turn the right 
cheek, the left having been smitten; 
the other is to apply the usual rule of 
human actions under circumstances 
similar to those of the case in question. 
By the first of these rules, France is 
condemned as a miserable sinner. By 
the second she is recognized as having 
a striking resemblance to her sister 
nations. 

True, she errs in nursing the tradi- 
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tion that Franco-German wers have 
always resulted from Teutonic diabo- 
lism pitted against the simple pacifi- 
cism of the Franks. Only g few of 
her illuminati will now repeat the story 
of Napoleonic and Bourbon aggressive 
ambition devastating Europe. So it 
is with other nations. How convinced 
is the Main Street Englishman, the 
Main Street American, of the “right- 
eousness”’ of his country’s wars! When 
we talk of preparedness it is always for 
“defensive” wars. We all picture 
some wholly-wrong minded nation 
attacking us, wholly-right minded and 
innocent. Yet, in fact we must all 
prepare for wars which will be the 
outcome of our own follies and passions 
contending with like follies and passions 
in some other group. 

So now the French, threatened by 
the future possible reactions between 
themselves and their great German 
neighbors. hold to such defenses as 
are within their power. 

Few foreign critics would suggest 
that France should completely disarm. 
It is only the magnitude of her arma- 
ment that falls under condemnation. 
Are we willing to let others determine 
the character and extent of our prep- 
arations in a world of savage sov- 
ereignties? And when we, with others, 
enter into “Limitation of Armament”’ 
agreements, we do not strangle the 
inventor, who will bring them all into 
confusion, leaving the struggle, in 
essence, where it was. Then let us not 
be querulous with any other nation 
whose perils We cannot measure, whose 
disasters we are not forced to share. 

But, it will be objected, it is wicked 
to occupy foreign territory as an inci- 
dent to one’s own preparedness. Yet 
we occupied Philippine territory, when 
it had ceased to be “foreign,” only 
because, by killing the necessary num- 


“ber of men, women, and children, we 


had overcome Aguinaldo’s patriot 
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army; we then held the land by right 
of conquest over two weak enemies— 
the Spaniards and the Filipinos. And 
do we not see the red coats of British 
soldiers gilding the horizons of many 
lands, not British in any sense save 
that force makes them so? 

That tke occupation of German ` 
territory by French, British, and 
Belgian troops is dangerous to the peace 
of the world, may be granted. Yes, 
dangerous things are often done by 
those who seek their own protection. 
All the great Colonial Empires are 
dangerous to the peace of the world. 

But the Ruhr occupation? That, 
you may say; is clearly on an immoral 
basis, while the left bank occupation 
has been consecrated by treaty. Yes 
—-a treaty signed by a helpless Ger- 
many—signed, as was the Treaty of 
Frankfurt, by a distracted French 
government, while responsible French 
assemblies solemnly protested against 
the transfer of Alsace-Lorraine, equally 
consecrated, with Rhenish occupation, 
by the will of the conqueror. More- 
over, the Ruhr occupation has, in my 
opinion, & technically legitimate par- 
entage in the same treaty which places 
British soldiers in Cologne. The 
difference of opinion between Paris and 
London, concerning the interpretation 
of Paragraph 18, Annex II, Part VIII 
of the Treaty of Versailles may fairly 
be ascribed to the bias of interest—so 
different in the two capitals. 

It appears to me that, if the repara- 
tions problem can be solved in the 
sense that German good will, or Ger- 
man resination, may accompany the 
solution, then the military occupation 
of German territory will become less 
irksome; an approach to friendliness 
may be established, preparing the way 
for troop withdrawals. Meantime, 
it seems to me useless—nay harmful— 
for other nations to goad the French 
about military policies which, to them, 
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seem fraught with the most tragic 
issues. 


Reason FOR FRENCH ÅTTITUDE 
Towarp REPARATION 


We may now consider their recent 
attitude toward reparation questions. 
Public opinion in France was misled, 
not only by their own leaders, but by 
English and American extravagant 
estimates of Germany’s present ca- 
pacity to pay. 

Ignorance in high places often pro- 
duces popular states of mind which must 
then be corrected by subterfuge. This is 
the explanation of the call for a body of 
experts, including Amervean citizens, to 
report facts which have been known to the 
Reparation Commission for several years. 
If, at any time, within those years, it 
had been thought possible by Poircaré 
to conciliate French public opinion, 
while yet accepting the modest figures 
now proposed by the experts as a 
measure for German payments in the 
near future, it would not have been 
necessary to call in the foreigners. 
Their carefully reasoned report may 
clear the way for statesmen to 
cover their own past errors of judg- 
ment. 

It remains, however, for the fucure 
to show whether two requirements of 
the plan, and one necessary omission, 
will run the gauntlet of political eriti- 
cism—in France, and in Germany. 
These three difficulties—by no means 
yet surmounted—are: First, the post- 
ponement of the Allied creditor’s first 
mortgage rights (fixed by the Treaty), 
in favor of the German foreign loans 
proposed by the experts. Second, the 
establishment of foreign control of the 
proposed German currency bank end 
railway system. Third (this is the 
necessary omission under the terms 
imposed upon the experts), the moditi- 
cation of the principal sum due by 
Germany as an outcome of Treaty 


provisions. Those are the lions in the 
path—rather big ones, too. 

As to the $200,000,000 loan—it is 
very small in amount compared to the 
sums involved; it aids France directly 
only by way of facilitating Germar 
payment in kind; it is exposed tc 
absorption by note-holders of the new 
bank issue, unless, indeed, the new 
currency shall be exposed at once to 
depreciation through non-convertibil- 
ity. 

These considerations lead one to 
suppose that its importance may be 
emphasized by the experts because of 
Its usefulness in raising the whole 
question of postponement and reduc- 
tion of the principal reparation sum, 
rather than for its intrinsic value in a 
general scheme of finance. A line of 
retreat is there skillfully offered to the 
French government which may hide 
from its own public behind the smoke 
screen of a foreign loan to its debtor. 
Yet we must anticipate some hesitation 
on the part of the French in making 
concessions which will weaken so much” 
the technical position of the creditor. 

It is possible that certain bankers 
may feel justified in offering a German 
loan subject to all the existing first 
mortgage Allied claims, amounting to 
about thirty billion dollars. 
senting the subordination of those 
claims to a new loan as an inferential 
element of the plan, I assume that 
without careful protective instruments, 
executed by all the Treaty claimants, 
bankers would hesitate to recommend, 
and the public would bë slow to take, 
such a loan. I would consider it quite 
unsafe. 

One is also inclined to suppose that 
the rather complicated provisions as 
to control of currency, railways and 
foreign exchange operations, were in- 
spired by a recognition of political 


sentiments in France, rather than bya ` 
love of complication for its own sake, ° 
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Nor should the experts be criticized 
for adjusting their plans to this senti- 
ment. It is as much an element in the 
problem as factories, railways, and 
ships. 

The capable men who were asked to 
advise concerning a very delicate and 
inflamed situation may well hope that, 
when their proposals for foreign control 
of a great industrial system shall have 
served the political purposes now 
wisely kept in view, the parties in 
interest may find a way to re-establish 
normal relations in the German state. 
Alien intrusion, long continued, would 
be fraught with gravest peril. l 


CONCLUSIONS 


Some conclusions thus be 
stated: 

1. French post-armistice policy has 
freed itself from its earlier gross mis- 
conception of international financial 
possibilities. This is evidenced by 
indications of general assent to the 
Expert Board’s provisions as to repara- 
tion payments to be expected in the 
next few years. 

2. If we may assume a like assent to 
provisions of long-distance payments, 
we may conclude that sound opinion 
on this subject has been established 
in high places, since, in fact, the new 
proposals provide continuously for 
transfer to creditors of all that Ger- 
many will be capable of transferring— 
the amount being more dependent upon 
foreign tariff policies (ours and others) 
than upon anything in control of the 
German government. 

3. The means for accomplishing 
these results bear the trace of distrust 
of Germany’s original acceptance (if 
obtained) of the substance of the 
Experts’ Plan. Such distrust is not 
peculiarly Gallic. _Itis a usual element 
in post-war rancor in the hearts of a 
_. much-suffering, but finally victorious 
people. We may hope to see the rigor 
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of alien control of German business 
relaxed. 

4. E all that is promised by the 
Experts’ Plan, in specific figures and in 
indefinite estimates, be realized, many 
years must pass before Germany can 
cease to be in technical default under 
the Treaty provisions. During such 
default it seems unlikely that military 
occupation of German territory will be 
entirely released by those who are now 
to succeed Poincaré. While the Ruhr 
occupation, especially, may have been 
unwise, it will be dificult (not im- 
possible) for the French to acknowledge 
it as an illegal, or even as an erroneous, 
action. German dissatisfaction with 
foreign troops at Cologne will naturally 
be as profound as with such troops in 
the Ruhr—at least so far as national 
sensibility is concerned. (Militarily, 
the Ruhr occupation simply increases 
the French strangle-hold on her 
possible foe.) German satisfaction can- 
not be obtamed without: (1) an enor- 
mous cut in reparations; (2) complete 
withdrawal of occupation forces; (3) 
undoing of all that has been done for 
Poland in East Prussia; (4) return of 
German colonies; (5) general release of 
Germany Irom all military and com- 
mercial servitudes imposed by the 
Versailles Treaty. Until these things 
be accomplished, France must assume 
the existence in Germany of a, spirit 
of revanche. Many of these changes 
would require the consent of many 
governments beside the French. Until 
all these are ready to cancel nearly all 
that was done in 1919, France will 
endeavor to retain a strong military 
position. 

5. The general spirit of French post- 
war policy was in harmony with the 
spirit of the Versailles Treaty. 

Let us remember that an American 
negotiator was largely influential in 
making that Treaty—that its rejection 
by our Senate was not based upon its 
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oppression of Germany; that the fury 
and hate of the public voice of America 
acclaimed anything which would give 
to the Archangelic Allies an everlasting 
advantage over a Satanic Germany; 
that the French were thus encouraged 
to believe that the full measure of 
constraint deducible from that instru- 
ment would be freely granted them by 
their associates; that the President 
who succeeded Mr. Wilson negotiated, 
and our Senate approved, a treaty 
reserving to us all military rights (and 
substantially all other rights) grented 
to the Allies by the treaty we rejezted; 
that our troops may tomorrow be 
again placed on the Rhine without 
committal of an act of war; that our 
failure to exercise all these rights o- the 
conqueror is due to our relative freedom 
from danger; that we would not act thus 
if we had troops in a Mexico, beaten, 
at the moment, but stronger than we. 

Let us take the lead in obtaining a 
new order of things by proposing a 
revision of our own treaty, before we 
clamor for changes in the Versailles 
Treaty. Finally let us, in viewing 
the French policy, learn a lesson for 
ourselves. Let us see therein the 
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normal play of human passion and 
fear in a world not yet enjoying a 
Justice-of-the-Peace and his constable. 
Let us, while that condition lasts, b2 
armed, as France is armed—knowing 
that we shall make mistakes, commi*, 
injustice as France has done—as all 
others do. 

In various ways, mostly quite fa- 
miliar, good people throughout the 
world are taking positions antagonistic 
to those of other good people. All are 
“righteous.” They will “righteously” 
make war for their respective faiths. 
The voice of Main Street will continue 
to declare a pleasing, illusory doctrine. 
It was spoken a few years ago by a 
well-meaning President who said: 
“America will never want anything 
that is not her right—and that, by 
Heaven, she will have!’ In these 
words we have an unconcious general 
declaration of war—a conscious ex- 
pression of the “American ideal”’—a 
conscious rejection of the International 
Justice-of-the. Peace and Constable 
idea. While the old order lasts, we 
should not forget an old American 
national cry, “Americans, keep your 


powder dry!” 


Conditions in Russia and the Value of its Future 
Development 


By Hon. James A. FREAR 
Member of Congress, Washington, D. C. 


NY discussion of Russia’s future 
that fails to consider her past or 
present is of little value. In like man- 
mer any effort to compare Russia’s 
financial standard, governmental aims 
or aspirations with our own fails, be- 
cause no common ground exists for 
comparison. I do not propose to ap- 
praise Russian standards or to discuss 
present Russian ideals. They are so 
far distant from our own that we are 
unable at the outset to reach any basis 
from which to draw deductions. A few 
facts are submitted, however, which 
speak for themselves. 

Eight thousand miles we traveled 
through Russia last fall, during a little 
cver sixty days, accompanied by two 
Americans who two years before were 
connected with famine relief work, and 
had then made a survey of Russia’s 
food and financial conditions that was 
later presented to the Senate. Ameri- 
can interpreters also accompanied us, 
and we went where we willed without 
restriction or advance knowledge on 
the part of the government. A rail- 
road mandate gave us authority to 
hook our car on to any train, traveling 
when and where we wished, paying our 
own expenses and, in my own case, 
without carrying any pre-conceived 
Opinions regarding the Muscovite 
ccuntry. 

I had read of Russia’s participation 
in the World War, but was unprepared 
for the evidences on every hand of the 
frightful ordeal through which her 
people have passed during the last dec- 
ade. 

No other country in Europe or in the 
world has been held in such complete 


49 


subjection for centuries, nor has the 
iron heel of despotism left its im- 
print elsewhere with equal certainty. 
Eighty-five per cent of its people are 
peasants with little education, and 
comparatively few of this world’s 
goods, and a sullen, suspicious atmos- 
phere exists from Archangel to the 
Black and Caspian Seas and from Po- 
Jand to the, Pacific. Not that the 
people are sullen, but their attitude 
toward other governments is embit- 
tered by the past and by existing con- 
ditions. One hundred and thirty 
million people remain of the once pow- 
erful Empire, a‘people who are groping 
for light and for a freedom denied them 
for centuries. 

During the World War they were 
theoretically and actually thrown into 
the breach to save the Allies. Graft- 
ridden and unprepared, vast armies of 
ill-clothed, insufficiently armed and 
poorly trained men kept up the struggle 
for over three years on the Eastern 
front, without national spirit and with 
little conception of the purposes of the 
war to inspire them on to victory. I 
am giving you briefly the viewpoint of 
present officials corroborated in many 
particulars by the facts as we found 
them. 


DEsTITUTE 


When the soldiers laid down their 
arms and thereafter overthrew the 
Czar’s government, they were much 
like children suddenly compelled to 
assume enormous governmental re- 
sponsibilities without any training or 
understanding. Russians are as in- 
telligent and keen as any people, but, 
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withdut education, experience and all 
that goes to make for responsibility, tke 
country was suddenly thrown on its 
own depleted resources and placed in 
the hands of equally unprepared oft- 
cials. Confident and self-reliant the 
latter generally proved to be, but they 
were called upon for a herculean task 
never before committed to man in seek- 
ing to weld into a cohesive force a great 
people of many races, diferent lan- 
guages and creeds, of limited education, 
dificult to unite because devoid of 
national spirit. The old leaders, tae 
Czar and his nobles and generals, had 
been driven away or executed. The 
old government and governmental 
system was completely wiped out and a 
new theory of government substituted 
which was admittedly untried and un- 
known, without any past experience 
for aid or guide. 

A democracy could not have coped 
with this situation. Any monarchy, 
after centuries of cruel, autocratic rule, 
was discredited and completely up- 
rooted with no chance for its return. 
A. dictatorship having the semblance 
and promise of a limited democracy 
was the alternative. Its future res-s in 
the hands of the people and of the lead- 
ers. The difficulties encountered at 
the outset were without parallel. 

Most of the visible wealth had been 
wiped out by foreign and civil wars, 
and with it went millions cf young lives 
that were the hope and strength of the 
country. Portions of the Empire had 
been lost through the war and the new 
leaders were without any resources 
when suddenly confronted by an un- 
precedented famine that swept the 
country three years ago. Civil war, 
waste, famine, a discredited system of 
government, widespread ignorance and 
a lack of national ideals. That has 
been the Russia of the last six years, so, 
I repeat, you cannot compare their 
ideals of government or their economic 


or financial standards with our own. 
There is no common basis for compari- 
son. 


INUNDATED BY DEBT 


Awakening from a long sleep of cen- 
turies, the new leaders and a bewildered 
pecple are now informed that when the 
World War began the Czar had in- 
curred foreign debts in municipal and 
railroad securities alone reaching nearly 
four and a half billion dollars, and that 
foreign investments in Russian com- 
mercial enterprises added another bil- 
lion dollars to their obligations in 
addition to the Czar’s old pre-war 
debts. Other estimates give Russia’s 
pre-war debt at over six and a half bil- 
lion dollars. During the World War 
Great Britain alone is said to have ad- 
vanced over three billion dollars more, 
and so a people, each of whose average 
entire holdings at the most are limited 
to a few hundred dollars, now find 
themselves confronted with an indebt- 
edness to the outside world of possibly 
ten to fifteen billion dollars. Recogni- 
tion, trade relations, and international 
dealings are dependent upon some defi- 
nite understanding of these obligations, 
according to present-day customs. 

A fmancial expert has estimated that 
Russia’s national wealth is $58,000,- 
000,000, and the pencils of creditors are 
now employed in offsetting the assets 
and liabilities of this people. It re- 
quires more than a pencil or simple 
mathematics to solve the problem, for 
its magnitude and difficulties would 
challenge the greatest genius to un- 
ravel. 

Russia has lost some of her most 
valuable territory since the pre-war 
obligations were incurred. Her people 
have lost much of the country’s wealth 
that was spirited away during or since 
the war. Acres of land have a poten- 


tial value of course when improved, but —. / 


hundreds of millions of acres are unim- 
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proved and the Russian has few wants 
to supply. On his own little farm of 
two or more dessitines he produces all 
the food for himself and family that is 
needed, and is unmindful of the fact 
that he is owing the outside world ac- 
cording to estimates over $100 per 
capita, or approximately a $500 debt 
for a family of five. 

To the millions groping for light, 
whose families ordinarily go shoeless, 
often with a single garment for cover- 
ing; grateful to own a full stomach of 
black bread; seeking the bare rudi- 
ments of an education; burdened with 
heavy taxes, paid to a government now 
trying to establish itself on a budget 
basis; to these millions the burden of 
proportionate foreign obligations does 
not mean so much as their knowledge 
that they no longer are subject to sum- 
mary banishment, nor compulsory 
military service, nor frequent fighting 
for causes unknown to them and for 
which they care nothing. 

These are the millions who today 
have become unfettered. We saw 
them on the farms, in the mines, in the 
mountains, in the shops, all seeking to 
meet their limited needs by hard, labo- 
rious work, anxious to learn, and be- 
wildered over their new governmental 
responsibilities. 


THE QUESTION TO BE SOLVED 


Their Soviet leaders are quite gener- 
ally roundly criticised by the world for 
failing to acknowledge their financial 
debts to the outside world. I have no 
comment to make upon the action of 
these leaders nor upon prospects of 
ultimate payment, for to my mind the 
question to be solved is, first of all, how 
best can these people be made self- 
supporting and of real value to them- 
selves and the world in general. It is 
not like an ordinary solvent business 
man dealing with his banker. We are 
confronted with a great people who 
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have had nc part individually or col- 
lectively wita world affairs, yet now are 
confronted on all sides with out- 
stretched hands asking payment for 
pre-war dedts of which they know 
nothing and through which they feel 
they have profited not at all. Iam not 
discussing zhe moral or international 
responsihbilizy which we may insist 
upon when dealing with England, 
France, Germany, and Italy, but sub- 
mit that credit nations are facing a 
situation that cannot be settled by 
ordinary rules of practice. 

Statisticians may show the ability of 
Russia to meet fifteen billions of obli- 
gations or of.any less amount at some 
far distant day. In determining the 
amount and manner of payment they 
would presumably determine the equi- 
table proportion chargeable to Poland 
and to otaer countries which formerly 
belonged to Russia, and also the 
amount to be paid on different obliga- 
tions held by the nationals of the sev- 
eral countries. 


GRADUAL STABILIZATION 


In February, 1918, during the most 
strenuous days of the war, the Soviet 
governirent by decree expressly repudi- 
ated all foreign loans; yet when we were 
in Russia last August, the question of 
paymen: was put to Chicheren, Com- 
missar cf Foreign Affairs, to President 
Kelinin and to others, who answered 
with apparent frankness that Russian 
officials empowered to act in such mat- 
ters were ready to “sit around the 
table,” as expressed by one official, in 
order to reach some agreement, regard- 
ing Ruasia’s debts. Among factors to 
be considered they asserted would be 
the counterclaim by Russia for injuries 
and losses sustained through counter- 
revolu‘ionists who were aided by coun- 
tries holding claims against them and 
furthe> that territory detached from 
the old Empire would be expected to 
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assume its just share of the entire 
debt. 

I am stating no definite proposal, 
because we were not authorized by 
anyone to receive or suggest ary terms. 
We did seek to learn if the repudiation 
decree of February 8, 1918, fareclosed 
any negotiations, and the contrary was 
found to be true. The nationelization 
of railways and industries generally will 
give to Russia properties of great value 
from which revenues may eventually 
be derived, and we were informed by 
the Commissar ‘of Finance that ap- 
proximately $50,000,000 was being 
expended in 1923 in rehabilitating rail- 
ways, bridges, roadbed, and equipment 
injured during the recent civil war and 
that Russia hoped to balance her ex- 
pense budget within two years. 
Taxation, already heavy, cannot be 
increased but, with the gradual re- 
sumption of industries which las: year 
ran at 60 per cent of full capacity, and 
with the rapid reconstruction of munic- 
ipal and private property destroyed 
during the war, conditions were already 
becoming more normal, and Russia is 
now on the road to an early recovery. 

Officials whom we met were, without 
exception, able, self-reliant, and ap- 
parently confident as to present plans 
of reconstruction and of Russia’s fu- 
ture. ‘This was evident everywhere we 
went, whether in the Ural mines or 
factories, the Baku oil fields, the Dcnitz 
coal district, or the great Ukraine ag- 
ricultural and sugar industries. 

We had a practical demonstration of 
Russian energy, thrift, and confidence 
when in the vaults of the State Bank at 
Moscow we saw what purported to be 
$50,000,000 in gold and silver bullion 
and English and American bank notes, 
there held on deposit as a reserve to 
secure the issue of the new chervonits 
that has a value of about $5 in our 
money. Over 8100,000,000 in the new 
currency has been issued by the bank 
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under authority of the government, 
and it was then quoted practically at 
par both in Moscow and in London. 

Liberalizing of its industries so as to 
permit and encourage individual en-er- 
prise has been undertaken by the gov- 
ernment, and while the communistic 
principle still governs and the govern- 
ment exercises general control, vet 
encouragement to private capital and 
individual co-operation was declared to 
be on the increase. 

This is a brief pen picture of eco- 
nomic possibilities of Russia. I have 
not discussed the religious, educational, 
moral, or military attitude of the coun- 
try, all of which were treated at some 
length in a speech before the House on 
December 18, last. We visited schoo.s 
and universities and noted the progress 
in education along definite constructive 
plans. These seem certain to raise 
Russia out of the depths of ignorance in 
which for so long her people have beer. 
suffering. We visited the churches— 
many of them—all over Russia, and 
saw religious services conducted, so far 
as observed, without interference. Life 
and private property under existing 
regulations or decrees apparently are as 
safe as in other countries of Europe, 
and the courts, which were also visited, 
are conducted with an evident purpose 
to impose exact justice whether be- 
tween the government and the citizen 
or between contending litigants. 

Observations were not confined to 
such visitations, but we made inquiries 
from all who might afford information, 
and sought so far as possible to reach 
correct conclusions in every case. 

In view of misleading propaganda, 
sent out from Riga, Warsaw, Berlin 
and other cities outside of Russia and 
occasionally with Moscow date lines, 
the picture drawn of Russia as we 
found it may not be recognized by 
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those who have been misled, but I be- ad 


lieve, without exception, that in most 
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particulars a dozen Senators and Con- 
gressmen who traveled through Russia 
last year will agree that general condi- 
tions were found by them as here de- 
scribed. 

We have become so accustomed to 
measuring the value of our relations 
with sister countries by their ability 
and willingness to pay the obligations 
of preceding governments, that I hesi- 
tate to express another viewpoint which 
must come to those who have recently 
visited Russia. 


THE ELEMENT of Human INTEREST 
AND Ricuts 


Assuming that Russia is the only 
European government unable or un- 
willing to pay her debts or the debts of 
her prior governments, which is a 
rather violent assumption so far as 
some other governments are concerned, 
there enters into the equation an ele- 
ment of human interest and of human 
rights that is entitled to be considered. 
This great struggling giant, that so long 
has been reared in darkness and priva- 
tion, is now seeking the light intellectu- 
ally, morally and in the performance of 
civic duties. Responsible officers who 
now lead the way are working hard to 
direct the affairs of their new govern- 
ment, but the great masses of people, 
who have suffered for centuries under 
despotic rule that was followed by long, 
bloody, and destroying wars, pestilence, 
and famine, are groping for light and 
for aid toward a higher civilization. 
Their gratitude for America’s help dur- 
ing the famine is sincere and was ex- 
pressed on every hand from the 
President and other high officials to the 
lowliest peasant. 

They all knew the A. R. ‘A. which 
stands for the American Relief Associ- 
ation. ‘These people now need shoes, 
clothing, machinery, raw materials, 


, moral, intellectual, and educational 


help. They are helping themselves, so 
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far as limited opportunities afford, to 
become self-supporting as individuals 
and a3 a nation, but they need trade 
and tzade relations that will not lay 
down as a condition precedent, pro- 
vision to pay enormous debts incurred 
by tkeir hated Russian oppressors. 
Such trade and aid from us is likely to 
bring about the same friendly relations 
now enjoyed by other countries and 
afford a future definite understanding 
of responsibility for some part of Rus- 
sia’s debts, whereas refusal to give any 
oppor! unities for trade tends to throw 
Russis into the hands of willing neigh- 
bors and to leave us outside of a door 
that ve may open if we will. If 
Rochambeau had dallied at Petrograd 
waitinz for advance money from the 
bankrupt colonies instead of fighting at 
Yorktown, history might have written 
a different story over a never-to-be- 
forgotten unpaid debt owed Russia. 
Like reighboring Canada, we would 
then have been carefully nurtured by a 
mother country which in the recent war 
loaned outright over three billion dol- 
lars to the Czar and yet without sacri- 


fice of national pride now enjoys trade 


relations with the present Soviet gov- 
ernmert. i 


WHAT OF THE COMMUNISTS? 


I have not opportunity to discuss 
even :inferentially the Communist 
form o? government, although in its 
permanency and stability rests the 
future peace of Russia. The subject 
opens & door for wide controversy— 
particu_arly to those who confuse any 
notable improvement in conditions 
with a disposition to excuse Commun- 
ism. Cnly a small portion of the peo- 
ple are Communists. Less than two 
per cenz of the adults are members of 
that pertv, although as a rule the 
higher officials are taken from Com- 
munist ranks. The remaining 98 per 
cent ,apparently are accepting Com- 
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munist government on trial even as 
they have repudiated the old monarcay 
and all who were connected with it. 
Claims have been made that with pub- 
he enlightenment this system will be 
repudiated, but answering that criti- 
cism Communist officials pointed to 
their extensive educational program, 
prosecuted without concern over any 
ultimate influence on Communism. 

The Communist officials we met, and 
these included hundreds in the many 
cities visited, with practically all the 
Comumissars or state officers, seemingly 
hard-working, sincere men whose re- 
sponsibilities were neither shirked nor 
avoided. Firmly yet tuietly they 
asserted their confidence in their form 
of government and in its permanent 
success. Those who were not of zhe 
Communist faith, the peasants, miners, 
and people generally expressed them- 
selves freely to the effect that existing 
conditions were far better than two 
years before when the famine affected 
all Russia. When comparisons were 
drawn between the days of the Czar 
and present governmental conditions, 
those interviewed quite generally pre- 
ferred their new status due in part to 
the liberal policy extended toward the 
peasants and workmen. Conditions 
are far from normal in Russia, and 
many things are lacking when com- 
pared with creature comforts found in 
other countries, but mingled hope and 
confidence was expressed for the suczess 
of the new government. 

As the government is a strong dic- 
tatorship, punishing those who disobey 
or undermine its authority, such ex- 
pressions in some cases were doubtless 
influenced by uncertainty as to our own 
attitude, but occasionally the govern- 
ment was frankly criticised by those 
who yet unqualifiedly preferred it to 
the days of the old monarchy. 

Among so-called intellectuals and 
particularly among former officials and 
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the former wealthy classes, the new 
government was roundly denounced 
whenever it was deemed safe to speak 
freely, but, on the average, for every 
severe critic encountered among the 
non-Communists I believe ten were 
found willing to give the new govern- 
ment a fair trial. 

During the recent civil war the peas- 
ants rose in support of the government 
and drove out Wrangel, Deniken, and 
Kolshak from beyond Russia’s borders. 
Then they returned to their former 
occupations, having emphatically 
shown their preference for the Soviet or 
Red government when offered oppor- 
tunity to return to monarchy through 
a triumph of the Whites. That same 
sentiment seemed to exist generally 
three vears after the war when we were 
there. 

All this is related without purpose to 
offer comparison between the Czar’s 
government or the Communist gov- 
ernment, both of which are so far short 
of our own standards as to be imper- 
fectly understood, without actual con- 
tact and careful study. The present 
temper of the people and their accept- 
ance of the new government is an evi- 
dence of stability that seems likely to 
endure under different leaders, with a 
gradual liberalizmg of Communist 
theories which have already been 
strained by many changes since Lenin 
first laid down principles for the new 
government. To use their own words 
they are confident of success, with the 
help of the outside world if to be had, 
but without it if necessary, even if all 
doors are closed to them. Their grati- 
tude to and preference for our own peo- 
ple was everywhere manifest. ‘Their 
friendship is well worth having and 
keeping. Our conclusions jointly agreed 
to were in favor of trade relations with- 
out waiting for formal diplomatic rec- 
ognition. 

Russia has trade relations with 
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nearly every important country in 
Europe and Asia and has full diplo- 
matic relations with an even dozen of 
these countries. Territorially and in 
population it is the greatest country in 
Europe, with enormous undeveloped 
resources that afford important trade 
possibilities. 

Respect for law and order prevails 
with a people who within six years have 
successfully met and overcome almost 


insurmountazle obstacles. It is their 
government, not ours, to continue or 
change as they see fit. In business and 
in mutual helpfulness the world is be- 
coming more interdependent every day, 
for 1% is recognized that aloofness brings 
mutual penalties. 

We wish the Russians well, and 
should be the last to withhold a helping 
hand from the Russian people. 


+ 


The Underlying Economic Factors'in the Russian 
Situation 


By Leo PASYOLSKY 
Institute of Economics 


HE outstanding factor in the 

present situation in Russia is that 
country’s international trade and finan- 
cial position. A decade of war and 
communistic experimentation has re- 
duced Russia to a sorry plight. Agri- 
culture, industry, trade, and finance 
have all suffered in this welter of dis- 
organization, and the hape of recovery 
lies along the lines of reviving all these 
phases of the country’s economic life. 
It may be considered as axiomatic that 
the speed of this recovery will depend 
upon the availability cf foreign as- 
sistance. Hence the special emphasis 
that exists today upon Russia’s rela- 
tions with the rest of the world. 


Tue Present RUSSIAN SITUATION 


The present situation in Russia is not 
unlike the conditions which confronted 
her thirty years ago on the threshold of 
her development as a modern economic 
power. In the early nineties of the 
past century, the threat of interna- 
tional bankruptcy hung over Russia. 
A series of disastrous crops, coupled 
with a fall in the world prices of Rus- 
sia’s principal exports—cereals—played 
havoc with the Russian trade balance 
which had been quite favorable for some 
years theretofore. As a result of this, 
Russia found it extremely difficult to 
meet payments on her foreign oblige- 
tions accumulated through generations 
of past borrowings. 

The problem of foreign payments 
was the most acute and immediate of 
the problems then confronting Russia, 
but it was only one of several important 
and difficult problems. The budgetary 
system of the country was far from 
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satisfactory. The currency of Russia 
had not yet been put on a sound gold 
basis, although preparation for the 
establishment of a gold standard had 
been going on for many years before 
that. Her industrial development hed 
just begun, and both transportation 
and the manufacturing industries were 
woefully insufficient for the needs of tke 
country. Lack of transportation also 
retarded very considerably the agr:- 
cultural development of Russia. 

With these four inextricably related 
problems confronting them, the Rus- 
sian statesmen of the time were forcec 
to a realization that the only thing 
which would save Russia from inter- 
national bankruptcy and from pro- 
longed internal difficulties was an eco- 
nomic development along modern lines. 
It was out of the adverse conditions 
created by this situation of the early 
nineties that really grew the Russian 
industrial revolution. All four of the 
problems enumerated above required 
immediate and close attention, and it 
was perfectly clear that without finan- 
cial assistance from abroad no solution 
of them could be undertaken. Russia 
went to foreign money markets, and 
she succeeded, during the years that 
intervened between the crisis of the 
early nineties and the outbreak of 
the war, in laying the foundations of 
an economic development. The gold 
standard was introduced in 1897. In- 
dustry and agriculture were expanded 
quite markedly. The budget was 
balanced, though not until shortly be- 
fore the war. But the problem of 


foreign payments proved to be the most ~ 


difficult of solution. Throughout the 


r 


. poses. 
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twenty-year period immediately pre- 
ceding the war, it was only on rare oc- 
casions that the Russian balance of 
payments could be handled without re- 
course to new foreign borrowings. 

The war and the revolution have 
shattered even these inadequate founda- 
tions which had been laid with tremen- 
dous difficulties and with the aid of 
enormous loans from abroad during the 
two decades prior to the war. Today 
Russia faces once more the four inti- 
mately related problems which con- 
fronted her thirty years ago, only now 
the solution of these problems is vastly 
more difficult than it ever was before. 

The gold reserves, accumulated with 
great difficulty and maintained with ut- 
most zeal, have been practically dissi- 
pated during the stormy years of the 
past decade. In order to establish a 
sound currency backed by a sufficient 
metallic reserve, it becomes again neces- 
sary for Russia to seek gold outside the 
country. 

The industrial equipment of the 
country and its system of transporta- 
tion are in a state of such disorganiza- 
tion that their rehabilitation in the 
near future is inconceivable without 
large imports for reconstruction pur- 
The budgetary situation must 
necessarily depend upon the solution 
of the currency problem and upon the 
rehabilitation of the economic ap- 
paratus of the country. And the prob- 
lem of foreign payments is rendered 
infinitely more difficult than ever in 
Russian history by the fact that the 
war has nearly doubled Russia’s foreign 
obligations and, if interest payments on 
these obligations are to be met, the 
foreign trade of Russia must undergo 
an expansion considerably beyond its 
pre-war dimensions. 

The Russian situation, then, in its 
economic aspects, is a problem which 
requires internal rehabilitation through 
assistance from abroad. The purely 


d 
economie aspects of the present Russian 
situatior. are, however, rendered vastly 
more difficult and complicated by the 
political factors which characterize 
Russia today. It is not a part of my 
purpose to deal with these political 
factors, though I realize that a return 
to polit.cal sanity is Russia’s first re- 
quirement. But it is safe to assume 
that at some time or other there will be 
re-estaklished in Russia the principles 
which zovern sound business inter- 
course among men and nations. My 
present object consists in pointing out 
what is involved in Russian recovery 
from the point of view of that country’s 
economic rehabilitation. This prob- 
lem of Russia’s rehabilitation is of 
primary interest on both sides of the 
Atlantic, though, as we shall see later 
on, the countries of Europe are much 
more irtimately concerned with it than 
the United States. 


Tre Prospitem oF Russra’s Economic 
REHABILITATION 


Just before the war, Russiar. agricul- 
tural production was sufficient to pro- 
vide a subsistence minimum for the 
Russian population and to allow from 
12 to 15 per cent of the total production 
to be placed across the frontiers in the 
form of exports. With regard to manu- 
factured goods, Russia was not self- 
sufficient, but she was able, just before 
the war, to supply herself with about 
five stxths of her total requirements, 
the other one sixth being imported 
from abroad. She also had to import 
from abroad considerable amounts 
of rav materials and semi-manufac- 
tured goods. In this manner it was 
possitle for Russia to maintain a 
standard of living for her population 
which was represented by a per capita 
national income of about %50—the 
lowes: standard of living of any modern 
power. 


Ruasia’s immediate problem is to 
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restore the country to its pre-war scale 
of economic operations in order that at 
least this low standard of living may 
become re-established. Unaided from 
abroad, Russia may be able to restore 
slowly and with great difficulty some of 
her lost productivity, but it is scarcely 
conceivable that she should be able in 
the near future to return evèn to the 
low scale of production that she had 
before the war. Itis only by means of 
assistance from abroad that she may 
again become re-established as an 
economic power. 

Russia’s problem of economic re- 
covery consists primarily in her ability 
to command sufficient foreign credits 
to make the purchases which are neces- 
sary for her economic rehabilitation. 
She has to purchase abroad large quan- 
tities of gold in order to re-establish her 
monetary system. She has to purchase 
large amounts of machinery and raw 
materials in order to rebuild her in- 
dustrial system and her transportation. 
Her exports for years to come, in view- 
of the deficient state of her national 
production, are likely to be much 
too small to provide the means neces- 
sary for these purchases. The re- 
mainder of these means she has to ac- 
quire by way of foreign loans. 

Thus Russia stands in need of large 
purchases in the world markets, and, on 
the face of it, the situation means that 
there are opportunities for making 
large sales to Russia. But this situa- 
tion is only apparent. There hangs 
over the resumption of Russia’s credit 
relation with the rest of the world the 
crushing heritage of huge past obliga- 
tions—for the moment repudiated by 
the present régime in Russia, but exist- 
ing in the minds of her creditors never- 
theless. Russia’s principal creditors 
also happen to be among the principal 
purchasers of her exports and sellers of 
her imports. They find themselves to- 
day in the position of being anxious to 
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sell goods to Russia in order to provide 
work for their own industries, and at 
the same time of desiring to collect from 
Russia the debts which that country 
had contracted in past generations. 

Russia can normally purchase goods 
in the world markets and pay her inter- 
national debts only if she has exports 
large enough to provide her with the 
necessary means of payment. She can 
export goods only if her national pro- 
duction is rehabilitated. She can re- 
habilitate her national production only 
if she has outside assistance for recon- 
struction. But what are the probabili- 
ties of her paying capacity, even if she 
succeeds by means of foreign loans in 
restoring her pre-war scale of economic 
operations? 

A study we have made of the problem 
at the Institute of Economics shows 
that, restored to her pre-war scale of 
operations, Russia can have an export 
capacity of about 1,725 million gold 
roubles annually. But in order to 
maintain production at a level which 
will permit the re-establishment of the 
low standard of living existing before 
the war and of putting across the 


. frontiers the above amount of exports, 


it is necessary for Russia to have normal 
annual (visible and invisible) imports 
equal to at least 1,620 million gold 
roubles. This would leave a balance of 
trade in favor of Russia of a little over 
100 million roubles a year, and this 
favorable balance of about 100 millon 
roubles is a truly cardinal fact in any 
appraisal of the Russign situation. 
These 100 million roubles are all that 
Russia has to show as a probable pay- 
ing capacity following her reconstruc- 
tion. These 100 million roubles are 
the sole actual international revenue 
against which the interest payments on 
her past obligations, as well as on her 
reconstruction loans, can be drawn. 
We estimate that the interest payments 
on Russia’s war and pre-war obligations, 
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public and private, amount to at least 
720 million roubles. The significance 
of these two figures—100 million roubles 
as a probable paying capacity, and 720 
million roubles as the already existing 
claim on Russia’s international reve- 
nues—cannot be overestimated. 

A favorable balance of trade amount- 
ing to about 100 million roubles is suf- 
ficient to provide interest payments on 
reconstruction loans amounting to not 
more than 1,400,000,000 gold roubles. 
If we assume that reconstruction loans 
of that amount can be obtained and, 
that they would be sufficient to restore 
Russia to her pre-war scale of economic 
operations and give her a favorable 
balance of 100 million roubles, then it is 
clear that only an expansion of Russia’s 
production and exports beyond the 
pre-war scale will enable her to meet 
any payments on any of her existing 
foreign obligations. Such an expansion 
involves more than merely increased 
productivity in Russia. It means also 
finding markets for her increasing ex- 
portable surplus. These markets lie 
necessarily in the countries of Europe 
to the west of Russia’s frontier. 

It would be idle to speculate on the 
possibilities of Russia’s development 
as an industrial power with an ex- 
- portable surplus of finished products. 
Russia will for generations to come re- 
main essentially a country with agricul- 
tural exportable surplus. These food- 
stuffs and agricultural raw materials, 
which are Russia’s contribution to the 
world trade, were needed before the 
war only in the countries of Western 
and particularly Central Europe. They 
are needed now, and will be needed for 
generations to come, only in these 
same countries. Before the war these 
countries purchased fully 90 per cent of 
Russia’s total exports. 

This means that if Russia’s paying 
capacity is to increase through the ex- 
pansion of exports, the purchasing 
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power oi Western, and particularly 
Central 2urope, must be not only re- 
stored tc its pre-war dimensiors, but 
must expand beyond them, or, as an 
alternative, that their purchases of 
these same agricultural products must 
be curtailed in other parts of the world. 


THe DILEMMA OF THE EUROPEAN 
4 
POWERS 


Without attempting to peer too much 
into: the future, it is quite apparent 
that, ev2n as far as the present situa- 
tion is ccncerned, the European Powers 
face a serious dilemma in their dealings 
with Russia. They are most anxious 
to sell goods to Russia, for they con- 
sider a resumption of Russian trade 
one of the necessary elements in their 
own post-war recovery. For this pur- 
pose they are willing to grant new 
credits to Russia, in order that the 
trade may be financed up to the time 
when Russia’s own exports will be suf- 
ficient to pay for the purchases. But 
they are not willing or able to forget the 
fact thet Russia already owes them bil- 
lions of roubles and that these billions 
still corctinue to figure in their calcula- 
tions of their own national wealth and 
internazional resources. 

The European Powers are therefore 
faced with a veritable dilemma in their 
attemp:s to deal with Russia. As- 
suming that the present or any régime 
in Russia should recognize fully and 
withouz equivocation the legality and 
binding power of all of Russia’s existing 
foreign obligations, that in itself would 
be notLinz more than an empty gesture 
so far as the actual payment of these 
obligations is concerned. Without be- 
ing restored at least to her pre-war scale 
of operations, Russia cannot have any 
paying capacity abroad. Her restora- 
tion is impossible without reconstruc- 
tion loans, and interest on these loans 
bas nct zhe slightest chance of being 
paid if the payments on existing obliga- 
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tions are to have an equal claim against 
Russia’s international revenues. More- 
over, without Russian reconstruction, 
Russia for many years to come cannot 
return as a purchaser on a large scele in 
the world markets. 

As a business proposition, Russian 
reconstruction loans may be consicered 
reasonably safe only if payments on 
them will be given clear precedence 
over all existing obligations. This is 
the situation which confronts the 
European Powers in their dealings with 
Russia. 


RELATION or UNITED STATES T2 
Russian DILEMMA 


It may be asserted that, since the 
vast bulk of Russia’s pre-war indebted- 
ness is due to the countries of Europe; 
since Russia’s debts to the United 
States are comparatively very small; 
since the United States is far and away 
the richest country in the world—may 
it not be possible that, by dealing with 
the United States direct, Russia may 
be reconstructed, may be able to re- 
habilitate her economic system and 
then, in the remote future, resume her 
relations with the rest of Europe? 

There is no gainsaying the fact that, 
if the providing of reconstruction 
credits were the only consideration in- 
volved, the above assertion might be 
true. The United States can supply 
Russia with everything she needs in 
the way of reconstruction materiels. 
And if Russian reconstruction were 
merely a matter of philanthropy, or st 
least a matter of providing financial 
resources with the same magnificent 
disregard of paying possibilities which 
prevailed during the war, the problem 
would be simple enough. But as a 
business proposition, as a problem in 
sound finance, this scheme unfortu- 
nately does not hold water. 

Russia can acquire a paying capacity, 
let us repeat once more, only by developing 


an export surplus. The largest amount 
ever bought from Russia by the United 
States in the whole history of the trade 
relations of the two countries was in 
1912, when, according to Russian off- 
cial figures, the United States imported 
from Russia 9 million dollars’ worth of 
furs and other minor products. There 
is nothing in the world to indicate that, 
among the commodities which Russia 
is likely to have for export in the next 
generations, there will be anything 
more that the United States might 
want to buy. When America bought 
from Russia 9 million dollars’ worth of 
goods, she took care of just about one 
per cent of Russia’s total export trade. 

A situation in which Russia would 
continue selling the vast bulk of her 
exports to Europe and of buying the 
vast bulk of her imports in the United 
States is nothing more than a dream. 
The countries of Europe can have suf- 
ficient purchasing power to buy Rus- 
sian exports only if they have an op- 
portunity for selling their own prod- 
ucts. In the long run, international 
trade is so organized that the triangular 
arrangements of payment constitute 
comparatively but a small part of the 
whole transaction. As a matter of 
practical possibilities, if Russia sells 
most of her exports to Europe it would 
be inevitable that she should buy most 
of her imports from Europe. 

The United States may, and un- 
doubtedly will, sell to Russia directly or 
indirectly much more than she will buy 
from her. That was the situation 
which obtained before the war, but 
even then the United States never 
contributed more than 10 per cent of 
the total Russian imports, and on that 
small scale the accounts between the 
two countries could be adjusted by the 
triangular method. On a much larger 
scale that would be scarcely possible. 

There still remains, of course, the 
question of American investment in 
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Russia. And here the situation is gov- 
erned by exactly the same factors as 
those which govern Russian-American 
trade relations. If American invest- 
ments in Russia are to be safe as regards 
the regular payment of interest and 
dividends, it is mecessary that Russia 
should have a commensurate export 
surplus, whether in the United States 
or in other countries, to which she may 
sell her products. And since Russia’s 
exports in the future are likely to be, as 
they have been in the past, sales to 
European countries rather than to the 
United States, this means again that 
the appraisal of Russia’s credit possi- 
bilities depends almost exclusively upon 
the possibilities of her coming to an 
understanding with her European cred- 
itors. The United States is thus not 
in a position to offer any solution to the 
Russian dilemma which confronts the 
European Powers. 


Russian PROBLEM A PART OF 
WORLD SITUATION 


The international implications of the 
Russian situation are such that the 
problems presented by it cannot be 
solved by the resumption of Russia’s 
relations with any one nation or with 
any group of nations. On the assump- 
tion that the formal political and 
diplomatie handicaps, which now en- 
cumber any negotiations between Rus- 
sla and the rest of the world, will be 
solved to the satisfaction of the World 
Powers, there still remains the necessity 
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on the part of the United States, as well 
as of the Suropean Powers, of visualiz- 
ing clearly the factors which underlie 
the protlem of Russian recovery. 
Aside frcm its political aspects, the 
Russian situation is not unique in the 
present-day world. The only thing 
that is ucique about it is that Russia is 
in a worse plight economically than 
any othe> nation, large or small. But 
the princ:ples that govern the possibili- 
ties of her recovery are fundamentally 
the same as those which obtain in the 
case of Germany and of a dozen other 
nations, more or less impoverished by 
the war. 

Domirated by the incubus of inter- 
national debts that grew to terrifying 
proportions during the war, the prob- 
lem of recovery for each of the stricken 
countries by its very nature extends 
beyond each particular country’s fron- 
tiers. It involves political and eco- 
nomic ad-ustments, and often re- 
nunciations and compromises. The 
whole world is in a tight corner, and 
Russia is in the narrowest portion of it. 
No one country can wedge out of the 
corner alone. 

Amerca’s relation to the Russian 
situation, therefore, is not so much a 
problem in Russian-American rela- 
tions, as it is a part of the problem of 
Americe,’s relation to world recovery 
and reconstruction. As such it is im- 
portant and significant; apart from that, 
gauged by practical possibilities, it is 
almost negligible for both countries. 


Political Organization of the Soviet Power 


By Roserr F. KELLEY 
Division of Eastern European Affairs, Department of State 


NY discussion of Russign-Ameri- 

can relations necessarily involves 
a consideration of the political organi- 
zation of the power now exercising 
control of the major portion of the 
territories of the former Russian Em- 
pire—the Soviet Federation. It is the 
purpose of this paper to answer the ques- 
tion: What is the Soviet-Federation? 

The present organization of the So- 
viet power—the so-called Federation of 
Soviet Socialist Republics, was estab- 
lished by a treaty concluded on Decem- 
ber 30, 192%, between the four Soviet 
Republics known as the Russian Social- 
ist Federated Soviet Republic, the 
Ukraine Socialist Soviet Republic, the 
White Russian Socialist Soviet Repub- 
lic, and the Trans-Caucasian Federated 
Soviet Republic. The relations be- 
tween these four states of the Feder- 
ation are defined by a constitution 
which was promulgated on July 6, 
1928, and definitely confirmed by the 
Second Federal Congress of Soviets on 
January 31, 1924. 

Prior to the creation of this new or- 
ganization, the territories of the former 
Russian Empire were occupied by a 
number of theoretically independent 
political entities, called Soviet Repub- 
lics, whose inter-reJations were formally 
determined by a series of treaties which 
usually established a close military- 
economic alliance. The center of the 
Soviet world was the so-called Russian 
Socialist Federated Soviet Republic, 
which, while formally recognizing the 
independence of the various Soviet 
Republics, such as the Socialist Soviet 
Republic of White Russia, the Ukraine 
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Socialist Soviet Republic, the Socialist 
Soviet Republic of Armenia, etc., ef- 
fectively directed and controlled the 
foreign policy and the main lines of 
internal development of these states. 
The Constitution of July 6, 1923, con- 
secrates this supremacy of Moscow and 
attempts to create a systematic organi- 
zation in which the relations between 
the various Soviet states are carefully 
defined. A single international entity 
is thereby created which the Bolshevik 
leaders believe can more effectively 
protect and further Soviet interests 
than the several quasi-independent 
units which had existed hitherto. 

Thus from one point of view the 
creation of the Soviet Federation may 
be considered as marking the reinte- 
gration of the various parts of the 
former Russian Empire which had 
tended to escape from the control of 
Moscow during the period of civil war. 
On the other hand. it represents the 
creation of a form of political organiza- 
tion best adapted in the eyes of the 
Bolshevik leaders to the realization of 
their aims in the near future. Admis- 
sion to the Federation, as the preamble 
of the Constitution states, is “open to 
all Socialist Soviet Republics such as 
are now existing and sucH as shall arise 
in the future,” and the new federal 
state is stated to be “a decisive step 
towards the union of the toilers of all 
countries into one world Soviet Social- 
ist Republic.” The seizure of power 
by anv of the sections of the Commu- 
nist International in its respective state 
would be immediately followed by the 
establishment of a Soviet Republic and 
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its accession to the Federation of So- 
cialist Soviet Republics. 

The character of the new interna- 
tional entity, I may point out, caused 
certain states, such as Poland and 
Turkey, which had already accorded 
full recognition to the Russian Socialist 
Federated Soviet Republic, to refuse 
for a long time to recognize the new 
entity. Poland did not accord recog- 
nition until December 18, 1923. ‘The 
present international entity, therefore, 
is the Federation of Soviet Socialist 
Republics—not Russia, not the Rus- 
sian Socialist Federated Soviet Repub- 
lic. The word Russia, in so far as it is 
used by Soviet writers, is restricted to 
the activities of the Russian Socialist 
Federated Soviet Republic, which is 
one of the component states of the 
Federation. The Bolsheviks are very 
careful not to apply it when referring to 
the activities of the Soviet power, the 
structure of which is international in 
its class character. 


CONSTITUTIONAL ORGANIZATION OF 
THE SOVIET FEDERATION 


The Constilution entrusts to the 
federal authorities the conduct of all 
matters which concern foreign relations 
as well as fundamental questions of 
economics and finance. Theoretically, 
the constituent republics retain their 
full sovereign rights except in so far as 
they have surrendered them to the cen- 
tral authority. The federal govern- 
ment, for instance, is charged with 


(a) the representation of the Federation 
in international affairs, the conduct of all 
diplomatic intercourse and the conclusion 
of political and other treaties with foreign 
states; (c) the conclusion of 
treaties for the admission of new republics 
into the union; (d) the declaration of war 
and conclusion of peace; (e) the contracting 
of foreign and domestic loans by the Feder- 
ation of Socialist Soviet Republics and the 
sanction of foreign and domestic loans by 


è 

the several constitutent republics; (f) the 
ratificaticn of international treaties. 

Federal citizenship replaces the citi- 
zenship of the several constituent 
republics. The supreme political 
authority ia vested in the Federal Con- 
gress of Soviets and in periods ketween 
its sessions in the Central Executive 
Committte elected by that Congress. 

Here t might be pointed out in pass- 
ing thaz, as you probably know, the 
Soviet system is frankly and openly a 
method of perpetuating the dictator- 
ship of a single class—the proletariat— 
and the government is, therefore, based 
not on the whole adult population, as is 
the case in western democracies, but on 
certain classes of the population. Nu- 
merous classes of the population are 
disenfrenchised, such as persons em- 
ploying hired labor, persons living on 
interest or income from industrial 
enterprises and property, merchants, 
private traders, etc. The operation of 
this system is further facilitated by the 
fact tkat the electoral unit is not a 
territonial area but an economic group, 
a, factory, a Soviet institution, etc. 
Furthermore, in the Soviets the work- 
men in the towns have far more than 
their proportional share of representa- 
tives. The Federal Congress of So- 
viets adove referred to, for instance, is 
composed of representatives of city 
Soviets on the basis of one delegate for 
each 25,000 electors and of representa- 
tives of provincial Soviet congresses on 
the basis cf one delegate for each 125,- 
000 intabitants. The Central Execu- 
tive Committee is composed of two 
chamkters—the Federal Soviet elected 
proporticrately to the population of 
each constituent republic, and the So- 
viet o` Nationalities composed of five 
representatives from each constituent 
and a.tonomous republic and one from 
each autonomous region. 

The first Soviet of Nationalities 
elected on February 2, 1924, consists of 
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100 members, comprising five delegates 
each from the six constituent republics, 
five delegates each from eleven autono- 
mous republics, one delegate each from 
ten autonomous regions, and one dele- 
gate each from five autonomous areas 
in the Caucasus. At this point I will 
take the liberty to digress for a moment 
to consider the territorial basis of the 
Soviet power. 


‘TERRITORIAL ORGANIZATION OF SOVIET 
POWER 


This question is not at all an sca- 
demic one. Attention may be invited 
to the recent exchange of notes con- 
cerning the recognition of the Soviet 
Federation de gure by Great Britain, in 
which Great Britain recognized the 
Federation of Soviet Socialist Repub- 
lies as “the de jure rulers of those terri- 
tories of the old Russian Empire which 
acknowledge their authority.” The 
reply of the Soviet government ac- 
knowledged the British note of Febru- 
ary 1, 1924, in which the British 
Government recognized de jure 


the government of the Federation of Soviet 
Socialist Republics, whose authority ex- 
tends throughout all the territories of the 
former Russian Empire with the exception 
of those which have been severed with the 
consent of the Soviet government and in 
which independent states have been con- 
stituted. 


The international entity known as the 
Federation of Soviet Socialist Repub- 
lics, as I have pointed out, is composed 
of the Russian Socialist Federated $o- 
viet Republic, the White Russian 
Socialist Soviet Republic, the Ukrain- 
ian Socialist Soviet Republic, and the 
Trans-Caucasian Socialist Federated 
Soviet Republic. 


Russian Socialist Federated Soviet Re- 
public 

The Russian Socialist Federated 

Soviet Republic, which includes by far 


the largest part of the territory of the 
former Russian Empire, is the largest 
state in the Federation, having an area 
of about 7,920,000 square miles with a 
population of about 97,000,000. So- 
viet Russia consists of two groups of 
territorial subdivisions; provinces, and 
autonomous areas designated either as ' 
republics or regions, with a certain 
measure of self-government. That 
part of Soviet Russia which is divided 
into provinces is primarily that part 
inhabited by the Great-Russian pop- 
ulation, and the provinces represent 
administrative units by which the 
territory is administered by the central 
government at Moscow. ‘There are 47 
provinces, of which 40 are classified as __ 
falling within European Russia and 
seven in Asiatic Russia. In addition 
to these 47 provinces, there exists the 
so-called Far Eastern Oblast which 
comprises most of the territory of the 
former Far Eastern Republic. This 
region at present is subdivided into four 
provinces, one of which, the Maritime 
Province, includes the northern part of 
the island of Sakhalin which is now 
occupied by the Japanese. The Far 
Eastern Oblast is an integral part of the 
Russian Soviet Republic with a certain 
indefinite autonomy. The association 
of the four provinces into a larger ad- 
ministrative union in this case does not 
represent the formation of a national 
unit, but is rather due to the peculiar 
interests and special conditions existing 
in those areas formerly comprising the 
Far Eastern Republic. | The supreme 
authority appears to be exercised by 
the Far East Revolutionary Commit- 
tee, which is appointed by the Pre- 
sidium of the All-Russian Central 
Executive Committee and administers 
the territory in conformity wit}~ the 
decrees and ordinances of the }. issian 
Soviet Republic. l 

Those territories of the so- E 
Russian Soviet Republic which have 
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extensive rights of self-government fall 
into two groups—autonomous repub- 
lics and autonomous regions. Autono- 
mous regions are simply areas 
inhabited by a certain nationality 
organized out of one or several former 
provinces into a single unit with a 
provincial system of administration. 
It represents an attempt to bring peo- 
ple belonging to the same nationality 
into a single administrative unit which 
to all intents and purposes is similar to 
a province, which is the term applied to 
the subdivisions of the area occupied by 
the Great-Russian race. Nationalities 
more advanced in the eyes of the Soviet 
power are organized into autonomous 
republics and enjoy a certain measure 
of self-government. 

There are at present eleven autono- 
mous Socialist Soviet Republics within 
the Russian Soviet Republic, of which 
seven arein European Russia and four 
in Asiatic Russia. Each of these re- 
publics has five representatives in the 
Soviet of Nationalities. The adminis- 
tration of the Republics according to 
the Constitution of the Russian Soviet 
Republic consists of local Soviets, their 
Congresses and Executive Committees, 
a Central Executive Committee and a 
Soviet of People’s Commissars. Cer- 
tain administrative governmental de- 
partments, such as Food, Finance, 
Labor, Workmen-Peasant Inspection, 
Supreme Soviet of Peoples Economy, 
etc., are directly subordinate to the 
corresponding People’s Commissariats 
in Moscow, while others enjoy a certain 
measure of afitonomy, such as Justice, 
Education, Health, Agriculture, In- 
ternal Affairs, and Social Welfare. 
The authority of the local government 
differs in extent but general rules are 
being prepared to bring all republics 
into a uniform system. 

There are ten autonomous regions, of 
which all except one fall within the 
limits of European Russia. Each of 


these rezions has one representative in 
the Soviet of Nationalities. The au- 
tonomous regions are administered by 
regional executive committees elected 
by the regional congress of Soviets. 
The administrative organization 1s 
similar żo that of a province. 


White Frussian Socialist Soviet Republic 


The second member of the Soviet 
Federation, the White Russian Social- 
ist Soviet Republic, comprises the six 
eastern districts of the former Minsk 
Province, eight districts of the former 
Vitebsk Province, six of the Homel 
Province, and one from the Smolensk 
Province. The population, of which 
over 7& pez cent are White Russians, 
now numbers about 4,000,000. The 
capital is Minsk. 


Ulrainian Socialist Soviet Republic 


The third member, the Ukrainian 
Socialist Soviet Republic, comprises 
the territories of the former Russian 
Empire in which the Ukrainians (Little 
Russians) predominate. The popula- 
tion of the Ukraine according to the 
census of 1920 is estimated at 26,000,- 
000, of which 5,000,000 is urban. Of 
the country population, 88 per cent are 
U-rainian, while of the urban popula- 
tion orly 34 per cent is Ukrainian, 29 
per cent keing Great Russian and 82 
per ceat Jews. The capital is Khar- 
kov. The territory of the Ukrainian ° 
Republic is at present divided into nine 
provinces, In passing, it is important 
tc notice that Bessarabia is still con- 
siderec. as a province of the Ukraine, 
althouzh now occupied by the Rou- 
maniacs. 


Trans-Caucasian Socialist Federated So- 
vit Republic 
The fourth member of the Federa- 
tion is the Trans-Caucasian Socialist 
Federated Soviet Republic, which itself 
is a federation of three constituent re- 
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publics established by a treaty signed 
on March 12, 1922, by the Socialist 
Soviet Republics of Azerbaidjan, Ar- 
menia, and Georgia. A constitution of 
the Federation was elaborated and 
confirmed by the First Trans-Cauca- 
sian Congress of Soviets on December 
18, 1922. The organization of the 
federal government is moceled on that 
of Soviet Russia. The capital of the 
Federation is Tiflis. The government 
of the Trans-Caucasian Soviet Repub- 
lic has not as yet been centralized to the 
same extent as that of Soviet Russia, 
and the constituent republics, Azer- 
baidjan, Armenia, and Georgia, still re- 
tain a large measure, of genuine 
independence. 

The Azerbaidjan Soviet Republic 
includes the former Baku Province and 
a large part of the Elizavetpol Province 
and adjoining districts. Its popula- 
tion is approximately 2,000,000, 75 per 
cent of whom are Azerbaidjan Turco- 
Tartars. The capital of the Republic 
is Baku. It comprises two autono- 
mous areas which are represented by 
one delegate each in the Soviet of 
Nationalities, the autonomous Nakti- 
chevan Republic and the autonomous 
region of Karabakh. 

The Armenian Socialist Soviet Re- 
public includes portions of the former 
Erivan, Alexandropol and Elizavetpol 
provinces. The population numbers 
- 1,200,000 and is 95 per cent Armenian. 
The capital is Erivan. 

The Georgian Socialist Soviet Re- 
public includes most of the former 
province of Tiflis and Kutais and has 
a population of about 2,400,000, of 
whom about 80 per cent are Georgians. 
The capital is Tiflis. It comprises 
three autonomous areas, each of which 
has one representative in the Soviet of 
Nationalities: the autonomous Socialist 
Soviet Republic of Abkhazia, which 
comprises six districts of the former 
. province of Sukhum; the autonomous 


Socialist Soviet Republic of Adzharia, 
which comprises the former Batoum 
Province; and the autonomous region 
of South Osetia, which comprises the 
mountain region northwest of Tiflis 
inhabited by the Osetians. 

In addition to the above areas, which 
form a constituent part of the Soviet 
Federation, there are three other re- 
gions which stand in very close relation 
to the Soviet régime, although not 
forming an integral part of the Feder- 
ation of Soviet Republics: 

(1) Khiva Socialist Soviet Republic 
(Khorezm). The former Khanate of 
Khiva was abolished in April, 1920, and 
an independent republic proclaimed. 
In May, 1921, a constitution was 
adopted vesting the supreme authority 
in the Khiva Central Executive Com- 
mittee and Soviet of People’s Com- 
missars. The population numbers 
about one million, of which 50 per cent 
are Uzbegs, 30 per cent Turcomans, 
and 15 per cent Kirghiz. The capital 
is Khiva. ‘A close alliance was con- 
cluded between the Russian Soviet Re- 
public and the Khivan Republic in a 
treaty of alliance signed at Moscow on 
September 18, 1920. This treaty af- 
firms the complete independence of 
Khiva, annuls all agreements con- 
cluded between the former Khanate of 
Khiva and the Imperial Government, 
confirms the frontiers previously exist- 
ing, prohibits both parties from allow- 
ing their territory to be used as a base 
for hostile movements directed against 
either party, and promises assistance to 
Khiva in the matter df education, 
technical appliances, and a subsidy. 
An economic agreement was concluded 
on June 29, 1922, eliminating the cus- 
toms frontiers between the two states. 
Khiva agreed to grant concessions 
to foreign states, companies, and 
individuals only with the prelimin- 
ary consent of the Russian Soviet Re- 
public. 


—_—, 


PoirricaAL ORGANIZATION OF THO Soviet POWER 67 


(2) Bukhara People’s Soviet Republic. 
The Soviet form of government was 
established in Bukhara in September, 
1920. The supreme authority is exer- 
cised by the Bukhara Central Execu- 
tive Committee and Soviet of People’s 
Commissars. Bukhara has a popula- 
tion of about three million, of whom 80 
per cent are Uzbegs, 6~7 per cent Kir- 
ghiz, and 7-8 per cent Turcomans. 
The capital is Bukhara. A treaty of 
alliance was concluded between the 
Russian Soviet Republic and Bukhara 
on March 4, 1921. Russia recognized 
the complete independence of Bukhara 
and renounced all rights acquired by 
the Imperial Government. The fron- 
tiers previously existing were con- 
firmed, and both parties promised to 
render mutual assistance to protect the 
independence of either country against 
attacks from the “world bourgeoisie” 
or “its agents.” An economic agree- 
ment was concluded on August 9, 1922, 
under which Bukhara customs are 
united with those of the Russian Social- 
ist Soviet Republic. Bukhara agrees 
to grant concessions to foreign states, 
companies, and individuals only with 
the preliminary consent of the Russian 
Soviet Republic. 

(8) Mongolia. In an agreement 
concluded between the Russian Soviet 
Republic and the People’s Government 
of Mongolia on November 5, 1921, the 
Russian Soviet Republic recognized the 
People’s Government of Mongolia as 
the only legal government. The 
treaty also provides for the exchange of 
consular and diplomatic representa- 
tives, and both parties agree not to 
allow their territory to be used as a 
base of military operations against 
the other, or permit the passage of 
arms intended for such movements. 
At present Urga, the seat of the 
Mongolian government, and other stra- 
tegic points are occupied by Soviet 
troops.. } | 
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. ĪNTEENAL WORKINGS OF THE 
GOVERNMENT 


Let as now return to the question of 
the organization of the government. 
The Central Executive Committee 
which, as we have seen, is composed of 
two chambers, one of which is to con- 
sider questions from a class point of 
view aad one from the standpoint of 
the interest of the nationalities, has 
tended to become the chief law-making 
and legislative body, although, as you 
know, there is no separation of powers 
under the Soviet system and the Cen- 
tral Executive Committee exercises 
when tie Federal Congress of Soviets 
is not im session the supreme executive, 
legislative, and judicial powers. Here 
it might be pointed out, for instance, 
that appeal from the Supreme Court 
lies to the Presidium of the Central 
Executrve Committee. This totality 
of pow2rs in intervals between the 
sessions of the Central Executive Com- 
mittee devolves on its presidium-—a 
body o twenty-one members elected 
by the Central Executive Com- 
mittee. 

The actual work of administration is 
carried on by the Soviet of People’s 
Commissars, which is elected by the 
Central Executive Committee and 1s 
the executive organ of that latter body. 
The Soviet of People’s Commissars 
consists of a President, a Vice-Presi- 
dent and the heads of ten Commissa- 
riats which correspond roughly to the 
Executive Departments of our govern- 
ment. Five of these Commissariats 
fall exclasively within the competence 
of the central government—Foreign 
Affairs, Army and Navy, Foreigm 
Trade, Transportation, and Posts and 
Telegraph. The other five depart- 
ments—Labor, Food, Finance, Work- 
man-Peasant' Inspection, Supreme 
Soviet of People’s Economy, constitute 
also in tae component republics corre-, 
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sponding departments through which 
they exercise their functions. In addi- 
tion, there are certain other spheres of 
administration which fall enticely 
within the competence of the compo- 
nent republics, namely, Agriculture, 
Justice, Education, Health, Internal 
Affairs,"andjSocial Welfare. 

t In‘ concluding this brief summary, I 
might refer to the so-called State Po- 
litical Department, the successor of the 
Cheka, which is charged with the 
struggle “against political and eco- 
nomic counter-revolution, espionage, 
and brigandage.” This bcdy, which is 
attached to the Federal Soviet of Peo- 
ple’s Commissars, carries ‘cut its activ- 
ity in all parts of the Federation 
through its own agents and has charge 
of the political police on the railweys 
and waterways, special departments of 
the fronts and armies, and the organi- 
zation of the defense of the bounde ries 
of the Federation. It is a sort of uni- 
versal, all-embracing institution, with a 
treasury of its own, with an army cf its 
own, completely subservient to the 
central authorities in Moscow. This 
institution would appear to be a neces- 
sary concomitant of the proletariat 
dictatorship. 


INTER-RELATIONSHIP BETWEEN SOVIET 
GOVERNMENT AND Rossian Com- 
MUNIST PARTY 


Such is the constitutional organiza- 
tion of the so-called Soviet govern- 
ment, now known as the Federation of 
Socialist Soviet Republics. It would 
be a mistake, however, to conclude 
from this brief résumé of the external 
form that this government is a govern- 
ment in the usual sense of the word— 
@ sovereign political body. In sctu- 
ality, it is merely an instrumentality 
through which the Russian Communist 
party governs the territories which 
have fallen under its power. The so- 
called Soviet government in Zact is the 


creation of the Russian Communist 
party, which has at no time ceased to 
direct its activities and adapt its struc- 
ture to conform to the changing eco- 
nomic and political conditions. The 
Russian Communist party, as you are 
probably aware, is a closely organized, 
rigidly disciplined, military corps of 
tried and trusted men, picked with 
great care from the general body of 
professing Communists and admitted 
into the party only after a long proba- 
tionary period during which their 
loyalty is put to every conceivable test. 
The members are bound together by a 
rigid party discipline, the slightest in- 
fraction of which is severely punished 


by the party courts. The party hasan _ . 


elaborate hierarchical organization, 
from the basic “cell” which is created 
whenever there are three members of 
the party, to the Political Bureau of the 
Central Committee which is the su- 
preme controlling body. The party 
organization, in many ways more effi- 
cient than that of the state, at times 
directly carries out state work, such as 
collecting taxes and administering in- 
dustry. In reality, the Soviet Govern- 
ment is so closely identified with the 
Russian Communist party that an at- 
tempt to discover where the authority _ 
of one ends and that of the other begins 
amounts to little more than academic 
hair-splitting. Practically all the im- 
portant officials of the Soviet govern- 
ment are members of the Russian 
Communist party. This is particu- 
larly true in the legislative and execu- 
tive departments, in view of the fact 
that the Russian Communist party 
is the only legal party in the Soviet 
Federation. 


SUPREME ÅUTHORITY or POLITICAL 
BUREAU 


The supreme directing body of that 
party, I have said, is the Political Bu- 
reau which at present consists of seven 
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members. It is this body which de- 
cides all important questions of inter- 
national and domestic policy not only 
of the so-called Soviet government but 
of all other subsidiary organizations of 
the Russian Communist party, such as 
the Communist International. The 
financial reform, for instance, now go- 
ing on in the Soviet Federation, was 
decided upon by the Political Bureau. 
The instructions of the Soviet delega- 
tion which is now negotiating in Eng- 
land were drafted by the Political 
Bureau—not by the Commissar for 
Foreign Affairs, not by the Soviet of 
People’s Commissars, or by any other 
organ of the Soviet state, and it was 
this same Political Bureau that di- 
rected the activities of the German 
Communist party at the time of the 
expected uprising last autumn. Theo- 
retically and constitutionally, as is 
stated by a recent writer in The Nation, 
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the Russian government derives its 
power irom the local Soviets; actually, 
it takes its orders from the leaders of 
the Communist party, which has nei- 
ther a mandate from nor responsibility, 
other than self-imposed, to the inhabit- 
ants of the vast country. ‘There are, of 
course, provincial and federal con- 
gresses of Soviets whose legislative and 
executive organs do exercise certain 
prerogetives and perform certain defi- 
nite functions, but real authority re- 
sides with the local Communist groups 
and in final form with the Political 
Bureat. The supreme political au- 
thority, therefore, in the Soviet Fed- 
eration restS not in the Soviet 
government but rather in the Russian 
Communist party, or more particularly 
in its Political Bureau, and a considera- 
tion of this fact is essential to a correct 
unders-anding of the foreign relations 
of the Soviet power. 


The Attitude of the United States Government 
Towards the Soviet Régime 


By Evan E. Youne 
Chief, Division of Eastern European Affairs, Department of State 


HE Imperial Russian Government, 
as it existed prior to 1917, termi- 
nated with the abdication of the Tsar 
on March 15, 1917, and its successor, 
known as the Provisional Government 
of Russia, was recognized in full by the 
government of the United States on 
March 22, 1917. On November 7, 
1917, the power was seized by the Bol- 
shevik party and a régime instituted 
which has at no time claimed that it 
was a government of the people of 
Russia. It has been perfectly frank in 
that regard in repeatedly making 
known, through its leaders, that it is a 
class government operating and func- 
tioning for the benefit of a class. It 
professes to be a dictatorship of the 
proletariat, but in actuality it is a 
dictatorship of the Russian Communist 
party, with the administrative machin- 
ery of state designed to operate for the 
benefit of the proletariat. While it is 
indeed true that we need not great-y 
concern ourselves with the nature and 
form of government which has been 
established in that country, it is never- 
theless important that we bear clearly 
in mind the fundamental, underlyirg 
principles upon which that régime is 
based, since these affect in an impor- 
tant measure not only internal matters 
but also the foreign policies, interna- 
tional relationships and dealings of that 
régime. 
BOLSHEVISM OPPOSED TO WESTERN 
IDEALS 


A study and analysis of the speeches 
and writings of the Soviet leaders dur- 
ing the period closely following their 
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advent to power clearly reveals this 
fact, that these responsible spokesmen 
were firmly of the opinion that it would 
be impossible for Soviet Russia long to 
exist as a Communist state in—to use 
their own language—a bourgeois world. 
Frequent expression was given to the 
thought and belief that either Soviet 
Russia must eventually return to the 
accustomed social order or that the rest 


of the world must abandon the social ~~ 


order existing therein and establish 
governments based upon Marxian 
theories and modeled after or closely 
resembling that which had been estab- 
lished in Soviet Russia. In other 
words, these leaders recognized fully 
that which I believe to be a fact, that 
the Bolshevik conception of society and 
the social order of Western Europe are 
in their fundamentals so directly op- 
posed one to the other that harmonious 
and friendly relations between political 
systems embodying these different 
ideas are impracticable and indeed im- ~ 
possible. 

They believed, furthermore, that 
Europe, laboring under difficult eco- 
nomic and disturbing political condi- 
tions consequent to the World War, 
would prove a fertile field for the seed 
of revolution. There caf: be no ques- 
tion that the Soviet leaders confidently 
expected that material headway to- 
ward the ultimate goal of world revolu- 
tion would be witnessed in the very 
near future. To confirm this state- 
ment, one need but to study the Soviet 
press, the annual congresses of the 
Russian Communist party, and the 
All-Russian Congresses of Soviets (the 
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supreme power in Soviet Russia), and 
the speeches delivered by the Soviet 
leaders on those and other occasions. 

No attempt was made by the Bolshe- 
viks to conceal their intention to effect 
the overthrow of all other existing 
governments. This intention was in 
ro way predicated upon war-time 
exigencies. But it was in fact a part of 
the creed of the Bolsheviks prior to 
their seizure of power in Russia. Ref- 
erence may here be made to the decree 
of December 18, 1917, appropriating 
two million roubles “for the needs 
of the revolutionary internationalist 
movement.” The decree adds that it 
is considered necessary “to come forth 
with all aid, including financial aid, to 
the assistance of the left, internation- 
alist wing of the workers’ movement of 
all countries, entirely regardless 
whether these countries are at war with 
Russia, or in an alliance, or whether 
they retain their neutrality. With 
these aims the Soviet of Peoples’ Com- 
missaries ordains the assigning of two 
million roubles for the needs of the 
revolutionary internationalist move- 
ment, at the disposition of the foreign 
representatives of the Commissariat 
for Foreign Affairs.” The revolution- 
ary activities of their representatives 
aoroad resulted in the expulsion, for 
instance, of Joffe from Germany, Vo- 
rowsky from Sweden, Litvinoff from 
England, and Berzin from Switzerland. 
It is thus clear that in these revolution- 
ary activities no distinction was made 
as regards the policies of the state con- 
cerned vis-à-vis Russia. 


Tse COMMUNIST INTERNATIONAL 


For the purpose of endeavoring to 
accelerate the revolutionary movement 
or tendency which they believed was 
then clearly discernible in many foreign 
countries, the HI or Communist Inter- 


- national was organized. As you are 


doubtless aware, this international 


‘ 
revoluzionary organization was called 
into being by the Russian Communist 
party, which still unquestionably 
guides and in fact dominates and con- 
trols the activities of that organization. 
Smee _ts birth the Communist Inter- 
national has been a powerful weapon in 
the hands of the Russian Communist 
party for furthering its world-wide 
revolucionary objects and aims. Com- 
munist parties have been organized in 
many Zoreign countries and have been 
admitted to membership in the Com- 
munist International after formally 
acceptmng and subscribing to the basic 
platform or principles of that organi- 
zation. J may say in passing that the 
next annual congress of the Communist 
International will be held at Moscow 
this coming June. For the purposes of 
interne] administration, the Commu- 
nist party, which numbers approxi- 
mately 400,000, functions through 
what may be termed the machinery of 
state; for mternational revolutionary 
pturpos2s it functions through the Com- 
munist International. If space per- 
mitted I might cite numerous 
utterarces of the responsible spokes- 
men of the Soviet régime in confirma- 
tion of this statement. 


ORGANIZATION 


At this point may I invite your 
attention for a few moments to the or- 
ganization of the Soviet power? From 
November, 1917, to December, 1922, 
the government of the so-called Rus- 
sian S>cialist Federated Soviet Re- 
public claimed to speak in matters of 
foreign affairs as an international en- 
tity. In December, 1922, the so-called 
Federa-ion of Soviet Socialist Repub- 
lics (nate that the word “Russian” is 
omittec), of which Soviet Russia is only 
one of the component parts, was organ- 
ized. ‘The other units included in the 
new Union or Federation are the White 
Russian, the Ukrainian and the Trans- 
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Caucasian Soviet Republics. It is of 
both interest and importance to note 
that this Union or Federation, with its 
capital at Moscow, although charged 
under its constitution with the conduct 
of the foreign affairs of the various 
territorial units comprising the Union, 
is not in fact a national government. 
It is, as its designers intended it to be, 
the first step in the formation of a 
world-wide union of Soviet republics, 
the government of each unit now in- 
cluded or hereafter to be included 
therein founded on the dictatorship of 
the proletariat. The following are 
extracts from the Constitution of this 
new Federation: ° 


Section 1. Since the formation of tne 
Soviet Republic, the world has become 
divided into two camps—that of capitalism 
and that of socialism. Within the capital- 
ist camp national hatred and inequality, 
colonial bondage and chauvinism, national 
oppression and massacres, imperialist bru- 
talities and wars prevail, while here, within 
the camp of socialism, mutual trust and 
peace, national freedom and equality, 
peaceful co-existence and fraternal collako- 
ration of peoples is to be found. Only 
within the camps of the Soviets, only under 
the prevalence of the proletarian dictator- 
ship around which the majority of the popu- 
lation has rallied, has it become possible to 
destroy national oppression root and 
branch, to create an atmosphere of mutual 
trust and to raise the foundations for the 
brotherly co-operation of peoples. 

Finally, the very structure of the Soviet 
power, which is international in its class 
character, calls the toiling masses of the So- 
viet republics toward a unity of one socialist 
family. 

Section 7, Article IT. Federal citizenship 
of the Union shall replace the citizenship of 
the several constituent republics. 

Section 70, Article XI. The insignia of 
the Union of the Soviet Socialist Republics 
shall consist of a cycle and hammer 
mounted upon a terrestrial globe sur- 
rounded by sheaves of grain, bearing the 
inscription, in the six languages mentioned 
in Section 34, “‘Proletarians of All Coun- 
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tries, Unite!’ The upper portion of the 
insignia shall be surmounted by a five- 
pointed star. 

Section 7%. The capital city of the 
Union of Soviet Socialist Republics shall be 
the city of Moscow. 


Adequate provision is of course made 
for the admission to the Union of such 
new states as may adopt the prescribed 
form of government and as may insti- 
tute the requisite social order. Today, 
therefore, foreign states asked to enter 
into relations with the present Soviet 
régime are invited to extend recogni- 
tion to, and to enter into relations with 
what may in fact be likened to a Red 
League of Nations with a super-im- 
posed central government. As regards 
trade with Soviet Russia, no restric- 
tions thereon are imposed by this 
government. Individuals and corpo- 
rations availing themselves of this 
opportunity, of course, must act upon 
their own responsibility. 


Way U.S. Recoanrrion WrraHEeLp 


The fundamental reasons underlying 
the refusal of the government of the 
United States to accord recognition to 
the Soviet régime have been clearly set 
forth by those charged with the con- 
duct of the foreign affairs of this gov- 
ernment. I wish, however, to outline 
briefly some of these reasons which are, 
of course, of prime importance in any 
discussion pertaining to the subject of 
Russian-American relations. Let me 
preface my remarks respecting these 
conditions by the statement that in 
according recognition to a foreign gov- 
ernment, the recognizing state in fact 
takes the position that it is ready and 
willing to invite the recognized state to 
assume its responsible position in the 
family of nations, that it is prepared to 
place full credence in the bona fides and 


~ 
' 
pai 


in the good faith of the recognized tare 


in such action as may be taken by tha 
state relative to international ques- 
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tions. Tte recognized state on its part 
impliedly at least holds itself out as 
willing to discharge its international 
obligations and to assume and dis- 
charge all the obligations which shall 
thereafter accrue to it through its 
admission to the family of nations. 
In other words, the fundamental and 
controlling principle is that of good 
faith. 

Now, applying this test to the case of 
the present régime in Russia, we find 
the following: 


Repudiation of Debts 
1. The repudiation by that régime of 


Russia’s debts to the Urited States’ 


Government. The total of the debts 
falling under this heading :s, I believe, 
something over $200,000,C00, but for 
the purposes of our discussion it makes 
little difference whether the actual 
amount be larger or smaller. This 
debt, incurred by the Provisional Gov- 
ernment 2f Russia, not the Tsarist, and 
representing in the main loans made by 
the government of the United States, 
under the Liberty Loan Act, to the 
Provisional Government, was repudi- 
ated by the Soviet régime not through 
doubt or question as to its ability to 
discharge the debt, but solely as a 
matter of so-called principle. It re- 
garded this debt, in common with the 
debts owed by Russia to other foreign 
governments, as obligations incurred 
by one capitalist government to an- 
other capitalist government, and ac- 
cordingly not. to be recognized by the 
new régime. Let me qucte here from 
Chapter 2 of the Constitution (Funda- 
mental Law) of the Russian Socialist 
Federated Soviet Republic: 


The Third All-Russian Congress of So- 
viets regards the law repudiating the debts 
contracted by the government of the Tsar, 
the landlords, and the bourgeoisie as a first 
blow at international financial capitalism; 
and it expresses its entire confidence that 


the Soviet gcvernment will continue firmly 
in this dir2ct.on, until the international re- 
volt of the workers against the yoke of 
capitalism shall have secured a complete 
victory. 


The government of the United 
States, If I £m correct in my interpreta- 
tion of its attitude, is not inclined to 
insist as a prerequisite to the establish- 
ment of relations between this govern- 
ment and the régime now functioning 
in Russia upon the payment in full of 
this just obligation. It does, however, 
insist taat the liability of that régime 
for this dekt be recognized in principle, 
thus serving as evidence of an intention 
on its part to regard in good faith its 
internatioral obligations. For there is 
no principl=> in international law so well 
establishec as the rule that a govern- 
ment succeeding to power assumes all 
the oblizations as well as the rights of 
its predecessor. 


Jonfiscatton of Property 


2. Tke second factor of importance 
entering irto the refusal of our govern- 
ment tə accord recognition arises out of 
the actior of the Soviet authorities, 
followirg their advent to power, in 
confiscatirg the property in Russia of 
American citizens, and the continued 
refusal of those authorities to restore 
this preperty to its rightful owners, or 
where tha: is impossible, to make effec- 
tive compensation therefor. A large 
number o` claims have been filed with 
the Department of State by our citizens 
whose property was confiscated. While 
the list of these claims is not complete, 
those pow on file total in the aggregate 
several hundreds of millions of dollars. 
Our gcvernment does not insist, as I 
unders-ard it, upon the full payment of 
these claims as a prerequisite to recog- 
nition, but it does insist, and I believe 
rightly sc, on the acknowledgment by 
the Soviet authorities of their liability 
adequéte y to compensate our citizens 
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for the losses they sustained where the 
actual restoration of the property to 
them may be impossible. 

Obviously, it is essential to the de- 
velopment of trade and commerce and 
the maintenance of friendly relations 
between states that nationals of one 
state resident or sojourning within the 
territory of another state and who have 
acquired property and other interests 
therein in accordance with existing law 
should not be deprived thereof without 
just cause and effective compensation. 
I need hardly add that if a change of 
government can be followed by the con- 
fiscation of the property of foreigners, 
the very fiber and underlying purvose 
of international relations is destroyed. 

In the seizure by the Soviets of 
American property in Russia and their 
failure to restore or accord effective 
compensation we have evidence again 
of that entire absence of good faith 
which is essential to the maintenance 
of useful relations between govern- 
ments and upon which indeed such 
relations must be predicated. 


Revolutionary Propaganda 


3. The third reason, and it is one of 
very great importance, entering into 
the attitude of our government as re- 
gards the Soviet régime, is that of the 
pernicious revolutionary propaganda 
carried on in our country under direc- 
tions from Moscow. You or I may 
view with sympathy or disfavor the 
establishment and maintenance of a 
Communist régime upon the territory 
of the former Russian Empire; we may 
view with abhorrence the attitude of 
that régime towards religion; we may 
or may not regard with favor its ruth- 
less suppression and well-nigh extermi- 
nation of the more intelligent portion 
of its population, its suppression of free 
speech, right of assembly, religious free- 
dom, and what in general may be termed 
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the inalienable rights of individuals; 
we may differ possibly in our attitude 
respecting these matters, but surely we 
must stand on common ground as re- 
gards the active and conscious effort 
being made by that régime to over- 
throw the institutions of our country, 
and their active interference in what 
are exclusively our own internal and 
domestic affairs. The space allotted 
does not permit me to set forth in detail 
the nature and seope of these activities. 
Voluminous information on this point 
was recently transmitted by the De- 
partment of State to a sub-committee 
of the Senate Committee on Foreign 
Relations. The principle or more im- 
portant instrument through which the 
pernicious activities, directed by Mos- 
cow, are carried on, is the Workers’ 
Party of. America. This party is the 
open, or above ground, expression of 
the Communist Party of America, the 
illegal activities of which are hidden 
from the public eye. The Workers’ 
Party 1s controlled by the Communist 
International and receives therefrom 
instructions respecting all important 
questions of policy or tactics. The 
instructions as issued by the Commu- 
nist International to the Workers’ 
Party are controlling, binding, and 
final. The party held its first con- 
vention in New York City in Decem- 
ber, 1921, where it announced that it 
would centralize and direct the struggle 
of the laboring masses against the 
powerful centralized opposition of their 
exploiters. Shortly aftes the holding 
of this convention the Communist 
party sent secret instructions which 
were binding on all its members, direct- 
ing them in the rôle which they were to 
take in the Workers’ Party so as to 
insure absolute control of that organi- 
zation. The activities of the party, 
and of its dependent branches, to un- 
dermine our institutions are continuing 
and show no signs of abatement; nor 
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is there any indication apparent today 
that the Communist International, 
brought into being, sponsored and con- 
trolled by the Russian Communist 
party, has any thought of abandoning 
its worldwide revolutionary activities. 
The danger to our government and to 
our institutions may not be immediate. 
The importance of'this matter lies not 
in the measure of success which may 
attend these subversive activities, but 
rather in the fact that they are being 
made, and that they are being carried 
on by an organization in this country 
which admittedly acts in accordance 


7~qith instructions recetved from the 


authorities at Moscow. And when we 
are asked to accord recognition to this 
Soviet régime, is it unreasonable on the 
part of those charged with the conduct 
of the foreign affairs of this government 
to insist that these activities must cease 
and to decline to enter into negotiations 
with that régime until these efforts on 
the part of Moscow are abandoned? 
In conclusion, I beg to quote the 
following extract from a letter ad- 


dressed by tae Secretary of State under 
date of July 19, 1923, to Mr. Samuel 
Gompers, the President of the Ameri- 
can Federation of Labor: 


There cannot be intercourse among na- 
tions any more than among individuals 
except upon a general assumption of good 
faith. We wculd welcome convincing evil- 
dence of a des:re of the Russian authorities 
to observe tie fundamental conditions of 
international intercourse and the abandon- 
ment by them of the persistent attempts to 
subvert the institutions of democracy as 
maintained in this country and in others. 
It may confidently be added that respect by 
the Moscow régime for the liberties of other 
peoples will mast likely be accompanied by 
appropriate respect for the essential rights 
and liberties of the Russian people them- 
selves. ‘The sentiment of our people is not 
deemed to be favorable to the acceptance 
into political fellowship of this régime so 
long as it denies the essential basis of inter- 
course and cherishes, as an ultimate and 
definite aim. the destruction of the free in- 
stitutions which we have laboriously built 
up, containing as they do the necessary 
assurances of the freedom of labor upon 
which our prosperity must depend. 


Should America Recognize Russia? 


By JeRzomm Davis, Pa.D. 
Dartmouth College 


WENTY countries hæve off- 
cially recognized the Soviet gov- 
ernment. The greatest Power is that 
of Great Britain, the latest is Caina; 
even the new premier of France is 
pledged to this action. America, her- 
self a revolutionary product, remains 
isolated from the Russian government. 
What are the obstacles to Russio- 
American friendship? 

There is first of all our utter mental 
confusion about Russia and her new 
government. The complexity of the 
problem itself is part of the difficulty. 
Tsaristic Russia was a gigantic country 
over twice as large as all Europe, with a 
population speaking one hundred dif- 
ferent languages or dialects. During a 
revolutionary period it was changing 
with lightning rapidity. ‘Testimony 
differs because there were differing 
Situations and differing truths. ‘Then, 
too, each American looks at Russia 
through the social heritage and class 
bias of his own experience. To judge 
Russian institutions by American con- 
cepts is completely to misrepresent the 
situation. Moreover, we are all af- 
flicted with compartment thinking. We 
place America in one mental pigeon- 
hole and Russia in another. If a Sec- 
retary Fall accepts $100,000 in a suit 
case, that is only one public official, Sut 
if a Zinovieff makes an inflammatory 
speech, that damns the entire Russian 
government. 

Now we need scientifically ascer- 
tained fact but instead we have been 
deluged with misinformation. Dr. 
Ross of Wisconsin University dedicates 
a book, “To my fellow Americans who 


have become weary of being fed lies and 
propaganda about Russia.” While 
there has been propaganda favorable to 
the Bolshevik régime, the larger bulk of 
it has been from dispossessed property 
holders and ex-officials. It is safe to 
say that the Bolsheviks have received 
more free advertising in a shorter space 
of time than any other political party 
since world history began, but it has 
been largely false. Once an anti-Bol- 
shevik complex was firmly established 
in the public mind, Americans have 
taken delight in having their prejudices 
played upon. Hence it became profit- 
able to retail every sort of slander 
about the Bolshevik government from 
their “‘deadly and dangerous red prop- 
aganda”’ to the “nationalization of 
women” story. Finally, we have been 


toc prone to look on the surface of in- 


ternational situations instead of analyz- 
ing their causes. After such a scientific 
study we shall no longer be quite so 
ready to blame the Bolsheviks so much 
as the conditions which produced them. 
All of the factors mentioned have 
worked toward a lack of fact about 
Russian affairs. In consequence, itis a 
very controversial subject; there aretwo 
sides. Since others have presented the 
customary arguments against Russia, 


‘let us now consider another viewpoint. 
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The second obstacle to Russio- 
American friendship has been mutual 
misunderstanding and unfriendly ac- 
tion. ‘The Bolsheviks believed that we 
as a capitalistic nation were worse than 
we were, and American officials once 
believed that Lenine and Trotsky were 
German agents, a theory admitted to- 


d 


Sroutp America Recoenizn Russta? 77 


day to be totally false. I am a sub- 
scriber to the Soviet newspaper, the 
Izvestia, printed in Moscow. In read- 
ing it I have been strikingly impressed 
with the fact that its misrepresentation 
of America has been somewhat less 
than that of our own press toward Bol- 
shevism. The cumulative effect of 
misunderstanding is for both sides to 
treat the other with disrespect. 

The American Consul General for 
Russia, Mr. Summers, told me “If you 
can figure out the worst possible move 
in the Russian situation, you can bank 
on it the Allies will take it.” Widely 
differing as we do, we are doubtless all 
agreed'on this: that the Allies have 
made irrevocable mistakes in their 
Russian policy. If, as President Wil- 
san said, Russian relations are “the 
acid test” then we have taken that test 
and failed. Look back with me for a 
few minutes at what has been done to 
Russia. 


ALLIED TREATMENT OF Russia 


The Bolsheviks tock the power over 
six and one-half years ago on Novem- 
her 7, 1917. When General Dukhonin 
of the Russian army is ordered to con- 
clude a separate armistice, the Allied 
Ambassadors appeal to him directly 
against the orders of his own govern- 
ment. ‘Trotsky protests vigorously 
saying that Allied diplomatic and 
military agents must not “interfere in 
the internal life of our ccuntry and at- 
tempt to fan civil wars.” For a time 
American representatives in Russia 
have friendly relations with the Bol- 
shevik officials, and Lenine offers to 
continue the war against Germany 
provided he can secure Allied aid. In- 
stead of responding, the American 
government replies officially to Japan, 
“There is, in fact, no Russian govern- 
ment to deal with.” Later we find the 
Bolsheviks discovering that the Ameri- 
can Consul in Vladivostock seems to 


_ the 


have been helping the E A 
tionary forces. Soon intervention be- 
comes an established fact. The 
Bolshevisxs then sought to win a new 
economic order through appeals to the 
mind of tke world. The capitalistic 
nations met this with a rain of shot and 
shell ard violence. At the time I left 
Russia, «1918, Allied representatives 
were plo-ting against the Bolshevik gov- 
ernment ar.d were furnishing large sums 
of money to Russians for that purpose. 
Upon myy arrival in Archangel, I talked 
long irto the night with one British 
spy who was going into Russia ready 
to furtaer counter-revolution. After 
peace with Germany had been signed, 
we still -ind the Allies supporting 
counter-revolutionary armies which are 
all without exception defeated by the 
Bolshevik government. Recall for a 
momext the history of the situation: 
there was the attack from the north 
with American and Allied soldiers; 
from the east with American, Japanese, 
and Czechoslovak soldiers; from the 
south by Denikin with Allied aid; from 
the scuth by Wrangel with Allied aid, 
from tae west by Udenich with Allied 
aid; end again from Poland with 
Frenck bayonets. 

And after the Armistice, there was 
the blcckarde of Russia. To be sure, the 
British Under Secretary for Foreign 
Affairs declared in the House of Com- 
mons, ““INo blockade has been declared 
or is being exercised against any part of 
Russia.” The Allies merely invited 
Swedish, Norwegian, Danish, 
Dutch, Finnish, Spanish, Swiss, Mexi- 
can, Chilean, Argentinian, Columbian, 
Venzuelan, and German governments 
to exert 


“economic pressure; to refuse clearance 
papers tc every ship going to Russian ports 
in tke hands of the Bolsheviks or coming 
from said ports; to take like measures for 
all merchandise destined to be sent to 
Bolshevist Russia by any other route; to 
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Bue passports to all persons going to 
Bolshevist Russia or coming from it, except 
through understanding with the Allied and 
Associated governments; to request refusal 
by each government to its own nationals of 
facilities for correspondence with Bolshevist 
Russia by post, telegraph or wireless.” 


Meanwhile, 

“the British and French warships in the 
Gulf of Finland shall continue to change the 
route of ships bound for ports of Bolshevist 
Russia.” 

After the Treaty of Versailles was 
signed and the blockade against Ger- 
many was lifted, the Russian blockade 
was made tighter than ever. In Au- 
gust, 1919, a Swedish Congress of 
Metal Workers demanded trade with 
Russia. The Foreign Minister replied 
that if Sweden should attempt this it 
would mean war with the Entente. 
While the United States did not for- 
mally join in this blockade, no Ameri- 
can ship was permitted to go to Russia 
for fear of “international complica- 
tions.” 

In the winter of 1919 the Soviet Gov- 
ernment bought forty million roubles 
worth of seeds in Denmark. The Al- 
lies blocked their delivery. In the 
same year, a ship load of medical sup- 
plies bought by the Russian govern- 
ment in Scandinavia was seized by the 
British naval forces. And Russians 
died in consequence. In the British 
House of Commons, the question was 
asked whether the terrible suffering 
caused in Russia by this blockade was 
understood; the reply was that “unless 
it caused some privation it would not 
be eny good doing it.” 

In July, 1921, three years and a half 
after the Bolsheviks had taken the 
power, the American State Department 
announced the removal of “the re- 
strictions which have hitherto stood in 
in the way of trade and communication 
with Soviet Russia.” Even then, how- 
ever, passports were not granted to go 


to Russia, no mail was accepted for 
that country and American traders 
were specifically warned that the title 
to anything they took from Russia 
might be questioned in a court of law. 
All private dealers, banks and our gov- 
ernment could not accept gold unless it 
was established that it did not come 
directly or indirectly from Soviet Rus- 
sia. On the other hand, gold captured 
by the Czechs in Kazan and used by 
Kolchak in buying American ammuni- 
tions was welcomed by our govern- 
ment. 

The kind of encouragement accorded 
Americans to do business with Russia 
is seen by the following incident: Before 
entering Russia in the summer of 1921, 
a United States Consul warned me that 
if I went in I would never return alive, 
and my passport was retained possibly 
so that in the event of my execution it 
could not be used by the Bolsheviks! 
An American business man accompa- 
nying me was arrested and jailed in 
Great Britain on his way. Even 
today an official letter from our State 
Department dated May 13, 1924, 
states: 


no assurances can be given that Russian 
gold could be disposed of in the United 
States, if imported, to the Federal Reserve 
Banks, the Mints or otherwise. 


It is, of course, true that the Bolshe- 
viks have done things which aggra- 
vated the situation. I do not believe 
in the red terror nor in most of their 


theory, but I am in hearty agreement ' 


with the statesmanlike .attitude of 
Senator Borah when he says: 


The policy which the Allies have pursued 
toward Russia for the last four years is 
largely responsible for the distrust, the fear, 
the spirit of retaliation, which lead to harsh 
and cruel acts. For months they were 
blockaded. Even hospital ships were not 
permitted to land. Three times they have 
been invaded by armies backed up by the 
Allies. Before we charge others with 
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cruelty and inhumanity let us practise 
some Christian principles ourselves. 


CONFISCATION OF PROPERTY 


Besides our treatment of Russia in 
the past, there seems to be no obstacle 
which bulks more largely in official 
thought than the Bolsheviks’ repudia- 
tion of debts and the confiscation of 
property. In view of our own history 
it seems sirange that we should be so 
aroused over this issue. In our own 
revolutionary fight, Washington and 
the other founders of our Republic de- 
clared void all of the tremendous grants 
of land given by the English king to his 
own warriors and favorites for service 
rerdered. We, furthermcre, confis- 
` cated the property of Tories, and this 
action has ever since been upheld. 
During the World War we confiscated 
German private property and we still 
keep our ownership of German ships. 
I have talked with American business 
men who felt that our own government 
was “Bolshevik” in confiscating brew- 
eries and liquor supplies, not to men- 
tion the excess profit tax. We may 
approve of these actions but why get 
excited. about Russia? The Bolshevik 
position is one which is perfectly under- 
standable and should cause no careful 
student of history much surprise. 

Furthermore, it is a theoretical ob- 
jection rather than a practical one. 
Repeatedly the Bolsheviks have offered 
to assume these obligations. In fact, 
the decree annulling the foreign debt 
was not enacted for three long months 
in the hepe that the Allies would recog- 
nize Russia, and Lenine personally held 
it up for six weeks. Even after its en- 
actment the Bolsheviks gave repeated 
assurance that they were willing to 
settle their debts. 
occasions prior to 1919 the Bolsheviks 
made peace offers to the Allies. After 
that dete, the Bolsheviks continued 
their efforts towards friendship.’ On 


On eight separate 


i 

January 12, 1919, Chicherin said in an 
official note, “We are ready to elimi- 
nate everything which may be an ob- 
stacle to such relationship.” On 
March 12, 1919, a note handed to the 
special American representative, Bul- 
litt, offered “recognition by the Soviet 
government of the debts of the former 
Russian‘ Empire.’ On October 2, 
1919, Chicherin, the Foreign Minister, 
reiterated the offer to assume all the 
debts, in a broadcast radio. On De- 
cember 5, 1919, the seventh All-Rus- 
sian Congress of Soviets, after re- 
iterating ten distinct proposals for 
peace made by Russia, passed another 
resolution proposing peace to the Allies. 
Repeatedly since that time the Russian 
government has offered to assume its ' 
foreign obligations both private and 
public and that in many cases it has 
actually done so can be proved by a 
study cf the treaties with those coun- 
tries which have given it recognition. 

It is apparent that any statesman 
who longer uses the repudiation of debt 
argument as an obstacle to friendship 
with Russia should realize that he is 
aveiling himself of a mere technical 
subterfuge. Harold G. Moulton and 
Leo Pasvolsky in a book on Russian 
Debts and Reconstruction maintain that 
it is extremely doubtful whether Russia 
can ever repay these obligations and 
that in any case not even the interest 
on them can be paid for long years to 
come. If this is true, our attitude 
about the debts is even less compre- 
hensible. Apparently, we would pre- 
fer Russia to follow conventional in- 
ternational morality and recognize the 
debts, then just forget them. 


PROPAGANDA 


Still another obstacle has been raised 
by certain Americans anxious for our 
national safety, and by Mr. Gompers— 
the cire threat of Bolshevik propa- 
ganda. Some point,to_ the activities 
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of the Communist International as 
sufficient reason why we should have 
no dealings with Russia. Strangely 
enough they do not argue that we 


should have no dealings with England. 


because the present Premier was an 
officer in the Second Socialist Inter- 
nationale and that organization sought 
to spread socialistic propaganda 
throughout Europe. 

We all know that it is absurd 
to fear a Bolshevik revolution in 
America. If propaganda could circu- 
late freely in every state in the Union 
there is no more danger of our country 
adopting Bolshevism than that we 
should accept a German dutocracy or a 
Japanese emperor. Countries which 
have much more to fear from this prop- 
aganda than we do seem much less 
afraid. There is, for example, a fair 
possibility that Bolshevik propaganda 
might cause trouble in the English 
colonies, but this has not prevented 
Great Britain from granting de jure 
recognition to Russia. The countries 
bordering on Russia have perhaps good 
grounds to fear, since propaganda, 
like liquor, can so easily be smuggled 
across the border. Yet every one of 
these countries has recognized the 
Soviet government and most of them 
have found it far easier to deal with 
the matter after recognition than 
before. 

While the United States was invad- 
ing Russia, it was natural that there 
should have been resentment against 
us. Since our troops were withdrawn, 
it seems extremely doubtful if the Bol- 
shevik government has financed any 
propaganda in America, if in fact it 
ever did. Individual Bolsheviks may 
have done so. It is apparently very 
easy to get people excited on this issue. 
Only recently newspapers all over the 
country reported that propaganda 
carried into Canada by the Soviet 
Trade Commission had been seized. 


On inquiry of the Canadian govern- 
ment I am officially informed that no 
Soviet propaganda has been confis- 
cated. In other words, the report was 
just one more example of anti-Bolske- 
vik propaganda. 

A subcommittee of the United States 
Senate conducted an extended investi- 
gation into Bolshevik propaganda in 
1919, taking testimony which filled 
over a thousand pages. It never fourd 
a cent of money expended in America 
for propaganda purposes. When Mr. 
Martens, the Russian Soviet repre- 
sentative, was deported his expendi- 
tures, activities, and utterances were 
subjected to the most minute examina- 
tion, yet nothing could be found and he 
was finally deported on the alleged aims 
of his home government. Recently 
our Secretary of State has charged the 
Bolsheviks with propaganda, submit- 
ting an alleged letter from Russia as his 
documentary proof. The Bolsheviks 
have retorted that the letter was a 
forgery and offered to have the docu- 
ment submitted to any neutral tribunal 
for judgment. So far, the Secretary of 
State has not accepted the offer. As is 
well known, the United States Depart- 
ment of Justice in the past has had no 
love for the Bolsheviks, yet the Assist- 
ant Attorney-General was forced to 
admit last November that although, to 
use his own words, “there has been a 
great deal of ‘slush’ coming to my at- 
tention” there is no evidence of any 
kind upon which to found any proceed- 
ings under the Logan Act. “Of 
course,” he says, “the law should be 
enforced, but it cannot be enforced 
without knowing at least the name‘ of 
some one to prosecute.” 

The propaganda seems to be suffi- - 
cient to convince our Secretary of State 
and determine his policy, but it is en- 
tirely lacking when it comes to a court 
of law. Apparently there is not a 
scintilla of propaganda which would 





ve 


SHOULD America RECOGNIZE Russia? 81 


convince a court. Impartial citizens 
must recognize that the propaganda 
argument is a bogey more fantastic 
than real. People charge the United 
States Senate with listening to scandal; 
but another branch of our government 
not only listened to scandal but broad- 
casted it in the case of Russia. I be- 
lieve so much in America and the 
honesty of our people that I am fully 
convinced that all the propaganda 
that Russia could send us would never 
endanger our country. 


Tre Poticy oF Our STATE 
DEPARTMENT 


Perhaps the greatest obstacle to 
friendly relations with Russia is the 
present policy of non-association and 
isolation practised against her by our 
State Department. Remember our 
most recent action. President Cool- 
idge speaking in the Senate last Decem- 
ber recognized the need of contact with 
Russia, saying: 

Whenever there appears any disposition 
to compensate our citizens who were de- 
spoiled and to recognize that debt con- 
tracted with our governmens, not by the 
Czar but by the newly formed Republic of 
Russia; whenever the active spirit of 
enmity to our institutions is abated; when- 


‘ ever there appear works mest for repent- 


ance, our country ought to be the first 
to go to the economic and moral rescue of 
Russia. 


Note that the President said that we 
should be the first to go to Russia, yet 
since that time the greatest Powers 
of Europe have recognized Russia and 
we still stand aloof. No government 
could have replied in a more friendly 
way to the President’s proposal than 
did Russia stating that “it has re- 
peatedly announced its readiness to 
enter into negotiations with the Ameri- 
can government and to remove all mis- 
understandings and differences between 
the two governments.” In spite of 


this our Secretary of State coldly replied 
to Russis: 

There would seem to be at this time no 
reason fcr negotiations. lf the 
Soviet authorities are ready to restore the 
confiscated property of American citizens or 
make effective compensation, they can do 
so. . . . It requires no conference or 
negotiations to accomplish these results 
which can and should be achieved at Mos- 
cow as evidence of good faith. The Ameri- 
can government has not incurred liabilities 
to Russia or repudiated obligations. 


Mr. Hughes makes this statement 
although there have been competent 
Americans representing our country in 
Russia who believe that this is open to 
question. 

The vital point is: Whose move is 
it? Itis difficult to see why it should 
be Russia’3. I believe that America 
should now take steps looking towards 
the recognition of the Russian govern- 
ment. Nc one urges recognition unless 
mutual agreement of outstanding diffi- 
culties can bereached. The only ques- 
tion at issue is as to whether we should 
talk things over to see if we cannot 
reach a setisfactory basis for recogni- 
tion. Secretary Hughes says this is 
unnecessary, “it requires no confer- 
ence.” But when we ended the war 
with Germany, after she had killed our 
citizens, blown up our ships and de- 
stroyed millions of dollars worth of 
property, did we force payment before 
conference? We did not: we talked it 
over and we have done the same with 
Turkey end with Mexico; and the 
negotiaticns have not} always been 
easy. 

How essential negotiations are can 
perhaps be realized from the following 
cases: 

1. Is it fair to force Soviet Russia to 
pay all the Tsar’s debts without dis- 
eussicn when Poland, Latvia, Esthonia, 
Finland, and Bessarabia are no RER 
within her boundaries? 
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2. Can America fairly contend that 
in the case of the Kerensky Loan, 
Russia must pay back that part of the 
money which either never reached her 
or was used against her? 

8. In the Archangel war American 
soldiers were sent hundreds of miles 
into the interior fighting the Russians 
in spite of orders to the contzary from 
President Wilson. Has Russia no 
valid counter claim against us? 


ENGLISH POLICY 


England recognizes clearly the ne- 
cessity of practical discussion gbout 
these matters. The present Premier 
in speaking to the Russiafi Commission 
in London a few days ago, after stating 
that England’s recognition was “ whole- 
hearted” and “unqualified,” said that 
if it was to mean anything it must deal 


with the actual facts of the situation, facts 
which could not be altered by a stroke of a 
pen nor by despatches thrown at each other 
in hostile tones at a long range, facts which 
require careful study, a dispassicnate ex- 
change of views, reasonable proposals to be 
reasonably considered and settled by both 
parties. 

How strikingly different our own 
action! 

Our most distinguished authority on 
international affairs, John Bassett 
Moore, a judge of the World Court, de- 
fines recognition as “the assurance 
given to a new state that it will be 
permitted to hold its place and rank, in 
the character of an independent politi- 
cal organization in the society of na- 
tions.” The Russian government has 
maintained its place for six and one- 
half years and is today as strong po- 
litically as almost any power in Europe. 
Go back over our political history from 
the time when the cabinet of George 
Washington unanimously voted to ex- 
tend recognition to the revolutionary 
government of France down to the 
present time and you will find reiter- 


ated statements by our distinguished 
Presidents that it is “an obligation of 
duty of the highest order to recognize 
as independent states, nations which, 
after deliberately asserting their right 
to that character, have maintained and 
established it against all resistance 
which could be brought to oppose it.” 

It has never been our settled policy 
to make recognition depend on what 
we consider the moral character of an- 
other Power. Every visitor to Russia 
today, whether senator or business 
man, admits that there is order, that 
the government is stable and holds 
undisputed power. After six and one- 
half years of her experience, Russian 
currency is selling higher than any 
other Ertente Power. So far as I can 
find out, in all our history we have 
never refused to recognize a great 
national power which has maintained 
itself against all odds for over six years 
and has been recognized by Italy. 
Great Britain, and eighteen other 
nations. I sometimes wonder whether 
our State Department would be so 
hesitant if by some miracle the Grand 
Duke Nicholas were to seize the power 
in Russia and proclaim himself Tsar. 
It is so much easier to condemn a 
revolutiocary Soviet than an auto- _ 
cratic Tsar. 

Without questioning whether our 
own government with its Fall and its 
Daugherty can legitimately point the 
finger of moral scorn at another power, 
we have no right to discriminate. Can 
we pretend that all the qther nations 
we have recognized are righteous and 
only Russia remains unregenerate? 

The truth is that practically all the 
Americans who were best fitted to 
know the facts of the Russian situation 
on the field have sooner or later advo- 
cated not necessarily recognition, but 
contact, communication, and friend- 
ship with the Russian government. 
Here are a few of them: Colonel 
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Thompson, Colonel Robins, and Major 
Wardwell, Commanding the American 
Red Cross in Russia; the highest 
American military officers in Russia, 
General Judson and Major-General 
Graves; the head of the Y. M. C. A. in 
Russia; the head of the Friends’ work in 
Russia; the head of the American Relief 
Administration in Russia, Colonel 
Haskell, who has talked with Lenine by 
the hour, who has had more practical 
dealings with the Bolshevik govern- 
ment than almost any other American; 
Ex-Governor Goodrich, Mr. Hoover’s 
personal representative in Russia; and 
with but few exceptions every United 
“tates congressman and senator who 


“as visited Russia within the past six 


years. 
Colonel Haskell, for instance, says: 


I do not want to criticize the State De- 
partment—they may have good reasons 
behind them—but I think the habit of 
mind which seeks to outlaw 130,000,000 
people and build a kind of Chinese wall 
around them is quite wrong. Essentially 
this is a business and economic question; the 
moral aspects of it are antedated. And 
with the Bakmetieff loan and the Archangel 
expedition on our hands, these same hends 
of ours are not altogether lily white. 


Senator Wheeler calls Russia, “The 
most stable government in Europe.” 

Some would say that we need not 
recognize Russia because she has no 
money to trade with us. Whether this 
is true, I do not know. Ido know that 
she has some of the richest undeveloped 
mineral resources in the world; that it 
has been estimated that she has far 
more gold than Alaska; that she has 
over ninety-five per cent of the world’s 
supply of platinum; and that in the 
past year in spite of the lack of diplo- 
matic relationships a Bolshevik repre- 
sentative has been welccmed in the 
United States and placed orders for 
200,000 bales of cotton. Americans 
seem also to have secured some con- 
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cessions and jt is rumored that forcer- 
tain oil rights a British and American 
pool has already agreed to pay many 
millions of dollars. 

But aside from the question of trade, 
America needs to recognize Russia. 
Recognition does not mean agreement. 
We may not like everything they do. 
Russia is a fact and we must sooner or 
later recognize it. Only the ostrich 
hides its head in the sand. 

I wish Americans of 1924 would 
think over the revolutionary traditions 
of our pest. At one time we were the 
revolters, tke “Bolsheviks,” the “‘re- 
pudiators.” ‘Today we are the richest 
and mos? powerful nation in the world. 
Is it not time for the pioneers of the 
18th century to show a little consider- 
ation for the pioneers of the 20th cen- 
tury? Whether you believe in recog- 
nition or not, surely every American 
can believe in contact, co-operation, and 
friendship with the Russian people 
and that means an understanding with 
her government. What possible good 
are we promoting by the outlawry of 
Russia? ‘The very least we can do is to 
send an economic commission to Russia 
as President Harding proposed to do. 

Ignoring Russia means a continuance 
of the hate and fear psychology of war, 
the very spirit which still threatens 
the peace end safety of Europe; ignor- 
ing Russia means strengthening the 
most radical elements within the Bol- 
shevik party; ignoring Russia means 
still another set-back to the recovery of 
all Europe America needs to give the 
world an example not of fear but of 
trust, not of isolation but of mutuality. 
We nezd to demonstrate our faith in 
freedom for each country to experiment 
in its own way. We need to prove that 
contrasting ideas can live peacefully 
side by sıde. Above all we need a 
greater loyalty to the ideal of tolerance. 

I plead not so much for the sake of 
economic advantage; that may not be 
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worth very much. Not so much even 
for the sake of the Russian people; al- 
though they deserve all tHat America 
at her best can do. But I plead that 
America should have relationships with 


Russia in order that we may be honest 
with ourselves; that we may be true to 
all the best traditions of our history; 
that we may not be ashamed in the fu- 
ture. 


E” a 


Efforts of the Soviet Government to Block American 
Aid to Russia 


By Cotone, Panar Matsews 
Chief Executive Officer, Transit Commission, State of New York 


HAT I have to say can be 
classified as propaganda or not, 

but it is what I know to be the truth and 
it is not what someone told me. It is 
what I saw and have personal knowl- 
edge of. I went into Russia in 1921 
and I came out last July. I went 


’™“n there with the American Relief 


> 


Administration, which was pledged 
to feed one million starving Russian 
children. The way this American 
government kept that contract was 
to feed ten million, five hundred 
thousand starving Russians. We went 
inzo Russia under an agreement, as 
sacred an agreement as any nation 
could ever enter into. It was an 
agreement whereby we were bringing 
life to the people who were ruled by 
the Soviet. All that we—and that 
means you, the American people— 
asked of the Soviet government was 
that we should have the privilege of 
bringing into Russia famine supplies 
without paying port dues; that when 
we got those supplies there we could 
distribute them under American super- 
vision and control; further, that we 
might send our American relief 
workers into the famine and plague 
areas and that they might have free- 
dom to circulate in those areas and see 
that the food was distributed without 
regard to race, religion, or political 
belief. We asked that our famine 
trains have precedence over all other 
trains except those of the military for 
we recognized that in case the Soviet 
government were attacked it had a 
perfect right to have its military trains 
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take precedence over any others. We 
asked that we have equal schedules and 
running time with the famine trains of 
the Soviet government—and they were 
very few and far between; that our 
American foodstuffs and medicines be 
exempt rom seizure or requisition by 
the Soviet «government; that the 
Americans who went to Russia to 
distribute that aid be exempt from the 
possibility of arrest. Every one of 
those guarantees was violated by the 
Soviet government. 


Detaye oF U., S. Foop TRAINS 


Colonel Haskell has been quoted in 
this volume.’ I was in charge of the 
railroac. transportation in Russia and I 
was Colonel Haskell’s executive assist- 
ant. Over my desk came the reports 
from every station we had in Russia. 
Those stations covered over a million 
square miles. They extended from the 
Crimes on the south to Petrograd on 
the north, from Minsk near the Polish 
border to Orenburg on the Ural River. 
I have covered most of that territory 
myself. I know what the conditions 
are—or at least what they were up to 
July, 1923. Colonel Haskell, on April 
10, 1922, sent a cablegram to Mr. 
Hoover in which he said, “Not only is 
the Soviet Republic not co-operating 
with us, but now they have started to 
steal our cars’ —and then he enumer- 
ated different points at which different 
cars, .oaded with American corn—and 
that corn was bought with the money 


1 See page 83.—Eprror. 
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which was voted by your Congress— 
were taken by the Soviet authorities 
on the orders of the Central Soviet 
government in Moscow. I had those 
telegrams in my own possession, turned 
them over to Colonel Haskell, and they 
are now in the files of the American 
Relief Administration in New York. 
When the situation was sò terrible 
that the people in the famine area were 
dying by the thousands every day and 
the Soviet government was not keeping 
its promises to supply us with needed 
cars, when our friend Paxton Hibbon 
was here appearing before a Senate 
committee and telling them how many 
ports we should use, whén we had all 
the railroad cars that they would give 
us loaded, when we had thousands of 
tons of supplies at the ports waiting for 
cars to ship it to the famine area, then 
Colonel Haskell asked if it was not 
possible by some arrangement to get 
the needed cars so as to get the food to 
the Volga Valley. He tried for two 
weeks to see Mr. Kamineff. Kamineff 
was too busy with politics; that was 
the answer that came back. When 
Colonel Haskell sent his telegram of 
April 10 it went through the Foreign 
Office, and when Mr. Kamineff found 
Colonel Haskell had recommended 
that, unless the situation improved 
very shortly, no more food be sent 
over, then Mr. Kamineff very kindly 
agreed to confer with Colonel Haskell. 
At that conference Mr. Kamineff en- 
gaged in the usual Soviet procedure 
of making promises, and Colonel 
Haskell said to him, “What better 
promise do I want than the written 
promise that I have here in my pocket 
signed by Krassin, your Commissar for 
Foreign Trade, in which he guarantees 
that I will receive this number of cars 
daily?” and Kamineff’s answer was, 
“Ihave but one thing to think. Ifthe 
difference in the number of cars was 
smaller, I might think that the trouble 


was due to the railroads, but the differ- 
ence between the number you receive 
and the number that was promised you 
is so vast that I can only believe that 
they never intended to give them to 
you!” That is from Kamineff, and that 
is his statement about Krassin. 


Sovint PROPAGANDA 


Now I am not one of those who be- 
leves that all morality and morals 
should be kicked out of the world. 
I still believe in a God. I still believe 
that man owes something to a higher 
power than himself. I do not believe 
in the injustice which permits one man 
to enrich himself at the expense of 
another. I do not believe when I see 
Trotzky, Kamineff, and Djerjinsky 
rolling around the streets of Moscow— 
and this may or may not be propa- 
ganda, but it is true—in Rolls-Royce 
cars, while the Russian people are 
starving, that we can altogether disre- 
gard the moral factor, when we discuss 
the question of the recognition of 
Soviet Russia. 

I have read the American papers and 
I know what propaganda is going on. 
There is no stronger anti-Soviet paper 
in this country than the New York 


Times. Yet it is in the New York NM 


Times that Walter Duranty has all 
of his Russian news published—and 
Walter Duranty does not publish all 
the news; he publishes nothing except 
that which is entirely satisfactory to 
the Soviet government, and he makes 
no bones about telling yau that. He 
told me that in Moscow and I know it 
is true. 

As an example of Soviet propaganda, 
let us see what happened when Mon- 
signor Bukavitch, the Catholic priest 
who, because he insisted on teaching 
the word of God to children under 
eighteen years of age, was tried and 
killed. You will remember at that 
time, our State Department revoked 
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Errorts oF Soviets To Brock AiD To RUSSIA 


the visa of Madame Kalenin to visit the 
United States and talk for the frends 
of Soviet Russia. You may or may 
not remember that Mr. Villard in The 
Nation at that time accused our State 
Department of being murderers and 
said the cancelling of the visa was the 
most inhuman act that our State 
Department had perpetrated in his 
knowledge of it, which covered some 
fifty odd years. As a matter of fact, 
ten days before Monsignor Bukavitch 
was killed, Rubinstein, -Kalenin’s 
secretary, told Cyril J. Quinn and 
Walter Duranty that the Soviet gov- 
ernment had decided not to permit 
dame Kalenin to come to this 
‘tountry because they feared she would 
be embarrassed by the questions that 
might be asked of her in America. 
You were told that the State Depart- 
ment had cancelled her visa, but the 
friends of Soviet Russia never told you 
that the Soviets themselves had can- 
celled her trip ten days earlier. While 
the friends of Soviet Russia were 
charging our government with the 


- death of thousands of Russian children, 


we were feeding 2,700,000 children in 
Russia and the Russian government 
at that same time was shipping out of 


\the ports of Petrograd and Odessa 


over 150,000 tons of wheat. If any- 
body died of starvation in Russia 
before the harvest of 1923, they died 
because the Soviet government killed 
them by shipping out the wheat which 
it should have fed them,—and this 
government , of ours was feeding 
2,700,000. 


Dovs.Le DEALINGS 


In Mav, 1928, Colonel Haskell, John 
Lears, Cyril Quinn, and myself had a 
conference with the Russian Pleni- 
potentiary Representative, Karl 
Lander. At that conference we had in 
our pockets a letter sent out by Karl 
Lander to all of his representatives in 
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the provinces where we were operating, 
telling them that the Americans were 
soon going t> withdraw and that they 
must build up a fund of food and 
medicines; that they could give the 
American3 any receipt or any papers 
demanded, out it was their primary 
purpose then to build up a fund of 
foodstuffs and medical. supplies which 
were to be held awaiting orders from 
the Posledgol in Moscow. The result 
of that letter was that we found a great 
deal of opposition to our distribution of 
supplies although we had agreed to feed 
the children up to the harvest in 
August. We asked Mr. Lander if he 
had sent cut any such instructions. 
He said, “No,” and we had copies of 
the letter in our pockets when he. told 
us that. 

The first of June the situation in 
Kazan where we were feeding 650,000 
children kecame rather tense. We 
had reports coming in to us that the 
Soviets were attempting to seize and 
hold the foodstuffs. Colonel Haskell 
sent me to Kazan. I took with me 
nine other Americans. We went there 
and investigated the situation. We 
found that our warehouses were filled 
with our foodstuffs and that the local 
committees, charged with sending that 
food out to the villages where it could 
be put into the kitchens, were holding 
it under the orders of the Central 
Mcscow government. Furthermore, 
we found that the Central Moscow 
government had ordered without our 
knowledge that the number of children 
that we were feeding should be cut in 
half on the 15th of June to 325,000 
and that number would again be cut 
in half on the @ist of June to 162,500. 
I obtained copies of those orders as 
I went from Kazan down the Volga 
to Tetuschi, the Canton seat. There 
were over four million pounds of 
American goods held in warehouses 
by the Soviet government in the 
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Tartar Republic, whose capital is in 
Kazan. Not that alone, but at 
Samara Mr. Bonavel, of the American 
Relief Administration, went out in- 
specting the Soviet activities. He 
found the warehouses at Goradish 
closed, locked, sealed, and a red soldier 
in front of it. When he tried to enter 
the soldier would not permit*him. It 
took him two days to get that seal 
removed and to get that food out. 

I have just one contention, and that 
ig that, if the Soviet government of 
Russia would not keep an agreement 
whereby it is presented with a gift of 
over sixty millions of dollars without 
having to give a single thing in return, 
except precedence of railroad trains 
and freedom from arrest of the people 
who are giving them that money, if 
they will not keep that agreement, I 
do not believe that they will keep any 
agreement whereby they have to give 
up something on their own side. 


In CONCLUSION 


I am not basing my opinion on any- 
thing but my own experience and the 
experience testified to by Americans 
living for almost pwo years in the 
villages and towns of Russia. They 
were not casual passers through like 
Senator Wheeler and Senator Brook- 
hart, or any of the others. I was there 
when most of those fellows came 
through. Senator Wheeler never came 
near us; Senator Brookhart did. 
Norman Hapgood came to see us, went 
to Petrograd, had a nice time there, 
went to Kiev, saw the catacombs 
there, left for Poland and then came to 
America and told the American people 
all about it. 

One more thing. Colonel Haskell, 
much to my surprise, when he returned 
from Russia, submitted a report to 
Mr. Hoover and in that report he said, 
“After the first six months the co- 


operation of the Soviet government 
was entirely satisfactory.” All Mr. 
Hoover had to do to verify this 
statement was to refer to his ‘files 
—April 10 was after the first six 
months; Colonel UHaskell’s second 
ultimatum to the Soviet government 
in October, 1922, was after the first 
six months; the trouble over the pay- 
ment of Russian personnel in February, 
1923, was after the first six months; the 
seizure of our mail by the Foreign 
Office and the denial of Dyerjinsky, 
Krassin, Tchecherin, and Kamineff 
that they had seized it (although they 
had it for three days and when we got 
it back we found the wrong letters in 
our envelopes). The fact that they 
took our foodstuffs in May, 1928, and 
that we investigated and found them 
stealing our stuff in June, 1923, less 
than a month before we left Russia, 
certainly proves that we did not have 
very good co-operation after the first 
six months. 

Now I have something else to say 
about that. Mr. Marvin, of New 
York City, in a speech in St. Louis 
about three weeks ago, announced that 
the American business men were 
asleep; that they were letting foreigners 
go into Russia and get all the money, 
but that he was shortly going to sail to 
sign up some contracts for concessions 
—he and Colonel Haskell. 

I am perfectly satisfied that this 
country can get along without recogniz- 
ing Soviet Russia, and that we will 
not be committing an immoral act if 
we wait until Soviet Russia is entirely 
satisfactory to its own people. It isn’t 
that today. It is not a government of 
the Russian people. When it is, then 
I am for recognizing it,—but not 
before it proves that it is an honest, 
truthful, trustworthy, representative 
government of the Russian people, for 
whom I have the highest regard. 
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Past and Present-Day Influence on Russia with a 
Glance at the Future 


By Boris E. SHATZKY 
University of Petrograd 


N dealing with the Russian problem 

I will divide my statements into 
three parts—past, present, and future. 
Several years ago in an effort at com- 
parison, I took the year 1917 for Rus- 
sian with the year 1776 for the United 
States. This was a mistake, as it 
would have been better to say that we 


were blinded by the example of the 


énglish Revolution of 1688. We—TI 
mean the Russian intelligentia— 
thought it was possible to have a revo- 
lution in Russia without bloodshed, 
and this was the chief reason for the 
downfall of the Russian Provisional 
Government. We thought we had 
enough force to stand solely on our 
moral influence, and few, if any even 
among the foreign statesmen, thought 
the Bolshevik revolution possible. 

Į recall that there were but few ex- 
ceptions to this general trend of opin- 
ion. One was your great American, 
Theodore Roosevelt, who said to me 
that the only way to save the situation 
in his opinion was to send immediately 
to Russia a large American expedition- 
ary force and show the Russian people 
that the United States was prepared to 
back them in prosecuting the European 
war and finishing it on a democratic 
basis. ° 

The second was the Honorable A. J. 
Balfour, who was then Secretary of 
Foreign Affairs in England, and British 
High Commissioner in Washington, 
and who, according to confidential in- 
formation which I received in Washing- 
ton, declared to President Wilson and 


give any aid to Russia because she was 


doomed to failure and would be unable 
to fight any more. When I asked the 
right honorable gentleman how he 
could make such a statement against 
his still fighting Ally, he said: 


Certainly J understand that the majority of 
the Russian public opinion is against the 
idea of a sepvarate peace, but don’t you 
think that ir such a country as yours, an 
active minority can do everything with the 
passive majority? 

The third was Marquis Okuma, the 
former Prime Minister of Japan. And 
the last one was the late Baron Rosen, 
former Russian Ambassador to the 
United States, who was the only Rus- 
sian to clearly forsee events. 

With these few exceptions, every- 
body was wrong in their conclusions, 
and as 2 result the Provisional 
Government was too weak to resist the 
Bolsheviks and the Bolsheviks have 
establishec. themselves in the Russian 
saddle. 


PRESENT CONDITIONS 


What of the present? We must 
speak first of all of politics and then of 
the economic condition of Russia., As 
an academic man I am obliged to say 
that the American pioneers of the 18th 
certury could not be compared with 
our ploneers of the 20th century, be- 
cause when the American pioneers, 
even before the 18th century—even on 
the Mayfiower—came to America, they 
brought with them the high ideals of 
human. civilization. Naturally, they 
built a foundation upon which hu- 
manity is now prospering. From what 
principles was this civilization estab- 
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lishéd? There are three of them: rep- 
_Tesentative government on the first 
hand, separation of power on the 
second; and lastly, which is also very 
essential, the natural rights of the indi- 
vidual. Now, have not all these three 
foundations of human civilization been 
suppressed in Russia? Are not the 
natural rights of every human being 
restrained at present to such a degree as 
I think has not existed since the time of 
the old Greek or Roman civilization or 
the old Babylonian civilization, when 
the individual was as nothing before 
the all-powerful state. 

Let us come from politics to econom- 
ies. I would call attention to one thing 
which J think will have a big influence 
in Russian affairs. I mean that before 
Russia had, as Dr. Young has truly 
said, one united organization, the 
Communist party which was quite 
united in one endeavor, in one feeling. 
Now, things are different. You per- 
haps have heard of the clash which 
occurred in Russia recently, when the 
big forces of the Bolshevists were in- 

volved in an internal struggle in the 
Communist party. May I mention 
the cause and then we will see the re- 
sult? The cause of this clash is the 
new economic policy which divided 
Russia into two entirely different fields. 
In one field are the politicians who have 
always been politicians; and in the 
second are the men who have been poli- 
ticlans before and who want to create 
something from the destruction in 
Russia. ‘These parties cannot be more 
reconciled because the changes which 
have occurred in Russia’s economic 
life are too big to be overlooked. Per- 
mit me to give two or three examples. 
When there is the economic overpro- 
duction in Russia such as exists now, 
what does it mean? Russian industry 
is at present about 25 per cent of what 
it was formerly and still there is over- 
production. How is this fact ex- 
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plained? Suppose one yard of printed 
calico used to be equal to eight pounds 
of grain and now is equal to fifty 
pounds of grain. If it is remembered 
that the grain production in Russia is 
now less than it was before, the fact 
that the purchasing capacity of the 
population is very largely decreased is 
easily understood. And the result? 
That the state industries have their 
goods in stores and are on the eve of 
bankruptcy. 


Frar or Tutrp REVOLUTION 


In spite of the fact that I was con- 
nected with the Provisional Govern- 
ment, I would prefer some kind of 
arrangement which could spare Russia 
from new bloodshed; that there be no 
new revolution, because a revolution is 
always a very costly experiment, and 
especially in Russia, as we have had a 
chance already to know. What is the 
reason I am afraid of this third revolu- 
tion? Iam afraid of the consequences 
of this new revolution, feeling zhat it is 
more likely than the gradual revolution 
of the Bolsheviks. One can 3ee even 
now that the moderate Bolsheviks with 
Krassin and others wanted to do some- 
thing in the sense of moceration. 


Everyone knows that they faded and ga” 


that the trend of Russian policy 1s again 
going to extreme radicalism, and in 
that case it is very difficult to prophesy. 

Turning to some historical events, 
it may be remembered that the Rus- 
sian Revolution was very like the 
French Revolution of 1789, and we 
know what occurred in France after 
that revolution. It was a very dark 
reaction which Louis XVII was unable 
to settle, and our Emperor, Nicholas 
Ist, whose conservatism nobody will 
deny, gave to the French king zhe ad- 
vices of moderation because French 
public opinion (Chambre Introuvable) 


J 
was too conservative even from his —¢ 


point of view. 
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NEED FOR A GENERAL DAWES 


I still hope that the day will come 
when the time will be ripe for some sec- 
ond General Dawes, who will help the 
Russian radicals or liberals and the 
moderates who remain in Russia to 
save Russia, to come to some settle- 
ment. And if there is no chance for it, 
certainly there will be a revolution. 
Things cannot go along as they are go- 
ing now. In that case, I think it will 


a 


result in a short time of reaction, ‘after 
which the representative government 
will surely and gradually come to 
power. 

I would like to conclude with the 
words of your great president, Abra- 
ham Lincoln. who, in his address in 
Bloomington in 1856, declared: “Those 
who deny freedom to others, don’t de- 
serve it for themselves and under the 
rule of a just God cannot retain it for a 
long time.” | 


The United States and Russia 


Some Considerations on Recognition 


By Grorar Earum RAIGUEL 


Special European Representative of the Postmaster General Hubert Work, 1928; staff lecturer. 
Brooklyn Institute of Arts and Sciences, League for Political Education, Philadelphia Forum 


ONSIDERATION of the present 

régime in Russia is usually 
determined by liberal or conservative 
thought. Fear of things new makes 
Russia today an object of horror for 
all conservative thinking people; and 
eagerness to do away with old binding 
forms places this same" Russia in a 
glowing light for people of progressive 
tendency. These sharply differen- 
tiated points of view are both wrong; 
not what Russia might be but what 
Russia 7s should dominate consider- 
ation. 

The genius of the Russian people 
does not lie in terrorism or extravagant 
experiment along communistic lines; 
the ability to recover suddenly after 
such experiences is the amazing quality 
of a deeply spiritual cultivation. To 
understand Russia we must cast aside 
the fear of propaganda. There can 
be no doubt, of course, that radicals 
there and radicals here are in’ com- 
munication; the question is, however, 
how many people are imbued with the 
theory of international revolution? 
At the height of the terror in Russia the 
Communist party never claimed more 
than six hundred thousand members 
out of a population of one hundred and 
fifty million. Successful revolution is 
always accompanied by a zeal for new 
things. An example of this spirit is 
found in the deep conviction of our 
forebears at the time of our Revolution 
that all America must have the same 
opportunity for release as the newly 
founded United States. At that time 
Europe feared the extension of that 


enthusiasm and pointed to the French 
Revolution as a typical result of such 
endeavor. Even the Monroe Doc- 
trine, pronounced nearly fifty years 
after the Declaration of Independence, 
affirmed and defended this belief. 
Certainly the Russian people, after a 
thousand years of Czarism, in a trial 


of a new order, could not be blamed forr 


their hope that all people might share 
an equally happy release. 

far, I am unconvinced that the 
loud mouthed leaders of the Third 
Internationale have the decided effect 
upon Russian participation with the 
Red Army or in rendering financial aid 
in revolution for America that they 
have upon the Russian for Russia. It 
would seem that this is borne out by 
conditions in Germany; there was a 
ready field of activity with a nation in 
a formative unorganized condition, but 


_the Russian leaders had neither the 


92 


money nor the influence to turn Ger- 
many into a communistic maelstrom. 
In Austria and elsewhere when their 
propaganda had succeeded almost im- 
mediate failure in turn resulted. 
Russia alone is capable of this experi- 
ment. In Great Britain, France, Ger- 
many, the United States and elsewhere 
we find a small minority crying the 
fallacies of Communism, but for the 
most part the mass of workers knows 
Russia far better than does the 
intelligencia. And to the student of 
social affairs, nothing is more evident 
than that discussions by business 
interests and the intelligencia make no 
impress on the workers. In both 
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Europe and America the workers who 
are supposed to be imbued with irra- 
tionalism know the success of the 
revolution and the materialistic failure 
of Communism. 

In Russia today the leaders are lean- 
ing far toward the right wing in politics. 
They continue to talk their cant if you 
will listen, but their practice is quite 
different [have observed. J would not 
prophesy what Russia will be tomor- 
row. It probably will be neither com- 
munistic nor capitalistic, but some- 
thing between the two. Possibly the 
destiny of Russia is in a new political 
_interpretation. 

7 


RECOGNITION [INEVITABLE 


Recognition of present Russia is 
inevitable. How this can best be 
accomplished is the disputed question. 
To me it seems quite clear,—through 
the League of Nations. M. Pasvolsky! 
in his paper states the comparative 
relation of Russia with Europe in 
general and Russia with the United 
States in particular. Diplomatic re- 
lations must be renewed because we 
understand economics and finance 
based upon such foundations. So far 
as the United States is concerned, it is 
immaterial whether recognition of the 
` present régime is accorded or not. 
After the most careful examination of 
conditions in Russia and a study of 
American expansive needs, it does not 
appear that political considerations 
will help or hurt the development of 
impulses in the two countries. Sec- 
retary Hoover, in the May, 1998, re- 
port of the Department of Commerce, 
calls attention to the fact that trade 
and commerce need not await recogni- 
tion and indeed have not done so. 

On recognition, one question only 
has a bearing. Will the present 
Russian government adhere to ordi- 


+ nary international agreements now to 


l See p. 66 EDITOR. 


be negotiated? The answer depends 
upon how essential is the keeping of the 
agreement for Russia. If the all 
powerful govərnments force Russia to 
tentative compromises, advantageous 
to themselves only, the agreements will 
not be kept; but if diplomats and 
statesmen have a vision of the new era 
now born ‘all over the world and make 
fundamental policies dominant for the 
good of all ccncerned, then Russia will 
keep her work. Make it worth while 
for Russia to remain in accord with the 
world and lasting peace can be at- 
tained. 

There seems to be no real reason why 
recognition sHould not be accorded. 
Many reasons are advanced, but if we 
judge other nations by the same 
standards as those applied to Russia, 
we would have but few friends—or we 
must accept Russia. 

This is true even in the most out- 
standing arguments. Most nations 
are determined to make over other 
nations; the making over of Russia, 
Germany, Greece, China, and Japan 
are examples. Some of the most 
friendly of nations fail to appreciate 
the obligaticn of indebtedness. And 
for irresponsibility we need only to 
point to the case of Bulgaria at the 
time of the wanton, foul murder of the 
people’s premier, Stamboulisky, to see 
that there are excesses among recog- 
nized nations that are neither better 
nor worse than happenings in Russi. 


Russran Imputss Towarp 
CONSTRUCTION 


Today tke stimulus among the 
peasants of Eussia, the vast proportion 
of the population, is toward construc- 
tion. Bolshevism and Communism 
mean little to the moujiks; the rural 
parts were not hurt as were the urban 
districts. I quite agree with those 
observers who believe the movements 


toward self-rasponsibility will make the 
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peasants as conservative as the peas- 
ants of France. Today the outlying 
country is returning to normal, but the 
cities are badly battered; agriculture 
speeds toward recovery, but industry 
lags and drags in disintegration. 

It is easy to understand the demand 
for recognition by our middle west 
progressives; theirs is a belief in an 
agricultural development. They see 
that Russian recovery is not due to 
communistic success but to the hard 
work of the peasant farmer; their 
interest in American farmers leads 
them to the conclusion that co-opera- 
tion between the agricultural interests 
of the leading nations’will make for 
relief of farmer troubles in this country. 
Although many of their leaders have 
been in Russia, and I would not in the 
least depreciate their judgment along 
lines with which they are familiar, from 
personal contact I know them to be 
competent and from their conversa- 
tions I know their estimates of Russia 
to be correct so far as they go. but only 
a very few of these leaders are trained 
observers of the whole picture. The 
rural districts comprise most of Russia, 
it is true, but the cities constitute the 
Impetus toward stability; therefore, a 
composite view of both country and 
city activities and life is necessary. 
Acknowledging that much has been 
accomplished by and since the revolu- 
tion, it must be realized that most of 
the benefits have accrued to the 
peasants, while the population of the 
cities is only now beginning to feel a 
release. 

It is quite wrong to assume that 
Bolshevism alone destroyed the struc- 
ture of city life; indeed, I would 
put it quite the other way and say 
that revolution, Bolshevism and Com- 
munism can be credited with all the 
good resulting from disintegration. 
It would seem that the first step toward 
sa new Russia was complete destruction 
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of the false veneer of the so-called 
Czarist civilization. But I feel quite 
certain that the destructive tenden- 
cies are past. In Russia the observer 
of city life is impressed with the 
new impulses against destruction— 
Bolshevism and Communism—toward 
construction, although not capitalistic 
in the sense that we understand capi- 
talism. An example of this is in the 
artificial stimulation of industry dic- 
tated by communistic theory. Now 
industry is protected in monopoly for 
its own sake. 

The whole’ picture presents a varied 
problem. One of the greatest of the 
mistakes is judging Russia by Western 
standards. Both the background o 
this civilization and the civilization 
itself are opposed to such judgment. 
So often it is stated that Russia must 
have representative government and 
we mean representative government 
as we understand it. All Russia fears 
such a political expedient; to the 
peasant that is the old douma and the 
douma is to them the last effort of the 
Czars to falsify the people’s govern- 
ment, 

Although sometimes comparison 
with the United States is made, this 
is unthinkable. 
has passed its period of construction 
and Russia has only destroyed the 
systems of the past. It is therefore 
necessary to have the United States 
act in accord with the responsible 
governments rather than ignore all 
others and act independently on the 
question of recognition. Nearly twenty 
nations have either accorded recog- 
nition or opened negotiations toward 
that end. Should the United States 
act alone without consideration of all 
the other nations now in parley with 
Russia, our farmers would be thrown 
into competition with the standard of 


living of the moujiks; the value of our 


industrial advance. would depreciate;, 
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we must be prepared to do the work of 
the British, French, and German 
bankers, extend unlimited financial 
assistance to make an open field for 
United States commerce and trade; 
and also be prepared to bear the con- 
sequences of ignoring European claims. 


THE QUESTION oF DEBTS 


The great Powers are not entirely 
selfish in their insistence upon recogni- 
tion of former debts and of indemnity 
for destroyed private property; but 
Russia is not entirely in the wrong 
when she hesitates in an unqualified 
acceptation of foreign estimates of 


~Xbose debts. There is not, however, 


2 serious impediment in the way of 


discussion of this important item. 
While in Moscow a little less than a 
year ago, it was my experience that 
-every high official expressed the wish 
of all Russians to discuss the foreign 
debts, but stated emphatically that 
foreign debts of Russia could only be 
discussed together with the foreign 
debts to Russia. The counter revolu- 
tionary movements that swept through 
great areas—nineteen violent ex- 
changes of Kief within eighteen 
months, for example—left vast de- 
nuded territories. Who shall rehabili- 


Æ tate this devastation? Shall it be the 


victor nation who defended itself or 
the defeated Invader? By every fact, 
Russia considers herself a victor and 
not a vanquished nation. This must 
be the basis of negotiation, the Rus- 
sians contend. 

Certainly itis quite obvious that if 
Great Britain and France helped 
finance unsuccessful wars, it is with 
bad grace that they now defend their 
action as for the interest of Russia and 
at the same time parley for terms of 
recognition of the régime against which 
they fought. Quite obviously this is 


y-not our problem; Europe must settle 


this question in Europe. This is an 
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affair intimately connected with that 
continent. 


Tarn Monror DOCTRINE AND WORLD 
ACCORD 


Quite as obviously the United 
States, who resolutely refused to be a 
party to political controversy even in 
the Kolchek case, as I have reason to 
know from my personal observations 
in Siberia in 1919, must maintain its 
historic position of noninterference in 
the affairs of Europe. The Monroe 
Doctrine pleiged us to two policies; 
the first, a_oofness from interference in 
European affairs, and the second, a 
defense of American institutions and 
policies. 

The American stake in Russia is 
meagre compared with that of Europe. 
The conclusion is forced upon us that 
Europe must find a basis for political 
and economic settlements. That can 
best be found and guaranteed by the 
inclusion of Russia in the League of 
Nations. | 

There is found a vital agency cap- 
able of coping with this European 
situation. When Europe settles with 
Russia, aad only then, the United 
States wil. be in a position to treat 
toward recognition. 

That Russian affairs have not been 
discussed by the League of Nations is 
a serious reflection upon Great Britain, 
France, and Italy. The failure to en- 
trust to the League some of the most 
important questions shows a reprehen- 
sible mora. cowardice. The affairs of 
Russia ere a3 important as any that 
should be considered by the League, 
but the great Powers will not submit 
this question. 

The United States, however, did not 
enter the League. Therefore, we can- 
not blame those who did for not using 
this agency in.such cases as we 
think right. Nevertheless, the League 
would seem the proper place to settle 
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such international cases. It is futile 
to speculate on our probable attitude 
had we entered the League of Nations; 
we are not a part of it and the recogni- 
tion of Russia is now before us as a 
discussed question. 

Turning from the ideal, then, to the 
practical, recognition cannot be dis- 
posed of in a personal preference. 
Since we are not in the League we must 
turn to our established foreign policy. 
The Monroe Doctrine definitely aligns 
us against interference in Europe. 
The United States, therefore, has two 
alternatives: the first, enter the League 
of Nations and force the issue of 
Russian recognition before the council; 
the second, adhere to the historic 
policy of aloofness. Since the latter 
is the alternative at present selected, 
the status under the selection gives us 
two courses for choice. 

Tf we remain historically consistent, 
because of European conditions, the 
recognition of Russia for us is impos- 
sible. An analogous situation is found 
in Mexican affairs. Although Europe 
had great economic and financial 
interests in Mexico and although our 
interests were greater, the main fact 
was the position of continental 
propinquity. Europe stayed aloof 
while we temporized and vacillated. 
In relation to Russia, for international 
policy, in continental conditions the 
reverse exists. Inaction on the part 
of . Europe, particularly France, 
causes much irritation in the United 
States. If we ignore established back- 
grounds of diplomacy and force the 
recognition of Russia at our terms, we 
must be prepared to scrap both 
Monroe Doctrine and the Pan-Ameri- 
can Union, with the consequent pro- 
jection into European and other con- 


tinental entanglements without even 
the protection of the League of Nations. 

The latter course would be impracti- 
cable and dangerous. The Pan- 
American Union is in effect a continen- 
tal unit or an American league of 


‘nations. If we remain outside of the 


League of Nations or consider it as a 
European continental unit, we must 
not weaken but strengthen the Pan- 
American Union. Our foreign policy 
is the result of efort during our whole 
national existence; to scrap it for the 
whimsical advantages to be obtained 
in Russian recognition would be ir- 
rational, 

The Pan-American Union is the 
efficient American «association of 
nations; the Monroe Doctrine is the 
diplomatic fortress of the United 
States. Possibly the next safe step 
for us toward international accord 
may be the International Court and 
eventually we may enter the League 
of Nations itself. These last two 
steps are for tomorrow. Today we 
have the Pan-American Union and the 
Monroe Doctrine, and no step should 
be made that tends toward disruption 
of foundations laid for world accord 
and peace.’ 


1A word should be said for the judgment of - 


the men who served the United States in Russia 
in the American Relief Administration. These 
men literally fought their way to the mouths of 
the starving people. ‘Their courage and patience 
was superb. Although not entirely in accord 
regarding new Russia, it must be understood 
that they know present conditions from inti- 
mate contacts not often attained by competent 
observers. Some bias naturally appears in 
estimating the political considerations because 
of too intimate association with vacillating 
officials. Very high praise should be given for 
the relief workers in all organizations, as those 
men and women made it possible for us to con- 
sider the construction of a new Russia. 
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Fundamentals in the Foreign Policy of the 
United States 


By Pamir Marsau Brown, LL. D. 
Professor International Law, Princeton University 


N discussing the question of Ameri- 

can foreign policy, I think we may 
all agree on one proposition, namely, 
that the American people are essen- 
tial_y idealistic and altruistic. ‘There 
seems no room for doubt that our 
people have manifested beyond possi- 
ble controversy their natural imher- 


„~ent, hopeful, buoyant idealism. They 


- obvious to mention. 


1ave proved their altruism in ways too 
I need hardly 
remind you of the billions which have 
been poured out since the Armistice to 
aid the distressed throughout the 
world—some of this in the form of 
actual gifts of large amounts, the Near 
East Relief alone having taken more 
then one hundred millions, and some 
of it in the form of loans by the United 
States Government that can hardly 
ever be repaid. I like to think in the 
city of Philadelphia of that wonderful 
movement, the American Society of 
Friends who, throughout the troubled 
regions or Europe, notably in the 
Central European Powers, have 
carried with them not only relief, but 
also a kind of symbolic flag to prove to 
the world that we are by no means 
indifferent to the needs, the desires, the 
aspirations, the general welfare, of all 
the rest of the world. 

Friendship as typified by the Friends 
is to my mind the keynote of our 
American foreign policy. Now it is of 
course customary for those who do not 
approve of the present policy of our 
government to indulge in some par- 
donable witticisms to the effect that 
there is no policy—it is usually put in 
the question, “Have we a foreign 
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policy?” It is customary to allude to 
our “unoliicial observers” with some- 
thing of a smue, I will not say a sneer. 
Many of them play on the word 
“isolation,” es though we were a very 
selfish, indifferent people.’ Those 
tricks many of us are familiar with in 
our debating societies, and we let them 
go as forensic remarks, pardonable, 
perhaps, in the course of a give-and- 
take debate. 

I am one of those who believe that 
the United States has a foreign policy. 
I sincerely believe in that foreign 
policy. Moreover, I have great faith 
in the men whom we have chosen to 
carry out our foreign policy, namely 
Secretary Hughes and President 
Coolidge. 


Our Foreran POLICY 


This foreign policy has been well 
denoted as a policy of political detach- 
ment with two aspects, one positive and 
one negative. The positive side of 
this policy is utmost co-operation with 
the rest of the world. The negative 
side of it is a refusal to commit our- 
selves to the political concerns of 
Europe. May I remind you of ‘the 
fact that a national policy is not cre- 
ated by the caprice of one man or even 
by a group of men; it 1s the result of the 
logic of circumstances. It grows; it 
takes form, and men recognize it; they 
accept it; and once people have ac- 
cepted a nétional policy, it becomes a 
part of their second nature. Such a 
policy cannot be overthrown and 
abandoned except when you can 
demonstrate that the circumstances on 


98 


which that policy was based have 
essentially altered. The maxim rebus 
sic stantibus applies with peculiar force 
to national policies. May I further 
remind you of the fact that our 
national policy was developed very 
early in the minds of Washington anc 
Adams, and of Jefferson and of Monroe, 
who saw in the most vivid, clear 
manner, even before our independence, 
that Europe had a set of political 
interests which were distinct from our 
own. We had been drawn as colonies 
into more than one war of European 
imperialism. We have had practical 
experience. May I remind you that 
during the Napoleonic wars this fact 
was driven home to us with peculiar 
force? We came to realize that in this 
country and on this Hemisphere we 
had no use—I wont say no sympathy— 
but we had no use for European insti- 
tutions. Our ancestors came here to 
get away from certain of those institu- 
tions. We had no use for European 
dynastic rivalries, and we certainly 
abhorred the principle of “balance of 
power” which was the basis of Euro- 
pean diplomacy. And so, after our 
unpleasant experiences in the war of 
1812 when Napoleon by clever duplic- 
ity drew us into the European game of 
balance of power,—and got us in on 
the wrong side,—we were glad to with- 
draw from Europe. We were thankful 
we had no part in the Congress of 
Viepna. We were natural enemies of 
the Holy Alliance. 


AMERICAN [DEALS AND FOREIGN 
DIPLOMACY 


It was under these conditions tbat 
the Monroe Doctrine had its perfectly 
logical inception. Monroe did not 
create it. He recognized the fact that 
we had no wish to permit European 
intrusion in the affairs of the free and 
independent nations of this Hemi- 
sphere, and that furthermore we had 
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no desire to interfere in European 
political concerns. ‘That has been the 
basis of our accepted national policy 
ever since. It is true that in 1917, 
because of the insatiate ambition of a 
feeble imitator of Napoleon, we were 
again drawn into a European war. 
We threw our weight against the enemy 
of all free nations. We fought for 
ideals. We tried to impress tbose 
ideals on the statesmen and peoples 
of Europe. We went very far in our 
desire to see those ideals realized in 
actual practice. We withdrew our 
armies from Europe. We asked for no 
reward; we asked for no special 
privileges. With the consciousness of 
having done our duty, we declined all 
responsibility for the political settle- 
ments reached at Paris and for any 
subsequent adjustments. Now we 
have come, to our great disillusionment 
and sorrow, to realize since the 


Armistice that the European nations, - 


perhaps because of the very logic of 
circumstances which controls foreign 
policies, are unable to accept our 
American ideals in political affairs. 
The game of balance of power is going 
on as merrily or rather, as sadly as 
before. It began to manifest itself 
during the actual conference at Paris 
in the Anglo-Persian agreement, which, 
to the great surprise of the American 
peace negotiators, had been agreed 
upon secretly in spite of the American 
attitude regarding secret treaties, and 
particularly towards secret treaties of 
the old kind. In the Near East we 
have had the lamentable spectacle of 
European Powers pitting Turk agains* 
Greek for the purpose of European 
politics; we have seen the interests of 
the peoples of the Near East, their 
natural right, their national ambitions 
completely ignored. It would be 
invidious to go on and point out one 
instance after another of this attitude 
of the European Powers. I hardly 
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think it necessary to demonstrate to 
you further the fact that the European 
nations, for perhaps perfectly good 
reasons of their own, are unable to 
abandon this principle of diplomacy 
which is so alien to our American way 
of thinking, namely, the principle of 
balance of power. 

Now in view of these circumstances, 
it seems to me that the burden of proof 
is entirely on those who argue that 
there has been an essential change of 
circumstances which would warrant 
our abandoning our traditional policy, 
our policy of political detachment with 
respect to Europe. There will be 
some, of course, who say that the crea- 
tion of the League of Nations has 
~ altered circumstances; that if the 
United States had been in the League, 
many regrettable events might not 
have taken place. I think you will 
agree with me however, that such rea- 
soning is nothing but sheer speculation, 
and that speculation concerning the 
problematic effect of things that 
never happened is the most futile way 
to spend our time. In a discussion like 
this we can only look at things as they 
are. 


LEAGUE A EUROPEAN INSTITUTION 


Now the League in its actual 
functioning has proved, in my opinion, 
to be primarily a European concern 
occupied mainly with questions of a 
political character. May I interject 
that I am in no way hostile to the 
League as it exists. I regard it as 
entirely a béneficent creation and I 
wish it every success in its field of 
activity. The presence of a large 
number of non-European nations in 
the League in no way makes it a world 
affair. What determines its character 
i3 the nature of its interests and 
activities. It is not difficult for those 
of us who study and read from month 
to month the voluminous reports and 


publications of the League to realize 
that these activities are of an over- 
whelmingly European character. And 
why should it not be so? 

The League was cursed from its 
inception by its association with the 
peace settlements at Paris. It was 
burdened with various provisions of 
those treaties. The provisions con- 
cerning reparations have hung lke 
black clouds over the League ever 
since. Austria was denied the simple 
right of self-determination. Hungary 
was mutilated and millions of Hun- 
garians left under foreign domination in 
violation of the very principles we 
enunciated. ‘We are coming to realize 
somewhet the melancholy truth of the 
statement of General Smuts to Presi- 
dent Wilson that “the peace is liable 
to prove a greater disaster than the 
war.” Buz the League in its European 
activities has other interests besides the 
political. (I will not take up space to 
enumerete these political activities. 
They are familiar to you—Albania, 
Hungary, Austria, etc.) But even in 
those matters that are non-political, 
the League necessarily is preoccupied 
with their European aspect, notably 
with respect to transportation, com- 
munications, health, etc. IJ say that it 
is Europe’s task—it is Europe’s obliga- 
tion, Europe’s duty—to attend to 
these matters and that so far as the 
League aids Europe in solving these 
problems, it is more than justifying its 
existence. 


DISARMAMENT OF GENERAL CONCERN 


But take such a question as disarma- 
ment, which is of course of general 
concern. ‘The report of the Commis- 
sion of D:sarmament of the League is 
extremely interesting in its recognition 
of the fundamental principle that 
disarmament is primarily a local con- 
cern: that it is desirable that groups of 
nations should among themselves agree 


100 . 


on diŝarmament based on a recognition 
of their interrelated interests. 


Our STRENGTH LEs IN 
NoN-PARTISANSHIP 


In the matter of disarmament, the 
League itself has recognized it is a local 
issue, depending upon regicnal under- 
standings of the parties mest inter- 
ested. European disarmament as a 
whole waits on local disarmament, and 
world disarmament waits cn Europe. 
There are those who try to create the 
impression that our policy of political 
detachment is a selfish policy. This is 
obviously not true to those who know 
the facts. Even friends ef the League, 
including the author of the Bok 7lan 
and Raymond B. Fosdick have >aid 
generous tribute to the co-operation of 
our government with the various 
activities of the League. We have had 
official representatives on various com- 
missions, some six or more. We have 
had many individual Americans lend- 
ing their services to the cause of 
European welfare. Now let us con- 
sider for a moment the activities of 
such men as Mr. Root on the Com- 
mission of Jurists; as Henry Mor- 
genthau in the Relief of the Near East; 
of Norman Davis; of Jeremiah Smith 
in the Financial Rehabilitation of 
Hungary; of General Dawes, Mor. 
Robinson, Mr. Young. They have all 
been able to render noteworthy serv- 
ices? This is a fact which should 
cause gratification to all Americans 
irrespective of how we may feel con- 
cerning official participation in the 
League. 

Mr. Davis in his most interesting 
account of his services in the Memel 
dispute, published in the International 
Interpreter not long ago, makes this 
rather singular statement. He says 
that he felt that his influence in this 
dispute was largely due to the fact that 
he was an American, belonging to a 
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nation that was known to be detached; 
but he also adds that his influence 
would have been increased had he been 
officially designated by the United 
States Government. I ask you, where 
is the logic in that statement? If the 
United States Government had been in 
the League of Nations and had taken 
part in all that unhappy controversy 
concerning Vilna, Memel, etc., would 
any representative of the United 
States been as free, as independent— 
would he have been as unbiased, 
as acceptable a mediator in a situation 
like Memel, where Mr. Davis served 
so efficiently? Would Mr. Root on 
the Commission of Jurists have been of 
any greater influence had he repre- 
sented the United States? Would 
Jeremiah Smith and his work in 
Hungary be of greater value? Would 
General Dawes? I hardly see that 
there is any logic in such a view. On 
the contrary, the strength of an Ameri- 
can individual in this great work of 
serving as an arbitrator and member oi 
these commissions lies in the very fact 
that he belongs to a nation which is 
freed from the necessity of taking sides 
in these unpleasant contentions and 
rivalries. As has been repeatedly 
pointed out this nation is itself a great 
international forum. We cannot 
afford to allow this forum to become 
the scene of bitter disputes concerning 
the attitude which our government 
should take in such matters. The 
election of a United States Senator or 
Congressman should never be made to 
depend on the attitude of this govern- 
ment concerning these European 
questions. 


Pouicy oF PorrricaL DETACHMENT 


In the light of all these facts, it 
would seem clear that the United 
States is in an extremely fortunate 


position of signal advantage in behalf- 


of world peace and human brother- 
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hood. It is a great thing for the world 
that one great nation has remained 
completely detached from this unfor- 
tunate tangle of complicated problems 
and of bitterness in Europe. We 
desire to preserve this attitude of 
friendship to each and all. We desire to 
be in a position, as President Coolidge 
has intimated, to ask the Powers of 
the world at a favorable moment to 
come together again to settle the great 
question of disarmament. 

The policy of political detachment 
is not a policy of indifference or sel- 
fishness. It is a policy of enlightened 
statesmanship. It is a recognition of 
our sacred responsibility to the whole 
world. We should nct play with that 
responsibility; we should not gamble 
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with it. We should continue, £s we 
have been doing since the Armistice, 
to watch carefully, sympathetically, 
consideraiely; and to help when the 
right moment appears; not to intrude 
our mediation upon these nations; not 
to take any attitude that seems to 
dictate; or to pre-judge; not to act as 
the lawegiver, the policeman, the 
schoolmaster. We are to act as the 
great friend of all mankind. So in 
closing I wish to reiterate my firm be- 
lief, which I hope many of you share, 
that the United States is playing to- 
day an heroic rôle, a difficult rôle, in 
maintaining its traditional policy of 
political detathment and of demon- 
strating its sympathy for the whole 
world. 


Memel: A European Aspect of the League 


By ARTHUR BULLARD 
Editor, Our World, New York City 


T Geneva, last February, a French 
friend summed up the situation 
in this manner: à 


The only way to win the whole-hearted 
support of the United States to the League 
of Nations is to prove that it succeeds. On 
the other hand, the whole-hearted sudport 
of Europe is being won to the League by the 
demonstration that all other methods fail. 


That the second part of this dictum 
is justified was strikingly exemplified 
by the settlement of the Memel 
controversy. 

One of the most devastating results 
of the war has been the habit of talking 
about——and too often thinking about 
—the various countries as units. 
“France insists on this.” “‘Eng_and 
wants that.” “Italy aspires to the 
others.” As a matter of fact there is 
just as categorical and violent differ- 
ence of opinion in all these countries as 
there is between Professor Brown! and 


myself. 


RELUCTANCE OF POWERS to ACCEPT 
LEAGUE 


The League of Nations was not 
welcomed by all the pecple of any 
Eurppean country. It stands in the 
sharpest opposition to the dreams of 
imperialists and chauvinists of every 
nation. 

Beyond the administration of Danzig 
and the Saar and supervision over 
“Minorities” and “‘Mandates,” the 
League was given no authority for the 
enforcement of the peace treaties. 
This was partly due to the desire of the 
victorious Great Powers to settle these 


Council, without having to give public 
justification of their decisions, either to 
their own people or the world at large. 
The League was obviously unfitted for 
the kind of secret and shabby mtrigue 
on which the statesmen of the Great 
Powers relied—disastrously—for the 
Turkish settlement. 

But there was another reason, 
equally important, for not giving to the 
League the work of “liquidating the 
war.” The neutrals, whose adhesion 
was desired, were naturally reluctant 
to commit themselves to the enforce- 
ment of treaties to which they were not 
parties. It would have been quite 
impossible, to take one example, to 
have persuaded the Swiss to join the 
League, if it had been charged with 
collecting reparations. 

The refusal of the United States to 
join the League was a serious setback 
to its friends in Europe and greatly 
heartened its enemies. At first very 
little work of major political impor- 
tance was given to the League. 


Upper SILESIA FRONTIER SETTLEMENT 


A turning point—just the thing the 
friend from whom I quoted had in mind 
—~came with the complete failure of the 
Supreme Council to find a settlement 
of the Upper Silesia frontier. In dis- 
cussing this matter the prime ministers 
gave very little attention to the merits 
of the case or even to the facts. It 
became a matter of prestige between 
Britain and France. The interests of 
the people concerned were lost sight 
of in the struggle for power of the 


old diplomacy. Neither side could > 

weaken without loss of face. At last,--@ 

failing abjectly to break the deadlock, ‘ 
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matters privately mm the Supreme 
1 See p. 97. EDITOR. 
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the Supreme Council turned it over to 
the League. 

The neutral states in the League 
were reluctant to accept the task. 
They would not have done so, if it had 
nor been obvious that all other methods 
had failed. They appomted a com- 
mission, free from the political com- 
mitments that had stultified the 
Supreme Council. The dispute was 
brought out into the light. The facts 
were discussed objectively, the merits 
of every contention judged without 
prejudice, and a settlement was 
reached which was acceptable to 
Poland and Germany. No citizen of 


“either country was satisfied—but still 
Po) the League put through a settlement 


which works—after other methods had 
faled. 


INCREASING SUCCESS 


And so it has gone. In one matter 
after another the old methods have 
failed-and the League has succeeded 
and each such instance has meant 
the increase in the prestige of the 
League-—-an increasing support in 
Europe. 

The Supreme Council gave up after 
it3 failure to agree on reparations and 
the still unfinished business of the 
Peace Conference was turned over to 
the Conference of Ambassadors at 
Paris. This Conference has not 
proved an effective organization. It 
has not won confidence. It has more 
successfully maintained the old tradi- 
tion of secrecy than any similar body. 
No one knows what arguments prevail 
in its decisions—some of which have 
been generally condemned by public 
opinion. Its prestige was seriously 
diminished in Northeastern Europe 
by its recognition of the frontier 
established by the Polish coup de force 
in the Vilna region and in Southeastern 
Europe by its handling of the Corfu 
incident. 
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One of the most important—af least 
the most troublesome—matters in the 
jurisdiction of the Conference of 
Ambassadors was the Memel question. 
The economic and territorial stakes 
were not great, but failure to settle the 
Memel question had created a very 
dangerous situation. I have not space 
to go ifttc the details of the con- 
troversy, but after struggling with it 
for many months—defeated very 
largely by the secrecy of their proceed- 
ings, a secrecy which invites exag- 
gerated suspicions of iniquitous in- 
trigue—and failing abjectly to settle 
the matter, they turned it over to the 
League. Under the exceptionally 
able presidency of Mr. Davis, the com- 
mission created by the Council of the 
League drew up in a few weeks a treaty 
of settlement which so obviously met 
the facts of the case, so clearly satisfied 
the legitimate interests of all con- 
cerned, that none of the parties to the 
controversy could publicly withhold 
agreement. Once more—other meth- 
ods having failed—the League suc- 
ceeded. 

More and more the people of Europe 
are losing patience with the long delays 
of diplomatic correspondence, the 
secret conclaves of heads of state and 
ambassadors. These methods—the 
traditional methods of diplomacy— 
have had ample chance in the post-war 
negotiations to prove their effectiveness 
and have achieved little but discrédit. 
More and more, as one failure is regis- 
tered after another, the thought of 
Europe turns to the new method at 
Geneva. 


RESPONSIBILITY IN REPARATIONS 
SETTLEMENT ` 


In closing, I would call your atten- 
tion to one more development along 
the same line—one more straw showing 
how the wind blows. The Expert 
Committees Report, under the 
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chairmanship of General Dawes, for 
the first time, entrusts to the League 
of Nations some responsibility m the 
settlement of the reparations problem. 

There is grave difference of opinion 
in this country whether or not the 
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League issue has been disposed of with 
“finality.” But in Europe the League 
gains in prestige and power from month 
to month. It progresses from victory 
to victory, ever recruiting more whole- 
hearted support. 
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` stances which produced it are aban- 
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Adapting Our Foreign Policy to World Facts 


By SterHen P. Ducean, Px.D. 
Director, The Institute of International Education 


ROFESSOR BROWN ! in the be- 

ginning of his paper laid down with 
great accuracy the principles that guide 
every nalion in determining its foreign 
policy. He said a national foreign 
policy is the result of the logic of 
circumstances and is based upon the 
very nature of things; that it cannot be 
abandoned unless the basic circum- 


doned; and that the burden of proof 
rests upon those who demand a change, 
not upon those who resist it. 

With these statements of principle 
I am in hearty accord. They are 
illustrated in the history of every great 
Fower. I will take space to illustrate 
it in only one instance, viz.: Great 
Britain. 

During almost the entire 19th cen- 
tury, one of the strongest principles of 
British foreign policy was the mainte- 
nance of the mtegrity of the Ottoman 
Empire. To realize that principle she 
fought one war with MRussia—the 
Crimean War in 1854—and was ready 
to fight another in 1878, had Russia 
not backed down. ‘This attitude of the 
British was due to the belief that, were 
the Turk to be driven from Constanti- 
nople and the Russians installed there in 
his place they would control the Straits 
leading from the Black Sea into the 
Mediterranean Sea, and the route to 
India would be at the mercy of a Russian 
fleet. But ir 1881 the British occupied 
Egypt in order to put down a rebellion 
dangerous to the lives and property of 
Europeans, assuring Europe that the 
occupation was but a temporary mat- 

1 See page 97.—Eprror. 
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ter. As,time went on and the wisdom 
of remainirg became more manifest 
and the decision to remain was finally 
made, Brizish interest in the mainte- 
nance of the integrity of the Ottoman 
Empire waned. With the possession 
of Cyprus secured at the Congress of 
Berlin and with the occupation of 
Egypt which gave them control of the 
Suez Canal, the British believed the 
route to India safeguarded. No longer 
was Russia the danger, but Germany, 
competing with Great Britain not only 
in commerce but in naval armaments 
and engazed in the building of the 
Berlin-Bagdad railroad which, when 
completed, would be a dagger pointed 
at the heart of India. 

In the 20th century, therefore, we 
find Great Britain at enmity with her 
friend of the 19th century, Germany, 
and practically an ally of Russia which 
throughou: the 19th century she had re- 
garded with distrust, suspicion, and fear. 
As Professor Brown states, the funda- 


‘mental circumstances upon which the 


old doctrine of the maintenance of the 
integrity of the Ottoman Empire had 
been based, were changed. Hence, 
the doctrine was abandoned. I might 
illustrate Dr. Brown’s contention from 
the history of the foreign policy of 
other countries. I will not, but con- 
fine myself to asking: (1) what were 
the circumstances which necessitated 
the adoption originally of the funda- 
mentals cf our foreign policy; and (2) 
whether these circumstances have so 
changed as to justify a modification 
or an ebandonment of that foreign 


policy. 
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% 
UNITED STATES YESTERDAY AND 
TODAY 


The foreign policy of the United 
States, as Professor Brown states, was 
based upon the fact that Europe had a 
set of foreign interests distinct from 
those of this Continent. As he says, 
Americans had no sympathy with 
European dynastic rivalries; they were 
opposed to the monarchical principle. 
They protested against European in- 
tolerance of civil and religious liberty 
and against the policy of selfish nation- 
alistic aims at the expense of their 
people. They were separated from Eu- 
rope by a great ocean which took nearly 
a month to pass over. ‘They crossed 
each other’s path but little. Europe 
took America’s staple products such as 
tobacco and cotton, and Americans 
competed but little with Europeans in 
the markets of the world. After the 
War of 1812 Americans deliberately 
turned their back upon Europe and 
faced West, devoting their energies to fill- 
ing up the empty spaces and developing 
their natural resources. They wel- 
comed millions of immigrants to this 
country and the problems of assimilat- 
ing these immigrants, of secession, and 
of industrial development, left little 
time or thought for the consideration 
of foreign policy. Though never 
isolated, they were quite removed 
from the scene of world conflicts. 
Devoted to the solution of their 
domestic problems, they were com- 
paratively uninterested in and ignorant 
of international affairs. 

Such, I think, is a fair picture of the 
America of a century ago. Does it 
hold true today? Has the Europe of 
today “a set of primary interests dis- 
tinct from those of this Continent?” 
If so, they must be quite different from 
some of those mentioned by Professor 
Brown as true of acentury ago. There 
are no longer European dynasty rival- 
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ries. The monarchical principle is m 
eclipse. The republican form of 
political and the democratic form of 
social organization are the ideals 
professed practically everywhere in 
Europe. There is as much civil and 
religious liberty in Western and Central 
Europe as in the United States. And, 
while selfish nationalism is running 
riot in Europe today, certainly a con- 
siderable portion of Latin-Americans 
are distrustful of our nationalistic aims. 
The same ocean separates us from 
Europe that did a century ago, but it 
takes only a few more days to cross it 
now than it took months then. The 
railroad, the telegraph, the cable, the 
radio, have narrowed our world to 
such an extent that today we are 
all neighbors. Moreover, our empty 
spaces are nearly all filled up. From 
being a nation chiefly of farmers send- 
ing a few staples abroad in exchange for 
foreign manufactures, we have become 
a great industrial nation competing 
with other industrial nations in the 
markets of the world. That is a basic 
circumstance which has changed. 


INCREASING INTERDEPENDENCE 


One effect on our domestic policy has 
been a demand for the exclusion of the 
immigrant who no longer could settle 
on the land but has crowded into the 
cities to compete with industrial 
workers. In their chief life activities 
Europe and America are approaching 
similitude. Both seek abroad the raw 
materials which they do not themselves 
provide to develop thcir* industries; 
both seek for markets in which to sell 
the products of their industries. 
Unlike a century ago, they cross each 
other’s path in many ways. ‘They are 
so interdependent that the bankruptcy 
of European nations resulting in their 
inability to buy our surplus grain has 
caused the greatest distress to our 
farmers in the Northwest. It was a 
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recognition of this interdependence 
that caused the addition of Americans 
to the expert commission that has 
attempted to solve the problem of 
reparations. That solution will re- 
quire the investment of hundreds of 
millions of dollars to enable Europe to 
meet the needs of the situation. Is it 
likely that Americans will invest these 
amounts in the economic recovery of 
Europe and of the world without 
desiring to influence the conditions of 
peace and order upon which economic 
recovery depends? 

The interdependence of Europe and 
America had become so great in 1917 
that the United States was dragged m- 
to a war which had begun in an obscure 
corner of Southwestern Europe with 
which we had practically no relations 
whatever. Dr. Brown says we entered 
it of our own free choice and that we 
fought for ideals. ‘True, but we also 
entered it because unrestricted sub- 
marine warfare threatened our vital 
interests. Upon our intervention the 
tide of battle turned in favor of the 
Allies. We are as much responsible 
for the defeat of Germany as any of the 
Allies. It was upon the basis of Mr. 
Wilson’s Fourteen Points and his 
other addresses that the Germans laid 
down their arms. Her surrender 
brought the world face to face with 
some of the most ditlicult problems it 
has ever faced in Europe, Asia, and 
Africa. America’s representatives sat 
at the Peace Conference in the attempt 
to solve those problems. Some of the 
most impoftant decisions of the Con- 
ference were made upon the insistence 
of the American delegates. When the 
French insisted upon the left bank of 
the Rhine in the interests of their 
security, it was the Americans who 
were most emphatic in their refusal, 
and the French accepted in lieu of the 
left bank of the Rhine the Tripartite 
Treaty with the United States and 
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Great Britain to safeguard her against 
unprovoked aggression upon the part 
of Germany. When it was proposed 
that pensions be added to the repara- 
tion total in violation of the Armistice 
agreement and which sent the total to 
the impossible figure of 182,000,000,000 
gold marks, the Americans at first abso- 
lutely rejected the proposal as unworthy 
and only accepted it after long delay. 
Had they maintained their original 
position much of the bitterness that re- 
sulted might have been avoided. As 
Dr. Brown says, “We can only deal 
with facts and events, and not specu- 
lation.” Iam stating facts, not specu- 
lations. ° 


A BETRAYAL OF TRUST 


The Treaty of Versailles is as much 
our work as it is the work of any other 
of the enemies of Germany. We 
entered the war to help defeat Ger- 
many and we entered the Peace Con- 
ference to help remove the chaos which 
war always brings in its train. When 
the Conference was over, as Dr. Brown 
says, “We accepted no responsibility 
for the solution of these problems.” 
He thinks we should rejoice at that. I 
think we should deplore it. I think it 
was not only a violation of duty but a 
betrayal cf trust, for probably at no 
time in history did the mass of mankind 
place their trust in a nation to the extent 
that they did in the United States at the 
Peace Conference and immediately 
after. Instead of helping to administer 
the solution which we had participated 
in Imposirg upon the world, we washed 
our hands of the whole affair, made a 
separate treaty with Germany, care- 
fully safeguarding in it whatever 
rights we would have received under 
the Treaty of Versailles, and assumed 
& position of isolation of a more ad- 
vanced type than we had ever assumed 
before. 

The machinery set up by the Peace 
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Conference to attempt the work of 
organization is the League of Nations 
and Dr. Brown says we have been ever 
ready to co-operate with the League in 
its non-political activities. After Mr. 
Wiulson’s administration left office, six 
months passed before a single com- 
munication addressed to the United 
States was acknowledged., Invita- 
tions, requests for information, notices 
of conferences, reports sent by the 
League, all were received with silence. 
As the result of public protests, in 
September, 1921, the League received 
in a single batch fifteen acknowledg- 
ments. In November another batch 
of nine were sent to the League, all 
of them undated and in December 
another group of eleven, all un- 
dated. 

If in the last two years a more co- 
operative spirit has been shown by our 
government, it has been partly because 
of the pressure of public opinion and 
partly because of self-interest. As I 
said before, the growing interdepend- 
ence of Europe and America and of the 
world generally has changed the basic 
circumstances which produced our 
original foreign policy. This is admit- 
ted to a certain degree by all Ameri- 
cans. It must be remembered that on 
the final vote in the Senate our 
entrance into the League was lost by 
Jacking only seven votes of the neces- 
sary two thirds. I am a believer in 
representative government and partic- 
ularly of the two-party type through 
which public opinion on the whole is 
expressed in public affairs. In 1920 
the Democrats advocated the entrance 
of the United States into the League 
of Nations. The Republicans were 
divided between those lead by the 
distinguished “thirty one” who 
advocated our entrance into the League 
and those who proposed the organiza- 
tion of a new association of nations 


after consultation with the “best 
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minds” which would omit the defects 
oi the original League. 


Our UNOFFICIAL PARTICIPATION IN 
THE LEAGUE 


But both parties were pledged to a 
modification of our foreign policy in the 
direction of more intimate and official 
co-operation with the rest of the world. 
They sought the votes of the people 
upon that pledge. They still stand 
committed to that position. The 
experience of the past four years 
justifies the belief that that position is 
a sound one. Despite the reservation 
which the Senate attached to its 
approval of our treaty with Germany 
to the effect that the United States 
“shall not be represented or participate 
in any body, agency, or commission” 
without provision of Congress, we do 
participate in the work of a half a 
dozen commissions of the League, 
necessarily, though unofficially. 

The representation of Americans on 
the commission of experts, 7.e. the 
Dawes Commission, as I said before, 
is the result of the recognition that 
the welfare of our farmers and in- 
dustrialists demand our participation 
in the solution of the world’s worst 
problem, because the postponement of 
the settlement of the reparation prob- 
lem is not an evil for Europe only, but 
for the entire world. Dr. Brown 
states, however, that the Disarmament 
Conference at Washington justifies the 
policy of detachment. He says that 
“without the restraint or constraints 
of a formal organization Where embar- 
rassing questions may be raised and 
national susceptibilities affronted, we 
can join in the consideration of 
any great problem affecting world 

My study of the Disarmament Con- 
ference does not lead me to believe that 
embarrassing questions were not raised 
or national susceptibilities not af- 
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fronted. I believe that French na- 
ticnal resentment at the results of the 
Conference contributed very materially 
to the overthrow of M. Briand shortly 
afterward. Dr. Brown implies, and 
Secretary Hughes has stated, that the 
very nations that are members of the 
League buried their rival ambitions 
ard contributed to the success of the 
Disarmament Conference held at 
Washington under the aegis of the 
United States. If it were safe for the 
United States to attend such a con- 
ference with these ambitious rivals and 
if the same Powers that are members 
of the League were willing to bury 
their rival ambitions in a special con- 
ference, what reason have we to sup- 
pose that they would be influenced 
more by such ambitions in a permanent 
conference if the United States were 
there? Moreover, it is true, as Dr. 
Erown states, that we are free to invite 
other nations at any moment to join in 
tae consideration of any great problem 
affecting world peace. It took seven 
months to organize the Washington 
Disarmament Conference. The sad 
aspect of the situation of August 1, 
1914, was that the involved states were 
not willing to wait seven days to call a 
conference. Sir Edward Gray has 
repeatedly expressed the opinion that 
if the League of Nations had been in 
existence with its machinery to as- 
semble the representatives of the 
nations immediately, the war could 
have been averted. This is what 
>robably attually happened in the 
Corfu crisis of 1923 which bore a re- 
markable resemblance in all its details 
to the Serbian crisis of 1914. 
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The League of Nations is now an 
organization of fifty-four nations of the 
whole world, united in the attempt to 
solve internetional conflicts by peaceful 
means rather than by war and to 
undertake co-operative enterprises for 
human welare. None of these na- 
tions, great or small, considers that it 
has encangered its independence by 
joining the League. None considers 
that it has a set of primary interests 
which compel it to refrain from 
officially co-operating with the other 
nations of the world in this great work. 
There remain but three important 
states cutside the League,—Germany, 
Russia, and the United States. 

It is as unwise to prophesy as to 
speculate, but it is generally believed 
in responsible quarters that if the 
Dawes Plan is adopted, Germany will 
enter the League at the next Assembly 
in September. Russia is out of it 
because of the adoption of Bolshevism, 
a passing phenomenon. When she has 
become once more stabilized, were she 
also to join, the United States would be 
absolutely isolated from the rest of the 
world organized for constructive pur- 
poses. Have we any set of primary 
interests so different from all the rest 
of the world to justify such a position? 
During the World War we co-operated 
fully: with the nations whose interests 
were similar to our own and the result 
of that co-operation was the success of 
our common effort. In the same way 
we can become an associate of the 
nations interested in the maintenance 
of peace, committed to decisions and 
responsibilities only as permitted by 
our constitutional forms. 


European Agriculture and the American Export 
Trade in Food Products 


By ALFRED Prarce DENNIS 
Special European Representative, U. S. Department of Commerce 


T least 40 per cent of our foreign 
trade is in American farm prod- 
ucts. About 90 per cent of this trade is 
with European countries. The chief 
items in this outward flow are raw 
cotton, wheat, pork products, leaf 
tobacco. The position of our cotton, 
tobacco, and wool growers is sound, the 
‘price index in each item nanging above 
the general price index for 1928 of 168 
based on 400 commodities. The index 
of 136 for corn, 120 for wheat and 108 
for hogs indicates the weak position of 
the American farmer specializing in 
these commodities. What can be done 
to raise the price level on hogs and 
wheat? A bill now before Congress 
proposes to raise the price index of hogs 
and grain to the general commodity 
index by governmental fiat. The sur- 
plus above home consumption is to be 
dumped on the foreign market for what 
it will fetch. 


MARKED CHANGE IN EUROPEAN 
AGRICULTURAL CONDITIONS 


Europe is our chief export outlet for 
grain and hogs. What is the market 
outlook? For an answer we must go 
back to the peace settlement. Pro- 
found agricultural changes have taken 
place in the past five or six years in 
Europe. An agrarian revolution has 
taken place beneath our eyes and we 
are hardly aware of it. We have on 
the one hand the break up of the big 
estates. The story is not quite the 
same in any two countries. The Rus- 
sian peasant seized the land. He holds 
land that has been fenced, stocked, and 
tilled for 500 years by squatters’ rights. 


In Jugo-Slavia, Poland, Roumania, the 
great estates have been parcelled out 
under forms of law. In England the 
break up was accomplished under eco- 
nomic pressure. The great estates 
could no longer sustain the weight of 
imperial taxation which rose from a 
pre-war per capita charge of 15 to 160 
pounds sterling. But whatever causes 
lay behind the break up of the big es- 
tates the result in all countries has 
been the same——diminished production. 
In the case of Russia, for example, the 
average pre-war yields on the great es- 
tates were from ten to twenty per cent 
higher than upon similar acreages now 
operated under peasant proprietorship. 
This result has already been so clearly 
apprehended that the movement has 
been stayed both in Poland and Czech- 
oslovakia. The great land holder of 
Eastern Europe was a man of some 
culture and his culture gave him an in- 
terest in export. When the lady of the 
manor desired a German piano the 
easiest way to secure it was through the 
export of grain. Now the Galician, 
Bessarabian or Russian peasant has 
little or no interest in import because 
he is quite capable of retiring within his 
own economic shell and leading a self- 
contained life. What he gets out to do 
is to produce enough wool or flax to 
cover his own back and enough food to 
fill his own stomach. 

Grain requisitioning in Russia and 
such Central European states as Ger- 
many and Austria also proved a set- 
back to agriculture. The peasant 
resented price fixing in the interest of 
urban consumers and being denied a 
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fair price for his surplus ceased to pro- 
duce it. Even with the desire to pro- 
duce a surplus the Eastern European 
peasant is badly handicapped. He 
lacks capital, agricultural implements, 
fertilizers, and is wedded to antiquated 
farming methods. 

Tf a line be drawn from Trieste at the 
head of the Adriatic to Danzig on the 
Baltic, it will roughly bisect Europe. 
We may think of the countries to the 
west of this line as for the most part 
densely populated, over-industrialized 
countries all of which must import food. 
Roughly speaking the countries to the 
east of this line are relatively sparsely 


, settled, under-industrialized and capa- 


ble under favorable conditions of pro- 
ducing a surplus of food. As the great 
bulk of the population of Eastern 
Europe is engaged in agriculture, the 
surplus production should by all logic 
be extremely heavy. As a matter of 
fact, surpluses are extremely small 
when the areas under cultivation are 
considered. European Russia even 
before the war averaged only about 660 
pcunds of bread grains to the acre, 
whereas the United States harvests 
fully 1,100 pounds to the acre. The 
relatively low yields per acre in Eastern 
Europe in conjunction with the rela- 
tively high density of population es- 
tablishes a situation in which great 
countries like Poland are barely able to 
feed themselves. One is accustomed 
to think of Eastern Europe in terms of 
wide spaces, sparse population and 


isolated peasants, all of which is true as | 


compared with Western Europe, but 
it is interesting to note that, while the 
rural inhabitants per square mile in the 
United States the last census were 17.3, 
in Poland the number runs up to 183, 
in Galicia to 213 and in European Rus- 
sia to 58. 

The low standards of living have to 
be considered in relation to grain export 
capacity. Russia before the war was 
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able to throw annually on the*world 
market about 150 million bushels of 
wheat, but this export capacity was 
based on an extremely low standard of 
living among the Russian grain pro- 
ducers. They lived chiefly on rye and 
exported their wheat. The poverty of 
the producer was such that he could 
not afford to convert grain into meat on 
any broad scale. Although Russia is 
essentially an agricultural country with 
86 per cent of the population engaged 
in soil cultivation, the ratio of swine to 
human population is six times as great 
in the United States as in Russia. 
Here then are two influences in Eastern 
Europe limiting food production and 
cutting export capacity, namely, the 
break up o: the big estates and the 
difficulty of producing a surplus above 
the needs of relatively dense popula- 
tions. 


INFLUENCE OF BOUNDARY CHANGES 


Another profound change in Euro- 
pean agriculture is associated with 
changes in international boundaries 
under the peace settlement. Teschen 
illustrates in microcosm broad scale 
displacements in agriculture and in the 
foodstuffs trade through international 
boundary changes. The Council of 
Ambassadors arbitrarily divided Tes- 
chen, a community of about 35,000 
souls, between Poland and Czechoslo- 
vakia. The new frontier having been 
traced overnight the dairy man* who 
started out on his morning rounds 
found himself cut off from his customer 
because he had no license to export 
milk. The old Austrian province of 
Styria provides another illustration on 
somewhat broader scale. Southern 
Styria, under the peace settlement, was 
thrown over into Jugo-Slavia as were 
two of the richest agricultural provinces 
of Hungary-Batchka and the Banat. 
For three or four years following the 
war the Serbian government forbade 
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the ełport of food products. Prices fell 
in the home market and agricultural 
production lagged. The farmers in the 
plains of southern Styria were thus cut 
off from their age-long markets with the 
industrial population of northern Styria. 

Grain raised in the rich black soils of 
Batchka and the Banat which had 
formerly flowed to the Hungarian flour 
mills at Budapest was dammed back on 
the over-supplied Serbian market. All 
this tended to put a damper on pro- 
duction. Transylvania passed from 
Hungary to Roumania. For genera- 
tions the Transylvanian grain trade 
had flowed westward to Hungarian 
flour mills, but as a result of the peace 
settlement this trade broke fruitlessly 
against the impalpable barrier of a new 
frontier and was forced eastward. The 
rich sugar industry in Pomerania and 
the Posnan district developed by Ger- 
man genius passed over to Poland and 
production at once declined. What- 
ever the remote results may be o- the 
aprarian changes in Eastern and Cen- 
tral Europe the direct results have been 
decline in production. It may require 
a generation or more for such countries 
as Russia and Roumania to get back to 
their pre-war agricultural capacity. 
Bessarabia as a Russian province had a 
grain export capacity of about 80 per 
cent of the national production. Asa 
Roumanian province her grain export 
capacity has practically been extin- 
guisited. 


The interrelations as’ between grain 


growing and live stock production are | 


rather clearly defined if time were al- 
lowed to go into the situation. For 
example, the German hog industrv de- 
pended before the war upon huge im- 
ports of cheap Russian barley. While 
exact figures are lacking it is known 
that the German hog population is 
` anywhere from 80 to 40 per cent under 
pre-war figures. As a consequence 
German demand for American hog 
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products was never so keen as in the 
postwar period, Despite crumbling 
exchanges and the obstacles to inter- 
national trade, German imports of 
American hog products are higher than 
before the war. 


Erect on UNITED Stares FARMER 


It is dangerous to make prophecies 
and generalizations are futile. This 
one thing may be pointed out, that the 
prosperity of the American farmer is 
linked up rather closely with agricul- 
tural conditions in Eastern Europe. 
Certainly the American farmer is 
getting a new conception of the inter- 
national character of his business. 
Under normal conditions Eastern Eu- 


rope was able to supply Western Eu- ~ 


rope with an amount of wheat annually 
which rather exactly equals our wheat 
export surplus or say 185 million bush- 
els. Taking the present cereal year the 
wheat export capacity of Eastern Eu- 
rope will hardly run above 30 million 
bushels. The grain capacity of the 
over-industrialized Western European 
countries is not a thing which can be 
improvised from one year to another. 
Production in such countries as Eng- 
land and Belgium proceeds under 
definite limitations imposed upon dense 
populaticns that have already carried 
agriculture to a high state of intensive 
development. The setback therefore, 
to Eastern and Central European agri- 
culture proved a great windfall to the 
American farmer for a year or two suc- 
ceeding the war and wheat would be 
selling in the Chicago market today for 
probably above $1.50 a bushel except 
for the extraordinary upsurge in Cana- 
dian and Argentine production. The 
northwest wheat farmer therefore is flat 
on his back with wheat around $1.00 a 
bushel, not because of any quick re- 
covery in European agriculture, but 
because we are undersold by wheats 


produced on the cheaper and more fer- ' 


` like normal. 
À fa>mer may be lessoned im the fact that 
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tile soils of Canada and Argentina. 
Of course the low price of hogs is 
associated with the low price of grain. 
We sold more hog products in Europe 
last year than in the best of our pre-war 
years, but we did the business at un- 
satisfactory prices. 

As to the outlook for the immediate 
fuzure we could of course do more busi- 
ness with Europe if political animosities 
were softened and a general tranquil- 
ization effected. Probably Germany 
alone would have used from 85 to 50 
million bushels more wheat this present 
year than was actually purchased 
abroad if conditions had been anything 
Certainly the American 


the tie-up in the Ruhr is not a local 
matter. Lancashire mills operating 
American raw cotton are running at 
only 50 per cent capacity. This re- 
flects in turn trade depression, wide- 
spread unemployment in Great Britain 


and low standards of living. Bear in, 


mind that Great Britain for generations 
has invested capital in the four corners 
of the globe. This capital has de- 
veloped nitrates in Chile, meat and 
wheat production in the Argentine, 


——cefee_in Brazil, tea and spices in the 
- Orient, raw cotton in India and Egypt. 


These colonies in turn found one of 
their best markets in Central Europe 
and having lost this market to a large 
extent they are no longer in a position 
to buy in the British market electrical 
machinery, cutlery, cotton piece goods, 
ete. I am not considering this situa- 
tion from a political standpoint at all, 
but you can work all the way around a 
circle from the Ruhr to some rural par- 
isk. in Louisiana, where a negro culti- 
vates his cotton patch in a backwoods 
clearing twenty miles from a railroad. 


EUROPEAN COMPLEXITIES 


x Iwil not go into the imponderables 
ox the impalpable and immaterial ob- 
f 
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stacles to our trade with Europe’ Eu- 
ropean peoples are possessed of certain 
post-war complexes which are unfa- 
vorable to international trade. Faith 
in the future is the keystone of business. 
One journeys from country to country 
in Europe end finds no great confidence 
in the fucure; populations controlled by 
the certainty-of-uncertainty complex. 
Add to this the calamity complex with 
its general feeling of impoverishment 
and ruin. This psychology may or 
may not be justified. At the time of 
the last grain harvest the writer was 
conversing with a French peasant in 
the Brie region. The old man com- 
plained that’ the “county has been 
ruined by the Germans and now they 
won't pay us.” He talked as if the 
whole nation including himself was 
going bankrupt. He complained that 
it was work, work, work all the time 
without change or relaxation. ‘Why 
not get a cheap automobile?” it was 
suggested. “I could not think of such 
an extravagance in these terrible 
times,” the old man replied. An agent 
of one of our harvester companies in- 
formed me that the French farmer was 
worth at least $200,000. 

The state of mind of one’s customer 
always has to be reckoned with when it 
comes to international trade. Perhaps 
in psychology we have some explana- 
tion of the fact that in France—a rich 
agricultural country—only one in 116 
people owns an automobile, whereas in 
this country one out of every eight 
inhabitants owns a pleasure car. 

It is hopeless to generalize as we 
cannot consider Europe as a homoge- 
neous entity. We trade with no less 
than 25 European countries, each one 
of which has to be considered on its 
own merits. They may be roughly 
classified from the trade standpoint 
though it is only an approximation. 
We may say that there are certain 
types of countries such as England 
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which are sound but not prosperous. 
England is sound; she can end does pay 
her debts, but the country for the past 
three years has been passing through a 
period of unexampled trade depression. 
The second class is represented by 
France and Belgium which are pros- 
perous but not sound. They are not 
paying their debts, but their cotton 
mills are running to mechanical capac- 
ity and there is little unemployment. 
There is a third type represented by 
Czechoslovakia which has deliberately 
sacrificed temporary prosperity to per- 
manent soundness. Another type, 
such as Germany, which sacrificed 
soundness to a little passing prosperity. 
There are other countries such as Den- 
mark and Sweden, which are both 
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sound and prosperous, and others, such 
as Greece and Hungary, which are neil- 
ther sound nor prosperous. 

I can only conclude with this gener- 
alization—that however we may stand 
on the subject of political detachment 
or political withdrawal, we are squarely 
in the trade of the world and we cannot 
withdraw if we wanted to so long as the 
difference between good times and bad 
times in this country depends upon the 
narrow margin of the 8 or 10 per cent of 
our surplus production thrown on the 
world market. Certainly in these 
stirring times we are being lessoned in 
the economic solidarity of this planet 
and even our farmer is getting a better 
conception of the international char- 
acter of his business. 
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Why Enter Europe? i 


By Warum Harp 
Political Correspondent; The Nation; Current News Features 


AM a newspaper correspondent. 
Accordingly I am not a trained 
specialist in anything except writing 
about everything. I have to take 
refuge in some very wise words. I 
count them wise. They were uttered 
by Samuel Adams of Massachusetts 
during the Revolutionary War, or just 
before or just after it. He said: 
Fellow citizens: Beware of those who tell 
you that the problems of government are 
beyond your comprehension. Government 
\ is part of humanity; and God, Who hath 
madeall men, hath made the truth necessary 
for happiness apparent to all. 


A distinguished expert in economics 
says? that if things in Europe were 
better, and if therefore the purchasing 
power of Germany were greater, our 
farmers would be able to sell a great 
deal more of their farm products to 
Europe. 

On the other hand, not long ago in 
Chicago, I listened to Mr. Alonzo 
Taylor, than whom there is no expert 
more expert, according to common 
belief. He said, after prolonged study 
and after prolonged travel, that if 
Europe were thoroughly settled, and if 
the European peasant should be grow- 
ing all the food that he could and if 
the European railroad men should be 
working and carrying that food to the 
cities, Europe could so abundantly 
provide itself with its own eatables 
that the American farmer would be no 
better off in export trade than he is 
today. 

I do not say that Mr. Taylor is right. 
Having listened to Mr. Taylor, how- 
ever, I would not dare to say on the 
other hand that Mr. Dennis! is right. 
I prefer to go back to general principles, 

1 See page 112,—Eprror. 


in which I am more at home, and where 
it is more difficult to produce contra- 
dictions. { shall attempt, impartially, 
of course, to endeavor to analyze the 
reasons for and against participation in 
European affairs by the United States. 

The arguments for going into 
Europe are three in number, as I take 
it. First, there is the argument of 
necessity; second, there is the argument 
of humanity; third, there is the argu- 
ment of increased American participa- 
tion in greater prosperity in Europe. 
‘There are those three arguments: 
necessity, humanity, business. I will 
deal first with necessity. 


CONDITIONS YESTERDAY AND TODAY 


It is said that this necessity exists 
now, as it did not exist a hundred years 
ago. I am obliged to take issue with 
that contention. It is said that we 
are closer to Europe now than we were 
a hundred years ago. I beg to reply 
that it strikes me, from the reading of 
history, that we are closer to Europe 
now in only one respect—time. The 
speed with which we can travel across 
the ocean has been increased. The 
speed with which messages from one 
continent to the other can be sent 
has been increased. The rapidity is 
greater. Nevertheless, the depend- 
ence of this continent on that continent 
is less. Inthe War of 1812—and I will 
speak first from the military standpoint 
and then from the trade standpoint— 
it was simple for the British to land on 
Chesapeeke Bay and to march almost 
at will into the city of Washington. 
During our Revolutionary struggle 
with England, and afterwards, it was 
possible fcr John Paul Jones, flying the 
American flag in an old wooden slow 
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frigake, to get to the coast of Scotland 
and to land and to accomplish what 
the Britishers regarded as despicable 
acts of depredations on his own original 
native soil. 

I should like to ask any naval man 
how easy it would be for the captain of 
en American battleship to go over and 
land on the coast of Scotland today. 
And I have asked our navy at Washing- 
ton how easy they think it would be for 
a British fleet to land on Chesapeake 
Bay under modern conditions. They 
have replied to me that I could see the 
answer for myself by considering what 
trouble the British had in getting 
ahead at Gallipoli. . 

The British could sail the seas to 
Gallipoli faster than a hundred years 
before, but they could not make a 
landing so easily. The art of defense 
has kept pace with the art of offense. 
The idea that speed diminishes security 
is an illusion. Our coasts today are 
safer from a British fleet or from a 
French fleet—they are safer from a 
British or from a French army—or 
from any other European fleet or army 
—than they were a hundred years ago. 
On that point I should be willing to ap- 
peal at any time to the bulk of mili- 
tary and naval authority. 

I hope I may be pardoned for thus 
beginning my article by referring to 
so vulgar a thing as physical security. 
I will next refer to trade and I will refer 
to is with vulgar realism. A hundred 
years ago we were a great carrying 
nation. Immediately after the Revo- 
lutionary War, and for decades after- 
wards, we were among the great 
carrying nations of the world. We 
carried for ourselves. We carried for 
other nations. The injuries which 
France and Britain were accordingly 
able to inflict upon us from 1792 up to 
1812 were by all historica} testimony 
immeasurably greater than the injuries 
which the quarrel between Germany 
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and Britain inflicted upon us in the 
period from 1914 to 1917. 

On that point again I will appeal to 
the testimony of the whole bulk of 
competent expert opinion. I will also 
appeal to what every schoolboy knows 
who has read the history of Jefferson’s 
administration. We were very much 
more vulnerable then, because more 
then than now our livelihood depended 
upon the seas. Further, we imported 
many more of our necessaries then 
than now. Our manufactures tken 
were few and small. We were de- 
pendent then upon Europe for a much 
greater proportion of the manufac- 
tured articles which we consumed. 

I maintain the 
necessity for going into Europe was 
greater under Washington, under 
Jefferson, under Madison, under 
Monroe, than it is today. Our shores 
were more defenseless. Our economic 
life for our necessaries was more 
dependent upon Europe than now. 

Yet in spite of that superior necessity 
of those days, when in our absolutely 
necessary livelihood, we were much 
more entangled with Europe than we 
are now, and when our shores were 
much more open to European attack 
than they are now, Washington and 
Jefferson and Madison and Monroe 
decided that political participation by 
the United States in the imternal 
politics of Europe would be a mistake. 

I therefore hope that anybody who 
says now that necessity drives the 
United States into political participa- 
tion in European affairs Will also say: 
“T am wiser than Jefferson, I am wiser 
than Madison, I am wiser than Mon- 
roe. They were under a greater neces- 
sity than we are. They said ‘No.’ 
Disputing them, I say ‘Yes.’”’ 


Is Untrep States Heup NEEDED? 
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I come then to the argument of ye 


humanity. J admit a certain cogency 


Wuy ENTER EUROPET 


in this argument. The Europeans, 
apparently, have reached the condition 
at which their European problems are 
bevond their European mentalities. 
This is a sad fate for that Continent. 
After the Thirty Years War in Europe 
in the 17th century, when Germany 
was the principal scene of the war, one 
third of the population of Germany had 
been destroyed. The fields of whole 
provinces were ruined. Entire cities 
were gone. Germany was more pros- 
trete than France is today. Germany 
looked about. She looked across the 
Atlantic Ocean to see the United 
States. There was no United States. 
She had to revive by her own 
efforts. 

That was too bad. Europe has been 
desolated over and over again. Every 
time so far it has revived by its own 
efforts. Germany, which in 1648 was 
so prostrate that it seemed to be 
nething, was three hundred years later 
able to over-awe the whole world. 

However, if the Continent of Alex- 
ander the Great, of Julius Caesar, of 
Cnarlemagne, of Pope Hildebrand, of 
Bismarck, of Palmerton, of the Elder 
Pitt and of the Younger Pitt, of 
Napoleon, of Garibaldi, of Tolstoi, of 
Sz. Francis, of Lloyd George, or 
Poincare, or Sir Esme Howard, if that 
Continent has reached the mental 
condition at which, for the solution of 
its own problems, it needs Arthur 
Bullard and me, I think we ought to 
volunteer. 

Of course, after conversations with 
Arthur Jamés Balfour and with Sir 
Esme Howard, I am convinced that 
our volunteering would show real 
courage. Courage, however, is what 
we ought to have. 

Now consider those Hungarian 
noblemen who erected a tariff against 
the products of Serbia. By means of 
that tariff they injured Serbia so tre- 
rendously that Serbia was resentful. 
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Serbia then committed an act of vio- 
lence which lead to the war. 

I can see the remedy. Every 
Hungarian nobleman should have an 
American guardian angel who would go 
about with him; and, when he wanted 
to put up a high tariff, his American 
guardian angel would say to him: 

“No, dook at the United States! 
You don't need a high tariff.” 

And these racial prejudices in Eu- 
rope! These religious prejudices in 
Europe! What these Europeans need 
is a Klezgla and a Cyclops to go over 
there and give them some lectures on 
how to love one another. 

I will not deny a certain validity in 
that argument. It seems that out of 
our superior stores of mentality and of 
moral integrity we can resuscitate the 
Continent which once was the mother 
of civilization. We can go to her and 
say: “Mamma, you are drooling at the 
mouth. You don’t know how to knit 
any longer. Give me those knitting 
needles. I will show you how to knit 
your socks.” If that is the situation, 
I am willing to admit we ought to go. 

I come to the third argument. I 
am dealing with all these things in a 
very general way, without details. 
The general principles are what we 
ought to go on. Details are so con- 
fusing! I come to the argument of 
increased trade. ‘There again I think 
that there is a certain validity in the 
argument. ° 

Jf the great bankers of New York, 
and if the wheat farmers of the West, 
followed by their retinue of trained 
idealists, think that they can sell more 
of their goods in Europe, why, whether 
it is true that they can or not, I see 
nothing against making the effort. 

At that point, however, I come to my 
conclusion. It is a simple conclusion. 
I will recapitulate it. Our ancestors 
had more actual necessity for linking 
themselves politically to Europe than 
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we have. They did not do it. I 
think, from the memorials which they 
have left behind them, that they were 
giants. I am content to side with 
them. 

It is not necessity, I contend, that 
drives us to Europe today. It is only 
humanity—and trade. 


Evrore’s Prostem Best SETTLED BY 
EUROPBANS 


' Now, if it were indeed necessity, I 
admit that then it would be perfectly 
proper and necessary for us to go into a 
continuous European political organi- 
zation like the League of Nations. The 
justification for such organizations is 
that they represent a necessity felt by 
the conflicting nations which, rf they 
did not join the League, might perish. 
They therefore should join. People, 
when they go where necessity leeds 
them, go with wisdom. Necessity 
breeds wisdom. Meddlesome philan- 
thropy does not. Where a man must 
think or die, he can think. Our gomg 
into Europe is not with us a living or 
dying matter. I believe, therefore, 
that it is unnecessary——and would be 
foolish—for us to join any so-called 
world organizations where Europeans 
discuss internal European problems 
which for them are matters of life and 
death and real thought and for us ere 
matters merely of secondary philan- 
thropy, of secondary greed, and of 
second-rate and second-hand mental 
effort, easily developed and easily 
duped. 

Not needing then to join the League 
by necessity, I contend that there is 
no other conceivable reason why we 
should join it. Our present diplomatic 
machinery is all that we need for hu- 
manitarian and commercial purposes. 

I imagine myself Secretary of State. 
I have a representative called a minis- 
ter or an ambassador in virtually every 
capital in the world. In addition <o 
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him ĮI have usually a counselor in that 
same legation or embassy. Then I 
have there a first secretary, a second 
secretary, and a third secretary. 
Then I have various attachés there. 
I have a long, long list of employes, 
spread out all over the world, in every 
country almost; and to each legation, 
to each embassy, I have a cable. If 
the cable is out of order, I can reach 
many of my employes by radio. 
There they all are! All these diplo- 
mats! If I have anything to say about 
the help we want to give, or about the 
trade we want to further, I have 
adequate means of saying it, if only I 
have the wit to know it and the energy 
to say it. 

It would not be at all difficult to 
present to the whole world within 
three hours the American idea, if there 
is one, about how to solve Europe and 
about how to solve the world, and 
heaven. It can be done at any time. 

Europe is making progress toward 
recovery under the system of relation- 
ship that exists between Europe and 
this country. The patient is getting 
well. 

There was once in a periodical 
published in this city a cartoon showing 
a quite elderly and blasé Europe 
kneeling on one knee before Columbia 
and saying, “If you do not marry me, 
I will commit suicide.” She did not 
marry him and he did not commit 
suicide. They usually don’t. 

Instead of committing suicide, he is 
now gradually getting well with the 
help of those geniuses, those individual 
geniuses, whom we produce on this side 
of the Atlantic and who go over to the 
other side of the Atlantic and who 
there, as individuals, on various com- 
mittees and commissions, tell those 
people over there what they all knew 
already. They tell them the manifest 
primary outlines of common sense, 
which they all of them already had put 


+ 


~ 


Way Enter EUROPE? 


down in print in all their magazines 
and newspapers. Then they pretend 
that because an American said it they 
will do it. 

So why change? There is no neces- 
sity. ‘There is absolutely no necessity. 
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There is only humanity and trade and 
for purposes of humanity and purposes 
of trade, we already have all the 
diplomatic machinery we need, when- 
ever and wherever we care to use 
it. 


Extent and Limits of International Co-operation 


By Vicror Roszwatse, Pa.D. 


ULES governing international re- 

lationships, like rules governing 
conduct generally, must be capable 
of being made reciprocal in their appli- 
cation. So, I take it, if we volunteer 
our help to Europe, or intervene for 
eny of these reasons, we must picture 
the possibility of those nations doing 
likewise for us should they believe 
cecasion to warrant and we must re- 
member that we have ‘some cousins 
abroad perhaps who, without great 
pressure, might convince themselves 
some time that they need something 
over here. Necessity is a very elastic 
term and is easily stretched to cover 
almost any emergency. This Academy 
not long ago held a session commem- 
orating the Monroe Doctrine, which, 
if I understand it correctly, means that 
we would look at least with displeasure 
upon any European government main- 
training or pretending that their neces- 
sity drove them into South America 
for any reason. Against such an 
assertion of necessity. we of course 
would set our own necessity to hold 
this Hemisphere free from further in- 
trusion of old-world sovereignty. 

In candor, we must admit further- 
more that we have had occasions in 
our history when certain benevolent 
people in Europe may have thought 
we were lacking in humanity. We had 
a little discussion among ourselves in 
the 60’s involving a question of moral- 
ity and humanity but we did not wel- 
come European interference. On the 
contrary, we collected a round sum 
through the Geneva arbitration be- 
cause some one came in without our 
invitation. On grounds of humanity 
we volunteered to relieve Cuba from 


the cruelty of foreign oppression but 
it is debatable, to put it mildly, 
whether we would have acquiesced in 
a move on the part of any other nation 
to do this job instead of leaving it to 
us. As all know, the conception 
of what constitutes humane conduct 
has undergone change from time to 
time and still differs among civilized 
peoples. 

When it comes to commercialism, 
lines of geography are today less effec- 
tive as brakes upon covetousness than 
in times past. People in other parts of 
the world may as readily come to 
believe that they have a compelling 
commercial interest on this side of 
the Atlantic as we that we have a 
commercial interest in some other 
country. Commercial exploitation in 
keen rivalry or in disregard of the 
wishes of the country affected evokes 
objection, here as elsewhere. 


Tup UNIVERSAL POSTAL Union 


Yet the United States has co-oper- . 
ated in the past and will no doubt 
continue to co-operate In many ways 
with the other nations of the world. 
The most noteworthy phase of such 
associated action, with which the 
United States has been identified from 
the outset, has not had the attention 
it deserves. J refer to the Universal 
Postal Union in which more than 
sixty different countries have partic- 
ipated. The World Postal Congress 
has met from time to time with £^ many 
nations represented by their dele- 
gates as in the League of Nations. 
The facts as to origin and development 
are worth recalling, especially as the 
suggestion was ours and came from 
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the United States right in the midst 
of our great Civil War. In the year 
1862 Postrmaster-General Montgomery 
Blair called attention to the need of 
better arrangements between coun- 
tries exchanging mail and this led to 
a conference at Paris in 1862 at which 
the subject was discussed and the for- 
mation of a World’s Postal Union de- 
cided upon. This postal union has a 
constitution, so to speak, in the form 
of a treaty to which all the govern- 
men‘s concerned are parties, and this 
treaty is revised from time to time by 
a congress, called the World’s Postal 
Congress, at which each of the coun- 
tries is represented by delegates. 

The First Postal Congress was held 
in 1874 at Berne, Switzerland, with 
twenty-two governments represented, 
whose pcst offices served 800,000,000 
people. The Second Congress was 
held at Paris in 1878 with thirty-eight 
governments represented, The Third 
Congress was held in 1885 at Lisbon 
with fifty-three governments repre- 
sented. The Fourth Congress was 
held in 1891 at Vienna with fifty-six 
governments represented. The Fifth 
Congress was held m 1897 at Washing- 
ton with fifty-eight governments rep- 
resented. The Sixth Congress was 
held at Rome in 1906 with sixty-two 
governments represented, whose post 
offices serve 1,500,000,000 people. The 
last session, much delayed by the war, 
was held in Madrid. Nothing could 
better illustrate the marvelous growth 
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of the pcst cffice business and theshuge 
influence it has had in widening civi- 
lization than the contrast of the First 
Postal Congress at Berne in 1874 with 
twenty-two governments participating, 
representing $00,000,000 people and 
that at Rome in 1906 with sixty-two 
governments participating, represent- 
ing 1,500,000,000 people. 


Necessity ror MUTUAL 
UNDERSTANDING 


In all metters relating to inter-com- 
munication the necessities of the case 
require common understanding be- 
tween nations regardless of the par- 
ticular machinery employed to bring 
about mutually accepted rules and 
regulations. Radio transmission and 
aviation call for treatment along sim- 
ilar lines as postal exchange; the rule 
of every country for itself is here un- 
workable. 

There are also many other fields of 
co-operative work in which we have 
joined forces with Europe, either for- 
mally thrcugh our government or less 
formally through unofficial associa- 
tions, including immigration and col- 
onization, traffic in drugs and poisons, 
combat of disease, relief of disaster, 
proteciion of fisheries, seals, birds, 
exploitation of scientific researches, 
etc. The possibility of conflict at all 
these points of contact suggests the 
desirability of established tribunals and 
procedure for adjudication and settle- 
ment. 


The Permanent Court of International Justice and 


World Peace 


By Maxey O. Hupson 
Bemis Profeasor of International Law, Harvard Law School 


T may reasonably be anticipated 
that the Permanent Court of In- 
ternational Justice will contribute to 
the maintenance of the world’s peace 
in three ways: 
(1) In its decision of disputes and 
vexed questions as they arise; 
(2) In its building a cumulating 
body of international case law; 
and 
(3) In its facilitating the settlement 
of problems directly handled 
by the Foreign Offices. 
Each of these three contributions is 
possible, although the Court has only a 
limited jurisdiction which for twenty- 
six of the forty-seven signatories cannot 
be said to be compulsory. It is quite 
unnecessary to exaggerate the pres- 
pects, therefore, in order to maintain 
that the Court promises to render 
distinct service within its limited field. 
(1) In the judgments which it will 
render in cases submitted to it, its 
utility is obvious. In the one con- 
tested case which has come before it, 
to date—the Kiel Canal dispute be- 
tween Great Britain, France, Italy, 
Japan, and Poland on the one hand 
and Germany on the other hand—the 
decision of the Court put at rest a 
controversy which the Foreign Offices 
had failed to settle through many 
months of negotiation. It seems prob- 
able that many other cases of a similar 
nature will arise in the future, and 
the Court’s handling of them is dis- 
tinctly provided for in many treaties. 
Twenty-one states have accepted the 
optional clause of the Protocol confer- 
ring compulsory Jurisdiction in speci- 


fied groups of cases, and numerous 
other treaties like the minorities treaties 
and the recent conventions promul- 
gated by League of Nations conferences 
confer additional jurisdiction on the 
Court. 


VALUE or Apvisory OPINIONS 


It is fortunate, however, that we do 
not need to await acute and ripened 
controversy for the Court’s service to > 
be availed of. It may give advisory 
opinions at the request of the Council 
or Assembly of the League of Nations. 
Our experience to date indicates that 
this may prove a big enlargement of 
the Court’s opportunity for service. 
Eight questions have been submitted 
by the Council during the first two 
years, and in seven instances the opin- 
ion of the Court has been an important 
factor in the settlement of existing 
differences. It seems probable that 
the Council will continue to exercise its _ 
competence to request such opinions, 
as differences arise before it. 

The Court has clearly shown that its 
jurisdiction to give advisory opinions 
will be exercised in a thoroughly judi- 
cial manner. Indeed there can be no 
doubt about this since the refusal in 
1923 to give an opinion or the Eastern 
Carelian question. The doubts that 
existed in the beginning as to how these 
opinions might be given ought to be 
thoroughly dissipated by the Court’s 
action in framing the rules of Court, by 
its refusal to give an opinion in the one 
case, and by its procedure in the seven 
cases in which opinions have been - 
handed down. For each of the seven 
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opinions has involved the settlement of 
an issue which has arisen in practical 
affairs; in each case the Court has heard 
thorough argument on behalf of all 
interests that requested to be heard; 
in each case the judges have taken 
time for careful deliberation; and in 
each case the whole proceeding has 
been public in such a way as to fasten a 
feeling of responsibility on the judges. 
Under these circumstances, it seems 
quite idle to make the oft-repeated 
statement that the Court does not 
exercise a judicial function in giving 
advisory opinions. 

It is true that the larger political 
questions about which nations might 
go to war will not generally come be- 
fore the Court. But most of these 
involve legal phases, also, and fre- 
quently a wise handling of some sub- 
sidiary legal problem may contribute 
to the pacific handling of the political 
situation. War is often the result of 
the statesman’s having no expedient 
at hand to try. The Court offers that 
expedient, at least with reference to 
the legal questions usually incident 
to major disputes. 

Moreover, the successful handling of 
disputes which are susceptible of legal 
formulation will tend to reduce the 
number of points of international 
friction and will increase general con- 
fidence in the efficacy of peaceful 
settlement. As the decisions and opin- 
ions accumulate, therefore, willingness 
to resort to the Court should grow and 
the range of its action should widen. 


OPPORTUNITY to Borp PERMANENT 
Bopy oF Case Law 


(2) It is the chief advantage of a 
permanent staff of judges that their 
work together will tend to build tradi- 
tions for the Court, will enable them to 
develop a technique of working to- 
gether, and will infuse continuity into 
the results of their work. Useful as 
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have been the tribunals of the Parma- 
nent Court cf Arbitration in the eight- 
een cases which were handled by them, 
few traditions grew up about their 
work, and except for the functioning of 
their permanent Bureau, each arbitra- 
tion was more or less unique. The 
arbitrators were usually compelled to 
work out.their own methods of proce- 
dure, though the various compromis 
more or less followed the same mould. 
The opinions had few common threads 
running through them, also. So that, 
while the ovinions and awards in the 
eighteen cases do constitute an impor- 
tant contritution to international law, 
they represent no systematic effort to 
that end. 

The judges of the new Court have a 
greater opportunity for continuous 
effort to produce a body of case law. 
In certain -telds, like that of protect- 
ing minorities, they will undoubtedly 
handle relaced problems. Two of the 
opinions already handed down related 
to the Polish Minority Treaty, for in- 
stance. The judges’ nine-year terms 
and their freedom from other duties 
should enable them to do their work 
systematically also. 

The opinions of the Court should in 
time build a structure of international 
constitutional law which will add 
greatly to the efficiency of existing 
international institutions. The first 
three opinions of the Court related to 
the functioning of the International 
Labor Conzerence and gave it solutions 
of problems which threatened its use- 
fulness. In the same way, the opinion 
about the Tunis-Morocco dispute be- 
tween Great Britain and France gave 
an authoritative interpretation of lan- 
guage in the Covenant of the League of 
Nations as it applied to that dispute; 
and the two opinions concerning the 
Polish Minority Treaty helped to 
define the extent of the Council’s 
competence under all the minority 
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treaties. Not only the various organs 
of the League of Nations, but also other 
bodies like the Institute of Agriculture 
and the Universal Postal Union may 
find themselves aided by being able to 
submit legal tangles to the Court 
through the proper channels. 

The much-discussed provision in the 
Statute of the Court, that decisions of 
the Court are not to become binding as 
precedents, does not stand in the way 
of the Court’s building this new edifice 
of international law. For this provi- 


sion merely excludes the application of | 


the Anglo-American doctrine as to the 
binding force of precedent. It means 
that the civil-law as opposed to the 
common-law approach is to be followed, 
by which new cases are not controlled 
by past decisions. In practice, it 
seems probable that the Continental 
lawyers who have the civil-law ap- 
proach and the American lawyers who 
have the common-law approach reach 
approximately the same results. At 
any rate, the Court is not precluded 
by this Article in its Statute from 
pyramiding its doctrines, nor from 
following out with reasonable con- 
tinuity certain lines of decision. 

In this connection, reference may be 
made to the importance of not exagger- 
ating the difference between arbitration 
and adjudication. A notion has re- 
cently been current in America that 
the former necessarily involves a larger 
element of compromise and that arbi- 
irators do not feel themselves bound by 
law, while adjudication involves only 
the automatic application of ready- 
made law by judges who are not legis- 
lators and who operate more or less 
mechanically within fixed limitations. 
If there is some truth in this, it is 
nevertheless generally true that the 
two processes do not greatly differ. 
In both, trained lawyers will feel bound 
to follow ascertained law in most cases, 
and in both trained minds will travel 
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the same roads to “find” the law that 
is applicable. Our recent history does 
not sear out the distinction as it is 
frequently expressed in America. . 


Ai to THE FOREIGN OFFICES 


(3) The existence of the Permanent 
Court of International Justice has a 
wider influence, however, than that of 
the Court’s direct contributions. For 
it constitutes an important political 
fact which the Foreign Offices must 
take into account in their own labors, 
even when they do not shift their 
responsibility to the Court. Thus it 
seems probable that public opinion 
will insist that attempts be made at 
judicial settlement in many cases, and 
such insistence will be in itself a factor 
tending to produce agreement. It 
may £lso be true that a proposal by one 
party to a dispute that the Court be 
used, will tend to make agreement 
easier. In other words, one more 
e ient, one more proposal, one 
more piece of machinery stands be- 
tween the peoples and war. A new 
ground for continuing discussion exists, 
and in some instances it may give the 
diplomats the instrument of delay and 
of definition which will enable them to 
forestall breaks. 

Several recent instances illustrate the 
value of the Court from this point of 
view. Late in 1928, when a Jugo-Slav 
attaché was attacked in Bulgaria, the 
Bulgarian Government at once pro- 
posed resort to the Court to determine 
the amount of the indemnity to be paid; 
and though no such resort was agreed 
upon, the proposal did lend a point for 
deliberation when the atmosphere of 
discussion was tense. So in the dis- 
pute ketween Switzerland and France 
concerning the abolition of the free 
zones in Upper Savoy, late in 1928, 
Switzerland proposed the submission 


of the dispute to the Court, and thus — 


created a new area for discussion. 


Toe PERMANENT Court OF INTERNATIONAL JUSTICE 


While independent arbitration seems 
~to have been decided upon, even this 
result was probably reached more 
easily because the Court existed and 
could figure in the proposals made. 

But the references to the Court in 
the negotiations at the time of the 
Corfu crisis are most instructive. 
Throughout that troubled period, the 
existence of the Court and its readiness 
to be availed of was a factor tending 
toward the continuance of calm dis- 
cussion and the drafting of possible 
compromises. Practically every scheme 
of settlement proposed included some 
provision for the aid of the Court. 
And the settlement proposed by the 
, Council of the League and adopted by 
‘the Conference of Ambassadors pro- 
vided for the Court’s determination 
of the amount of the indemnity to be 
paid by Greece to Italy. This provi- 
sion was later dropped, and no ques- 
tion was sent to the Court. A struggle 
in the Council of the League about the 
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proposal to request the Court for an 
interpretation of the Covenant ended 
in the Councils creating a special 
committee of jurists for that purpose. 
Tracing through the entire negotia- 
tions, it seems indisputable that the 
existence of the Court increased the 
general confidence in the possibility of 
a peaceful settlement and made it more 
difficult for Italy to remain in Corfu 
in defiance of world opinion. 

So the Cotrt’s contribution is not 
limited to what the Court does—it 
includes also what the Foreign Offices 
do as a consequence of the Court’s 
existence, in their own handling of 
international] differences. 

In these three ways, then, the 
Permanent Court of International 
Justice serves the world today as an 
agency for the promotion of peace. 
If 1t may not be hailed as a substitute 
for war, it can at least be welcomed 
as a support for the peace of the 
future. 


Arbitration as a War Substitute 


By Rors MORGAN 
Chairman, Council on Policies, National League of Women Voters 


N one word I can tell you what I 
really represent in this volume, and 
that is that well-known article, the 
average mind. I deal with the women 
of the League of Women Voters from 
all over this country and we are quite 
happy to be classified by experts as 
that important body, the average mind, 
because we realize that in all these 
problems we represent exactly what 
the patient does to the»doctor. Our 
reactions are quite important to the 
whole problem. 

It has always been a matter of in- 
terest to me, historically, that a very 
simple statement about actual hap- 
penings has often made clear to the 
average mind what the trouble was all 
about. I often think of John Hamp- 
den refusing to pay the royal tax be- 
cause he thought the king had no right 
to ask him, and that one thing made 
clear to the average citizen of England 
that it was not just that there should 
be taxation without representation. 

The Permanent Court of Internation- 
al Justice represents in this whole prob- 
lem just such an important and sig- 
nificant fact. We do know that it is 
very limited in scope. We know that 
it has no compulsory jurisdiction. We 
know that it has no force to put its de- 
cisions into effect and we know it is a 
matter of choosing to go before it in each 
particular case, even should the United 
States desire to adhere to it. Some 
people have wondered why it was that 
women and churches and universities 
and federations of Jabor and Y. W. C. 
A.’s and organizations everywhere have 
displayed such interest and such 
enthusiasm in imploring the Senate to 
permit the United States to join this 


Court, and I am quite sure that there 
are some experts who think that the 
simple reason is that they are being 
misled in the matter. We are very 
much used to that somewhat vague- 
minded group that think that, because 
peace is the reverse state to the state 
of war, all we have to do is to support 
peace everywhere and in that way we 
shall secure something that will be a 
substitute for war. 


ARBITRATION 


We really have learned better than 
that and we have come to believe that 
some form of machinery is the essential 
thing. We believe in conferences on 
international disarmament by agree- 
ment. We believe in economic con- 
ferences which will stabilize the finan- 
cial situation and bring economic 
health to nations. We believe in all 
of these manifold activities. We be- 
lieve in conferences to discuss the out- 
lawry of war, the control of the com- 
mercial manufacture of arms and the 
elimmation of all causes of war. 
These are priceless aids to peace. 
They have great spiritual as well as 
great practical value, and it is true that 
without the spirit we shall not succeed 
in making any machine function. But 
these aids become almost dangerous if 
they obscure the fact thatthey are not 
a substitute for war, and may I say 
quite frankly that to the average mind 
there is just one substitute and it is 
contained in the principle of arbitra- 
tion. 

We need not make any fine distinc- 
tions between legal decisions and those 
obtained by arbitration. The point 
is the principle. In any contest, you 


126 


3 
the 


ARBITRATION 4S A WAR SUBSTITUTE 


ean fight or you can arbitrate—and 
that is really the point involved in the 
Permenent Court of International 
Justicz. When we once understand 
that, we shall understand a good many 
other things besides. If as an indi- 
vidual we agree in advance that we 
shall state our differences before some 
impartial body, we have given up a 
small fraction or sometimes quite a 
large fraction of our individual liberty, 
and I do not think we should blind 
ourselves to the fact that when we 
enter such a court, however limited, we 
do tLat perilous thing and resign some- 
thing of the so-called national sov- 
.,ereignty. We should face the fact and 
è we may decide that we are becoming 
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the outlawof international society; that 
is what we really are if we stand upon 
the fact that this sovereignty can never 
be sacrificed. 


AMERICAN JUSTICE 


I believe in the American passion 
for justice. It is the real thing. 
Above other countries we have this 
passion. If it is so, we shall certainly 
go ahead in that line which brings 
justice for other countries besides jus- 
tice for our own. ‘There was a great 
American saint who reminded us of 
this fact—“Our intellectual sympa- 
thies must necessarily be limited. 
Our moral sympathies are universal.” 


The Obligation of the United States Toward the 
World Court 


By Hon. Oapven L. Murs 
Member of Congress, Washington, D. C. 


HE people of the United States, 

speaking through their duly 
elected representatives, for over a 
generation urged upon the world the 
establishment of a World Court for the 
Settlement of International Disputes. 
In 1899, Secretary Hay instructed the 
American delegates to the First Hague 
Conference to present a plan for an 
international tribunal of a permanert 
character. Secretary Root instructed 
the American delegates to the second 
Hague Conference held in 1907, as 
follows: 


Tt should be your effort to bring about in 
the Second Conference a development of 
the Hague Tribunal into a permanent tri- 
bunal composed of judges who are judicial 
officers and nothing else, who are paid ade- 
quate salaries, who have no other occupa- 
tion, and who will devote their entire time 
to the trial and decision of international 
causes by judicial methods and under a 
sense of judicial responsibility. 


While the project was not adopted, 
owing to the inability of the Conference 
to agree as to a satisfactory method of 
selecting Judges, the American dele- 
gates reported: “‘A little time, a little 
patience, and the great work is accom- 
plished”; and President Roosevelt re- 
garded this difficulty of agreement 
upon 2 method of selecting judges as 
‘plainly one which time and good tem- 
per will solve.” 

From that day until the present 
World Court was actually established, 
I know of no responsible American who 
opposed the American policy of estab- 
lishing a permanent World Court for 
the judicial settlement of disputes be- 
tween nations. 


REPUBLICANS Favor Court 


I am not familiar with the platforms 
of the Democratic party, but I do know 
that for over twenty years the Re- 
publican party in its platforms has 
specifically committed itself to the es- 
tablishment of such a Court. 

I call your particular attention to the 
plank adopted by the Republican Con- 
vention held in Chicago in June, 1920, 
which reads as follows: / 

The Republican party stands for agreement 
among the nations to.preserve the peace of the 
world. We believe that such an international 
association must be based upon international 
justice, and must provide methods which shall 
maintain the rule of public right by the de- 
velooment of law and the decision of impartial 
courts, and which shall secure instant and 
general international conference whenever 
peace shall be threatened by political ac- 
tion, so that the nations pledged to do and 
insist upon what is just and fair may exer- 
cise their influence and power for the pre- 
vention of war. 


The language is general, but you will 
note that it favored’ an international 
association “based upon international 
justice,’ and which “must provide 
methods which shall maintain the rule 
of public right by the development of 
law and the decision of impartial 
courts.” Read that language in the 
light of the historic position of the Re- 
publican party, read it in the light of 
the action taken by American delegates 
to the two Hague Conferences, acting 
under the instructions of Republican 
Presidents, and can there be any doubt 
that it meant, and was understood to 
mean, that the Republican party fa- 
vored the establishment of a World 
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Court of Justice? Moreover, there are 
further facts which make it very diff- 
culz for Republicans to equivocate as to 
the meaning of the pledge, or to justify 
the failure of a Republican Administra- 
tion to join, under proper safeguards, 
the World Court that has since been 
established. The plank was drafted 
by the Honorable Elihu Root, the very 
sarne gentleman who, as Secretary of 
Stete, gave the instructions to our 
delegates which I have already quoted, 
ani who subsequently was a member of 
the commission that prepared the 
framework upon which the World 
Ccurt has since been erected. His 
atlitude was matter of public record, 
his views well known to all. 

Insofar as Republicans are con- 
cerned, this, then, is the situation: 
Fer twenty years we have advocated 
the establishment of a World Court. 
Our last National Convention, without 
amendment and unanimously, adopted 
a plank locking to the establishment of 
such a Court, drafted by a distin- 
gushed Republican who, by a strange 
caincidence, subsequently found him- 
self in a position where he played an 
active part in preparing the plan to 
cerry out the specific pledge, which he 
had drafted, and which his party had 
accepted. Under the circumstances, 
it is difficult for me to see how the Re- 
publican party, as a party, can, as a 
matter of good faith and honor, refuse 
ta support the proposition that the 
United States should hecome a member 
of the only World Court which is in 
existence, Oris ever likely to be in exist- 
ence, unless there are sound and com- 
pelling reasons which would justify 
such a change of attitude, or unless 
other nations should refuse to accept 
sich reasonable modifications as our 
government might suggest. ‘This, in- 
deed, is the position taken by Presi- 
dents Harding and Coolidge, and by 
such leading Republicans as Secretaries 
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Hughes and Hoover, and that distin- 
guished Republican statesman,’ Mr. 
Root, who, while all of his suggestions 
were not adopted relative to the crea- 
tion of the World Court, still holds that 
the Court is established on a sound and 
permanent basis, and that the United 
States cannot refuse to join without 
repudiating the position which it has 
taken for*over a generation. 


COURT IS ESTABLISHED—WHY 
DesTROY Ir? 


Yet, there are Republicans who, 
while professing to favor an interna- 
tional court of justice, strongly oppose 
the United States becoming a member 
of the present Court. They would set 
up a new court, built on pretty much 
the same lines as the existing structure, 
but with certain differences which, to 
my mind, do not appear to be funda- 
mental. Certainly they do‘not justify 
so radical a program, particularly when 
it may well be possible to meet some of 
their main objections by less drastic 
action. 

The present Court is established; its 
judges have been named; it has been 
functioning for over two years; it has 
rendered a number of important de- 
cisions, and has a number of other very 
important cases pending. What rea- 
gon on earth is there to suppose that the 
forty-six nations, who have created this 
Court and subjected themselves to its 
jurisdiction, will at our invitation scrap 
all that has been accomplished, dismiss 
the judges, wipe out the Court, and 
then adopt a plan which, for all that 
appears, May not even command the 
united support of the American people? 

Tt has always seemed to me that the 
reservations proposed by Secretary 
Hughes, to wit, that our adhesion shall 
not be taken to involve any legal rela- 
tion to the League of Nations; that the 
United States shall be permitted to 
participate in the election of judges; 
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that the United States shall pay its 
sharé of the expenses of the Court; and 
that the statute for the Permanent 
Court of International Justice shall not 
be amended without the consent of the 
Senate of the United States, afford 
ample protection to the rights of the 
United States and to the position taken 
by our people in respect of the League 
of Nations. j 

I have little sympathy or patience 
with the objection that the present plan 
is defective, in that it does not provide 
for compulsory jurisdiction. I, myself, 
would view compulsory jurisdiction 
with equanimity; but if the unvarying 
attitude of the Senate of the United 
States in the past means anything, it is 
perfectly sure that the United States 
will not accept compulsory jurisdiction, 
and we are foreclosed, therefore, from 
urging this objection as a reason for our 
refusal to participate. 

Nor can I attach any real importance 
to the complaint that in the Assembly 
of the League the British Empire will 
have more than one vote. No nation 
may have more than one judge. The 
Council is so constituted that it is cer- 
tain that the United States and the 
British Empire will surely have one 
representative on this Court. After 
that, the sole interest of the United 
States, of Great Britain and of the 
British Dominions, will be to select 
able and well-fitted judges. Lookmg 
at it from that standpoint, why should 
any American object to the fact that 
those who are most familiar and most 
sympathetic with our whole conception 
of law and system of jurisprudence 
should have additional influence, as 
compared with other nations, in the 
selection of these judges? 


A WELL-GROUNDED OBJECTION 


An argument entitled to more serious 
consideration is, that this Court is not 
in the true sense a World Court, but a 
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League of Nations Court, created by 
the League of Nations, whose judges 


are elected by the League, and which sA 


has a particularly intimate relation 
with that body, owing to the provision 
that it is called upon to render advisory 
opinions as to the proper interpretation 
of the various covenants and treaties to 
which the members of the League of 
Nations are signatories. In this con- 
nection, it is urged that the Council and 
Assembly of the League of Nations will 
almost inevitably develop a solidarity 
and self-consciousness which is bound 
to color and affect their action, even 
when sitting as electoral bodies for the 
selection of judges; and that in render- 
ing advisory opinions the Court will not 


be sitting in a strictly judicial capacity, — 


but may well approach the problem 
from the standpoint of international 
politics and diplomatic tradition. Pro- 
fessor Hudson’s statement as to the 
attitude of the Court in the matter of 
the advisory opinions that have already 
been demanded of it, should go a long 
way towards dissipating the latter con- 
tention. Moreover, though it does not 
appear to me at all necessary, the 
United States Government might make 
it entirely clear that it assumes no re- 
sponsibility for the position taken by 
its representative on the Court when 
the Court is sitting as an advisor. 

The first proposition, however, in 
view of the well-settled attitude of our 
people towards the League of Nations, 
cannot, as a practical proposition, be so 
lightly dismissed. While, to me, the 
argument is not convincisg, it is un- 
deniable that it has influenced miny 
people, and certainly some who are Ina 
position to retard and obstruct what I 
believe is the proper course for us to 
pursue. 

The answer to their objection would 
seem to be that the members of the 
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Assembly and Council do not sit in „4 


those bodies as individuals but as the 
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diplomatic agents of their government. 
They are not representatives in the 
senge that a member of Congress or a 
member of the House of Commons is a 
representative, and when they speak or 
vote are not voicing their individual 
opinions or judgment, but the opinion 
and, judgment of their government. 
Under those circumstances, it is diff- 
cult to see how the Assembly and 
Council could develop the self-con- 
scicusness, the individuality and soli- 
dar:ty of the ordinary legislative body, 
or be in any way influenced in selecting 
the judges of this Court by the motives 
anc. psychology that would influence 
the ordinary legislative body on such 
an occasion. They would much more 
resemble a Council of Ambassadors 
than a representative assembly. This 
suggests a further thought. 

Would it not be possible, in order to 
completely meet the objection that this 
is a League of Nations Court—and 
when all is said and done, this argu- 
ment may be sufficiently persuasive to 
keep the United States out-—would it 
not be possible, I repeat, to suggest to 
the other nations that the selection of 
jucges in the future should be en- 
trusted, not to the Assembly and Coun- 
cil of the League of Nations, but to 
diplomatic representatives of the signa- 
tory Powers sitting in two groups, each 
constituted along the lines of the pres- 
ent Council and Assembly of the 
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League of Nations? I see no practical 
objections to this proposition, and if it 
were adopted, the last defense of those 
who oppose our adhesion to the World 
Court would be down. “‘T'weedledum 
and Tweedledee,” you may say, and 
would the United States be justified in 
asking all the other nations to make 
such a change for apparently so little 
reason? Perhaps not. And yet, as 
matters now stand, the issue is in 
doubt. The people during the coming 
months are going to be concerned with 
domestic issyes, the World Court may 
be pushed aside and overlooked, and 
its opponents may well be successful. 
As a Republican, I want to see my 
party keep faith. As an American, I 
want to see my country true to the pol- 
icy which it initiated and once more 
reassume the leadership of those na- 
tions who desire the peaceful settle- 
ment of international disputes. I 
want the United States to join the 


. World Court on the basis suggested by 


President Harding and Secretary 
Hughes; but in order to accomplish the 
all-important result, I would be willing 
to make every further reasonable 
concession to meet honest and sincere 
objections, to clear up existing misun- 
derstandings, to sweep away preju- 
dices, and then, if there is still opposi- 
tion, to present to the American people 
a clean-cut issue and to hear a united 
and I believe an affirmative answer. 


The Way Toward Peace 


By His Exceniency, Tur Rigut Honxnorasin Sm Esmm Howarp, - 
G. C. M. G., K. C. B., C. V. O., Ambassador af Great Britain, Washington, D. C. 


HE question of maintaining peace 

throughout the world and how it 
can best be accomplished is answered, 
I think, in just five words. They are 
not very new. They are about nine- 
teen hundred years old, but they are as 
true today as they were then and will 
be true forever. They are: “Love 
thy neighbour as thyself.” 

Could we get not only individuals 
but also nations to apply them in their 
mutual relations, covetousness, mis- 
trust, fear, revenge—all the base things 
in the heart of man which cause wars— 
would disappear. For 1900 years 
these words have been written on the 
wall in such burning letters that he who 
runs may read, but can any of us say 
they have been applied? Rather up to 
now with rare exceptions, covetousness, 
distrust, fear, and revenge have ruled 
the world and have too often been 
given the high sounding titles in poli- 
tics of patriotism and national honor. 
We are frequently told that patriotism 
and national honor demand this and 
require that at the price of wars and 
killing our neighbors, when often if we 
looked at the matter from the point of 
loving our neighbor as ourselves—not 
more than ourselves, as some extreme 
pacifists would have us do—we should 
exclaim in the great words of Burke: 


This is not the thing I would purchase 
nor that the price I would pay. 


There has so far been no desire, and 
little effort, made to apply this com- 
mandment to international politics. 
It has been pushed aside in favor of 
what the Germans used to call “real 
politik” —practical politics—but | 
think that looking at the history of the 


past ten years it can hardly be said 
that, had this commandment been, ap- 
plied, it could have ended in results 
more disastrous for Germany than 
her “real politik.” One might have 
thought that the aftermath of the war 
would have disgusted not only Ger- 
many but the world generally with the 
old plan of “let him take who has the 
power and let him keep who can.” So 
long as that commandment rules the 


world rather than the other, most of A. 


our efforts to produce peace will be 
vain, because down in the heart of 
humanity at large there is no real belief 
in the permanence of peace, no confi- 
dence in the love of the man or the 
nation next door, and therefore the 
maxim—do unto your neighbor as you 
think he would do unto you and do it 
first—is the one more frequently acted 
upon. 


THE Necessary ATTITUDE oF MIND 


Now I trust I am not going to be 
considered as throwing cold water on 
any plans’ or proposals for world peace 
that may be put forward, if I say that 
the establishment of peace on a perma- 
nent footing really depends more on the 
mentality, on the attitude, on the heart 
of mankind generally with regard to the 
methods of dealing with international 
affairs, than on those methods them- 
selves. 

It seems to me that this mentality, 
this attitude, this feeling of heart, will 
be regulated only by the two great 
primitive passions of love and fear. 

There are times when I despair of 
love of our neighbors becoming so rul- 
ing a passion that the nations of the 
world will allow themselves to be 
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guided by it to the extent that they 
will rather sacrifice a national interest 
or a, national point of honor than go in 
to kill their neighbor in order to vindi- 
cate such interest or point of honor. 
And then I begin to think that fear may 
prove the ultimate solution. 


° Tas Fear or EXTINCTION 


Now there is only one fear that will 
sa weigh with a nation seized with the 
passion for patriotic war and that is the 
fear of the certainty of complete and 
final extinction. If any nation or 
fraction of a nation knew that it was 
only marching to complete destruction 
and defeat, it would hesitate to go into 
war on those conditions. Looking at 
the whole question I am sometimes 
d:sposed to wonder whether a theory 
propounded, if I remember right, in a 
most interesting book which I read 
many years ago, The Law of Cimlization 
and Decay, by Mr. Brook Adams, is not 
correct. 

Unless my memory fails me, the 
theory of this book amounts to this: 
that civilization increases when the 
means of attack are superior to the 
means of defence, because then strong 
centrally governed Powers arise which 
aze able to produce law, discipline, and 
order over vast areas of the world, and 
this conduces to progress and civili- 
zation; whereas, when defence is 
sLronger than attack, numbers of small 
slates arise which quarrel among them- 
selves and produce chaos and decay. 
The principal examples given to sup- 
port this theory are these. When the 
powers of defence of barbaric states 
became for one reason or another 
stronger than the powers of attack of 
tae Roman Empire, they eventually 
overcame that great centre of law, 
discipline, and order, and produced a 
chaos in Europe which went on through 
tae Middle Ages. Then suddenly an 
invention was made which again gave 


the initiative to attack and so Jaid the 
foundations for the great centralized 
Powers of modern times which, al- 
though they have warred from time to 
time, have at least permitted the arts of 
civilization and science to increase 
within their own territories by eliminat- 
ing the little predatory states and 
robber barons of the Middle Ages. 

That invention was the use of gun- 
powder to which, so far as I remember, 
Mr. Adams traces the origin of our 
civilization of today. Now when I 
have despaired of the world being ruled 
by the passion of love, I have some- 
times turned to this theory with a 
lingering hope. Will not some day 
some weapon of destruction so com- 
plete and violent in its methods be 
discovered as to make wars simply 
useless? If, for instance, a way could 
be found by which by pressing a button 
a current of electricity could be released 
so intense and powerful that it would 
destroy a whole army corps in a second 
or two, I imagine that it would be very 
difficult to get men to fight against it— 
so wars would end. The possessor of 
such an invention would for good or 
for il] possess the world and be able to 
impose his own form of pax Romana if 
he so wished in every quarter of the 
globe. That is one kind of peace that 
may come some day, but I am not sure 
that the remedy might not be worse 
than the disease. 


EFFECTIVENESS OF ARBITRATION 


The only other way that I can see is 
that nations out of a real desire for 
peace, springing from the passion of 
love for humanity, submit their dif- 
ferenzes to some process of law rather 
than to war. It is a cheering thought, 
that, to the best of my recollection, no 
nation has ever attempted to upset by 
force an arbitral award of a Court to 
which it had previously submitted. It 
was felt instinctively that that would 


138 ¢ 


` 134 


not be playing the game. Submission 
to arbitration has, since the days when 
the famous Alabama case was sub- 
mitted to arbitration by America and 
Great Britain and decided against the 
latter, become more and more common 
and in every case the award so far as I 
am aware has been accepted by both 
parties. Yet I remember the cays 
when Gladstone was still attacked in 
England by patriots, who championed 
the honor of their country, for sub- 
mitting that case to arbitration instead 
of going to war. Nowadays I suppose 
there are few who remember the cir- 
cumstances of that case except students 
of history, but had England and 
America gone to war over it we should 
not have forgotten it for generations. 
Is there really such great difficulty in 
submitting causes of disputes to the 
arbitrament of law? I can hardly 
believe there is, and all previous ex- 
perience would go to show that these 
decisions would be observed by self- 
respecting nations for the reason that a 
country which refused to respect them 
would become a partah among nations. 


PRINCIPLE OF LEGAL SETTLEMENT 


So far as I can judge after so short a 
sojourn in this country, the principle of 
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legal settlement of disputes, which 
cannot be settled by diplomatic ne- 
gotiations, a principle for the mainte- 
nance of which the United States has 
always taken a leading part, is in- 
creasingly accepted. The majority of 
leaders of public opinion in America 
undoubtedly prefer the process of law 
for settling disputes to ordeal by battle. 
There may be divergences of opinion as 
to how this should be done, but the 
principle at any rate is very widely 
accepted. 

I cannot, therefore, but feel that once 
this great country, which can perhaps 
do more than any other to promote 
world peace, is agreed on the principle, 
a practical solution will not be long in 
coming and that we may hope that 
with the strong help of the United 
States another world war may be 
avoided. 

That will be the solution based on 
the Christian maxim of “Love your 
neighbour as yourself.” If we cannot 
get the solution that way, the ending of 
wars may ultimately be the result not 
of love but of fear, and God only knows 
what that solution will be, or how it 
will end, for the sins of the fathers are 
visited upon the children. 
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The Movement Toward an International Court 


By Hon. Smzon D. Fess 
United States Senator fron Ohio 


the past, and it may be in a degree 
in the future, war is inevitable. 
Even our own country has been a 
belligerent not less than six times in 
less than a century and a half of 
netional existence. A review of the 
causes of these wars does not give 
ccnclusive proof that they could have 
been avoided. ‘Total disarmament has 
been urged on the one hand. Self-de- 
fense, a well-recognized first law, will 
not permit that remedy. 

Outlawing war, whatever that 
phrase may mean, and whatever means 
might be employed to do it, is another 
remedy frequently heard among groups 
tcday. I see no definite results from 
this vague pronouncement. 

No war to be entered by the nation 
except upon a referendum vote of the 
people is a much heralded method to 
prevent war. ‘This view is based upon 
the allegation that war is more or less 
a pastime of rulers, politicians, or 
profiteers, or a combination of all of 
them. This remedy will not appeal to 
the thoughtful element of the country 
as workable. No one of the foregoing 
has ever greatly impressed any nation, 
especially our own. 

Arbitration of the dispute to avoid 
war has long been urged, and fre- 
qiently employed with good results. 
It has been a favored method by the 
United States, which has endorsed it, 
aid often employed it in the past 
fiity years successfully. It cannot be 
a wholly satisfactory procedure, since 
it makes the arbitrators advocates 
rather than impartial judges, and re- 
quires an umpire to break the dead- 
lock. It also must be excluded as a 
method when certain questions are 


involved. For example, while this 
country has been a long-standing ex- 
ponent-of arbitration, it would never 
submit to arbitration of the Monroe 
Doctrine, which would be tantamount 
to surrendering it. Neither would any 
nation submit a question involving its 
nationality. Such questions as are 
regarded non-justiciable are not arbi- 
trable. However, arbitration which 
is temporary, in that when applied to 
the specific case it dies with the ad- 
justment, has been a great improve- 
ment over the arbitrament of the 
sword. 


CAUSES oF Wars 


Wars grow out of disputes over rights 
claimed by nations—especially where a 
nation claims the right to the exclusion 
of other nations. This may be a 
question of territory, of trede or other 
item of dispute which rests upon an 
allegation of facts. A seccnd cause of 
war is policy, where a nation actuated 
from whatever motives of nationality 
undertakes to establish her policy-— 
it may be of aggression in territory, 
trade, and influence, or it may be a 
policy of conquest. Still another cause 
is a difference that arises out of eights 
of nationals of one country sojourning 
in another, where a wrong visited upon 
him not infrequently lashes an entire 
nation into a storm of war-like fury. 
So long as these causes exist, nations 
will arm themselves for action. 

To remove these causes is the work 
of civilization—not of a day, a year, 
or generation, but of the century. 
This work must, as it does, enlist 
leaders of our times, and will operate 
through conventions or conferences, 
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and treaties with the announcement of 
declarations of principles, emphasized 
by speeches and writings, and carried 
out through arbitrations and media- 
tions, and finally by adjustments 
through judicial process. 

This body of sentiment, which will 
strengthen the love of peace and 
abhorrence of war, will be the founda- 
tion upon which will be built the struc- 
ture of international law, to be the 
ruling guide of’conduct of nations one 
with the other. With this progress, 
overdeveloped armament can be 
avoided, burdensome war taxation 
relieved, and chances of war wonder- 
fully reduced, through thé ending of 
foolish military and naval rivalries 
among nations. Under such rivalries 
in the past armaments had grown so 
powerful, taxes had become so burden- 
some, that nations were driven from 
sheer necessity to find relief. 


OrriciaL Errorts TOWARD 
DISARMAMENT 


The proposal to either disarm or 
limit armament presupposed an effort 
to both remove the causes of war 
between nations by a better under- 
standing, and also to provide a better 
way for adjustment than resort to 
armament. Disarmament and arbi- 
tration went hand in hand. The first 
real official effort to deal with dis- 
armament was in the Hague Confer- 
ence in 1899. While nothing definite 
in the direction of disarmament was 
reached, it was decided to create the 
convention for the pacific settlement of 
international disputes, which was 
agreed upon. This convention was 
largely due to the influence of the Amer- 
ican delegate, Dr. Andrew D. White. 
It was ratified by our government 
September, 1900, with the following 
reservations: 


Nothing contained in this convention 
shall be so construed as to require the 
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United States of America to depart from 
its traditional policy of not intruding upon, 
interfering with, or entangling itself in the 
political questions of policy or internal 
administration of any foreign state; nor 
shall anything contained in the said con- 
vention be construed to imply a relin- 
quishment by the United States of its 
traditional attitude toward purely Amtr- 
ican questions. 


This plan was not for actual court 
procedure by trained jurists, but 
rather negotiation between nations 
through their diplomats. 

The Conference of 1899 dealt only 
with principles, with no effort to set up 
the machinery of operation. It en- 
tered into but three conventions and 
made three declarations. The sub- 
jects of conventions were: 


1. For the pacific settlement of 
international disputes. 

2. Respecting the laws and cus- 
toms of war on land. 

$. Adoption of principles of the 
Geneva Convention. 


The declaration covered projectiles 
from balloons, the use of gases, and 
expanding bullets. Work of the Con- 
ference was limited to the mere an- 
nouncements of principles, with no 
pretension to provide for their opera- 
tion, save the first convention , on 
settlement of international disputes. 
Here the delegates urged the following 
steps: 

1. On the maintenance of general 
peace. 
2. On good offices and anediation. 
8. On international commissions 
of inquiry. 
4. On international arbitration. 
This latter division was discussed 


under three sub-heads: 


1. On the system of arbitration. 

2. On the Permanent Court of 
Arbitration. 

8. On arbitral procedure. 
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Much credit is due to Dr. White, our 
delegate, then Ambassador to Ger- 
many, for the final decision of this 
convention of international settle- 
ments. 

By 1904, President Roosevelt, 
greatly impressed with the importance 
of, this work, urged a second Confer- 
ence, which was delayed until a later 
date in deference to Russia and Japan, 
then at war. 

By the time of the second Conference, 
1907, the inadequacy of arbitration 
methods for judicial settlements was 
apparent, and the international court 
idea was enlarged, so as to secure im- 
partial judgment from trained and 
permanent judges rather than biased 
negotiations trom temporary diplo- 
mats. 

There was an increasing reluctance 
against turning over the national in- 
terests to some representative for 
negotiation. This reluctance was 
strengthened by the necessity that the 
decision would be rendered by arbi- 
trators from foreign countries trained 
under different laws and customs, with 
different ideas of national ideals, and 
with different languages oftentimes. 

Different countries look upon inter- 
national law differently, interpret it 
variously and react to it accordingly. 
The inevitable vagueness of inter- 
national codes, due to the different 
viewpoint upon subjects of disputes, 
such as rights in international rela- 
tions, makes uniformity of interpre- 
tation difficult—if not impossible. 
This widely differing view between 
nations never was more apparent than 
today in Europe. 


Brarnnines oF WORLD Court IDEA 


By 1907 there was a well-defined 
conviction that the method of mere 
arbitration, although it has accom- 
plished good, could and should be su- 
perseded by the institution of a real 
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court where acting under the oaths 
Judges can pass upon rights of coun- 
tries as upon the rights of individuals. 
As in the case of our Supreme Court, 
it would be feasible to establish a court 
of trained judges selected not as nego- 
tiators but trained jurists, who in time 
would develop a body of rules and deci- 
sions as a guide to international con- 
duct, backed up by a sound and intelli- 
gent public opinion, with the force in 
the world that our Supreme Court now 
exerts in our own country. 

The, Second Hague Conference ac- 
cordingly expanded the ideas an- 
nounced by the first, and added several 
other convéntions; instead of but three 
as in 1899, it agreed upon thirteen. It 
made an attempt to complete the world 
court idea. 

Our Secretary of State, Elihu Root, 
acting under the direction of President 
Roosevelt, instructed the American 
delegation to propose a permanent 
court to be composed of judges who 
should act under a sense of judicial 
responsibility, which court should rep- 
resent the various judicial systems 
of the world. In accordance with this 
official direction, Joseph Choate, the 
head of the American delegation, intro- 
duced the proposition, and after weeks 
of consideration, a draft convention 
was adopted, consisting of thirty- 
five articles covermg organization, 
jurisdiction, and procedure of a per- 
manent court of arbitral justice, leav- 
ing it to the nations to constitute the 
court through the usual diplomatic 
channels, after which an agreement was 
to be reached upon the appointment of 
the judges. 

Failure of the nations to agree upon 
the method of selecting the judges was 
the one item to prevent the operation 
of this world advance toward substi- 
tuting judicial process in the settlement 
of disputes for the brutal methods of 
war. 


* 188 


Notwithstanding this failure, the 
movement shows great progress. Be- 
tween 1899 and 1911, one hundred end 
thirteen obligatory general treaties of 
arbitration have been agreed to be- 
tween and among the signatory powers 
of the Hague Conference, and sixt2en 
international controversies have bzen 
decided, notwithstanding the fart that 
the convention was not binding on sny 
state. 


Activé Leapers or U.S. < 


In this reform the United States has 
played the leading rôle. It proposed 
the Court of Arbitral Justice in the 
first Conference, and after a powerful 
plea by Mr. White, when the Confer- 
ence was about to adjourn witkout 
action, a favorable decision was taken. 
It also proposed the World Court in the 
second Conference. 

We were the first nation to submit a 
controversy to the Tribunal. In addi- 
tion, through the lead of President 
Roosevelt, Germany submitted her dis- 
pute with Venezuela. Roosevelt took 
this position because the Monroe 
Doctrine was involved in Germany’s 
action in the Caribbean Sea. 

Very largely through the world-wide 
concern over the Russian-Japanese War 
and President Roosevelt’s relation to 
it, having already urged the calling of a 
second Conference in 1904, the nat:onal 
platform of his party declared that 
year in “favor of the peaceful settle- 
ment of international disputes by arbi- 
tration.” In 1908, the year following 
the second Conference in which this 
country took such conspicuous part, 
the platform again called attention to 
our part in the cause of international 
peace and commended the Hague Con- 
ference as follows: 


We endorse such achievements as the 
highest duty of a people to perform, and 
proclaim the obligation of further strangth- 
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ening the bonds of friendship and good will 
wita all the nations of the world. 


This same great political party de- 
clared in 1912 touching the world court 
idea as follows: 


Together with peaceful and orderly de- 
velopment at home, the Republican party 
earnestly favors all measures for the estab- 
lishment and protection of the peace of the 
world, and for the development of closer 
relations between the various nations of 
the earth. It believes most earnestly in a 
peaceful settlement of international disputes 
and in the reference’ of all controversies 
between nations to an international court 
of justice. 


In 1916 this same party repeated its 
pledge as follows: 


We believe in the peaceful settlement of 
international disputes, and favor the 
establishment of a world court for that 


purpose. 


This while war was raging in the Old 
World and just before we entered it, 
but at a time when we knew we could 
not remain out of the vortex. 

This series of pronouncements by 
at least one great political party in 
America was the definite fruitage of a 
sound conviction that, with modern dis- 
covery and invention, with the world 
becoming more of a neighborhood, 
and with interests newly developing, 
relations become closer; that with 
grounds for disputes multiplying, but 
means for adjustment also increasing, 
some method other than war must be 
inevitable if our civilization is to sur- 
vive. It was the natural conclusion of 
specific conditions rather than theories 
that face the world. 

The maintenance of general peace 
had become vital. This can be at 
least advanced by a willingness to 
make friendly settlement of interna- 
tional disputes, which is made possible 
by the solidarity of the society of civil- 
ized nations by the extension of the 
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empire of law and the strengthening of 
the sense of international justice, which 
would naturally suggest the logical 
szep of an international court. This 
consummation had been made possible 
ky the slow but gradual evolution of a 
kody of conviction, stimulated by 
leaders of our civilization throughout 
the progress of the race; a belief that 
wars can be outlawed and peaceful 
methods employed to settle contro- 
versies which otherwise would produce 
war with all its attendant and long- 
suffering horrors. 

The recent Great War, the world’s 
zreatest convulsion, revealed as noth- 
ang ever did the necessity of some sub- 
stitute. The fate of civilization de- 
manded it. 

The League of Nations was a specific 
proposal to this end. I need not here 
discuss this proposal. It would be 
both fruitless and perhaps out of place 
at this time. Suffice it to say that the 
proposal was not acceptable to the 
United States, as it went much further 
than any preceding step. 

Mr. Root, in an address accepting 
the Nobel Prize in 1912, seven years þe- 
fore the proposal of the League Cove- 
nant, stated the position quite accu- 
rately: 


The attractive idea that we now have a 
parliament of men, with authority to 
control the conduct of nations by legisla- 
tion, or an international police force with 
power to enforce national conformity to 
rules of right conduct, is a council of per- 
fection. The world is not ready for any 
such things and it cannot be made ready 
except by the partial surrender of the in- 
dependence of nations, which lies at the 
basis of the present social organization of 
the civilized world. Such a system would 
mean that each nation was liable to be 
controlled and coerced by a majority of 
alien powers. Human nature 
must have come much nearer perfection 
than it is now or will be in many genera- 
tions, to exclude from such control preju- 
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dice, selfishness, ambition, and injustice. 
An attempt to prevent war in this way 
would breed war, for it would destroy local’ 
self-government and drive nations to war 
for liberty. 


REJECTION or Luacun PROPOSAL 


Consequently, in 1920, when the 
League proposal was beforethecountry, 
the Democratic party under the leader- 
ship of President Wilson pronounced 
in its favor, whilethe Republican party, 
long committed to the pacific settle- 
ments of international disputes and the 
concrete proposal of a world court, re- 
sisted the League Covenant as danger- 
ous to the independence and sover- 
eignty of the nation, but pronounced 
again its adherence to the world court 
ideas as follows: 


We pledge the coming Republican ad- 
ministration to such agreements with other 
nations of the world as shall meét the full 
duty of America to civilization and bu- 
manity in accordance with American ideals, 
without surrendering the right of the 
American people to exercise its Judgment 
and its power in favor of justice and peace. 


It futher declared that any inter- 
national association to preserve the 
peace of the world must be based upon 
international justice and must provide 
methods which shall maintain the rule 
of public right by the development of 
law and the decision of impartial courts. 

It will be noted that while the League 
Covenant was not accepted, the court 
idea was. President Harding made 
his position very clear on the issue, by 
openly endorsing the world court idea 
in conformity to the progress of pacific 
settlements of international disputes 
in which our country has stood on the 
front line, and especially with the pro- 
nouncements of the national platform 
in the last thirty years. 

The long-standing and consistent 
policy of this country in our foreign 
relations has ever emphasized our de- 
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sire to advance world peace, but never 
-to interfere with relations between for- 
eign countries which do not affect us. 

We did announce and still sustain 
the Monroe Doctrine because it has a 
specific meaning to the peace of our 
own country. We also went to war in 
1898 on behalf of the suffering people 
of Cuba. Our unselfish motive is dis- 
played by our attitude toward Cuba, 
and in the Philippines. Our service in 
the World War was primarily for the 
defense of our rights on the sea, which 
involved our national honor as well as 
existence. At the close of the war we 
claimed no indemnity, sought no terri- 
tory and demanded no spoils. We 
concluded peace with the enemy and 
adjusted disputes with our associates 
arising out of the war. Upon the rep- 
resentation of both our associates, 
as well as Germany, we permitted a 
portion of our army to remain on the 
Rhine in response to their urgent solic- 
itation, in the interest of safety in the 
war-torn. regions. 

Our country was somewhat divided 
upon how far we should go into Eu- 
rope’s international affairs. ‘The peo- 
ple by an astonishing vote declined to 
accept the League of Nations Cove- 
pant. This was not to be interpreted 
that we were not to offer such helpful 
assistance to Europe in her great eco- 
nomic collapse as could be effectually 
rendered, provided it did not involve 
our otvn national safety. Hence our 
willingness to permit a representative 
to sit with the Reparations Commission 
for such advice and counsel as he could 
render which would be acceptable to 
Europe and which could not involve 
this nation in Europe’s quarrels. 


UNITED States ATTITUDE OF 
HELPFULNESS 
This also explains the calling of the 
Washington Arms Conference, which 
in three months saw agreement to end 
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naval rivalries, the reduction of war 
burdens and the -lessening of the 
chances of war. It also saw the recog- 
nition of the political and territorial 
integrity of China, the open-door pol- 
icy in the Orient, the cancellation of 
the Anglo-Japanese Alliance, and the 
composure of acute differences between 
Japan and China, a program pro- 
nounced by European opinion as the 
most far-reaching for the peace of the 
world yet attained. 

Our attitude of helpfulness is further 
displayed by our position in the Near 
East in the Lausanne Conference where, 
while we were there as a spectator for 
such counsel and advice and influence 
for peace as could be rendered, we did 
not entangle ourselves in the meshes 
of European politics and we refused to 
become the umpire of age-long political 
and racial disputes. 

While not a member of the League 
of Nations, we do not hesitate to ex- 
tend good wishes and helpful counsel 
in various laudable efforts put forth by 
the League. For example, the organ- 
ized effort to regulate the traffic in 
opium and other dangerous drugs 
under the guidance of the League, in 
the appointment of an Advisory Com- 
mittee, appealed to this nation, which 
assigned Dr. Rupert Blue to act with 
the committee in an “unofficial and 
consultative” capacity. 

Like action was taken in the com- 
mission on general public health to con- 
trol epidemics, etc. The United States 
also assigned Miss Abbott of the Chil- 
dren's Bureau to attend in’ an unoffi- 
cial and consultative capacity the meet- 
ing of the Committee on Traffic in 
Women and Children. Of course we 
could not officially take part in their 
economic conferences agenda of which 
contained subjects such as cancellation 
of the war debts, which we would not 
and could not discuss. Neither could 


we attend their conferences of premiers, 
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for no American delegate could be 
armed with the equal authority of 
European premiers discussing questions 
primarily European. The present situ- 
ation between France and Britain is 
sufficient comment upon the wisdom of 
this decision. 

We did, however, offer to take part 
in an international commission to make 
` a survey of Germany’s ability to pay, 
in the interest of clarity and definite 
decision upon which to unify the 
world’s public opinion, which must be 
divided so long as facts are in dispute. 
France’s declination to accept this pro- 
posal closed the door to us for the 
time being. The results of what is 
known as the Dawes Commission may 
be the open way for the economic re- 
covery of Europe. 

This series of efforts is sufficient to 
indicate this country’s policy toward 
the Old World. 


Srreps TowarD WELDING AMERICAS 
TOGETHER 


One of the cardinal principles of 
American foreign policy has been and is 
now to insure more cordial relations 
between all the American countries. 
The Monroe Doctrine announcement 
was most significant. The successive 
steps to confirm it as worthy of world 
recognition are important. The Pan- 
ama Mission under Quincy Adams; the 
Treaty of New Grenada under Polk; 
the Clayton-Bulwer Treaty under Fill- 
more; the military gesture against 
France in 1863, when a French Empire 
was attempted in Mexico; and the 
Venezuela disputes first under Cleve- 
land and secondly under Roosevelt to- 
gether show the extent to which we 
would go for the protection against 
foreign interference of the more than a 
score of independent countries in the 
Western Hemisphere. 

The proposed Pan-American Con- 
gresses, first in 188] and again in 1889, 
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out of which grew the Pan-American 
Union with its important publication, 
are other steps. 

The recent Central American Con- 
ference and the resulting agreement for 
a better understanding and greater 
unity of action, is in line with this pol- 
icy. The mission in conference in 
South America today is but one of 
many steps which have been taken to 
weld all the American nations into a 
co-operative group, acting for mutual 
welfare in the interest of all. This 
has been one of the missions of our 
government. 

This résumé is to show our leading 
if not controlling position toward peace 
in the world. We have pioneered in 
this field, have urged step by step, 
mediation, arbitration, and judicial 
process to avert the horrors of war. 


ADHERENCE TO Court PRotoco. 


We have stood for the development 
of international law, and are today the 
leading power and influence urging a 
codification of the same. We have 
consistently aided in the growth of a 
world public opinion to back up every 
agency for pacific settlement of inter- 
national disputes. While we have 
labored to remove the causes of war, 
we have also given our best efforts to 
ameliorate its horrors and, if possible, 
to provide a way to avert it while the 
causes still persist. 

In the light of this background,what 
should be our attitude toward the 
International Court recommended by 
Article XVI of the League Covenant, 
to carry out what America recommend- 
ed in the second Conference at the 
Hague in 1907? 

In accordance with this Article, an 
advisory committee of jurists was ap- 
pointed in 1920 to formulate the plans 
for the Court. When this committee 
of ten nations, France, Britain, Italy, 
Japan, Belgium, Spain, the Nether- 
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lands, Norway, aud Brazil met, the 
United States was represented by Elihu 
Root, the foremost international mind 
now living. This committee reported a 
draft statute to the Council which sub- 
mitted it to the member states of the 
League of Nations for action. Please 
note this was not submitted to the 
League for action, but to the nations 
which were members of the League to 
act in their individual and sovereign 
capacity. 

Thirty-five of them ratified the Court 
Protocol, and eleven more signed it. 

In September, 1921, the Council of 
the League proceeded to choose the 
eleven judges and four deputy judges. 
Among these John Bassett Moore was 
chosen from the United States, who is 
now a judge of the World Court, which 
has already heard cases, among them 
one involving Britain and France, and 
another on the Keil Canal involving 
France, Britain, Italy, and Japan vs. 
Germany. 


RECOMMENDATION OF PRESIDENT FOR 
COURT 


The President has recommended to 
the Senate that our government ad- 
here to the Protocol, which means we 
will give our influence and support to 
this Court as a means to settle inter- 
national disputes by judicial process 
rather than resort to war. 

It is consistent with our policy of the 
past: fifty years. It is an additional 
and also an advanced step which would 
be taken by us without a dissenting 
voice were it not recommended by the 
League of Nations. To withhold our 
support would be to ignore our long- 
standing and well-known efforts for 
peace and as a party repudiate our 
specific party pledges of every presi- 
dential campaign since 1904, when first 
made largely through the influence of 
President Roosevelt. 

Thus far the objections heard are 
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not convincing. Objection that it 
lacks power to enforce the findings 
made by those who properly objected 
to the League of Nations because it 
does provide force, has but little weight. 
Objection because parties are not com- 
pelled to resort to the Court for ad- 
judication is not conclusive, since we 
have not yet reached the stage of world 
understanding and interpretation of 
rights, obligations, and policies to sub- 
mit all questions, justiciable and non- 
justiciable, willy-nilly to a world court. 
The only available plan is to provide 
a court to which disputes may be sub- 
mitted, only when both parties agree 
to do so. The one and leading ob- 
jection, that adherence to the Protocol 
will put us into the League of Nations, 
would be sufficient grounds to defeat 
the proposal were it true. But of 
course this position is absurd. 

The Court, as has been shown, was 
established by a statute drafted by a 
committee which was submitted not 
to the League of Nations, nor to dele- 
gates of the League, but to the nations, 
members of the League to ratify as 
nations, individually, not as members 
of any covenant, open to all nations 
whether in or out of the League. 

The United States adhering to the 
plan would also sit as a nation, not asa 
member of any group of nations, in any 
sort of a League. 

If peace is to be desired, if pacific 


settlements or international disputes 


are to be sought, if judicial process is to 
be preferred over war, then we should 
not hesitate to give our financial as 
well as our moral support to the plan, 
no matter whether the particular plan, 
altogether to the liking of our past 
efforts, emanates from us or from some 
other source, provided that adherence 
does not involve.us in a plan of super- 
government such as the League of Na- 
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tions, which fact is too obvious for se- al 


rious discussion. 
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To doubly assure the courtry that 
he will not ignore his past pledges to the 
people, nor the overwhelming verdict 
of the same people on the “Solemn 
Referendum,” the President specifi- 
cally stated in his recommendation to 
the Senate that we adhere to the agree- 
mend and bear our share of th2 expense 
of the Court, that such adherence must 
not and will not involve the nation in 
any sort of cbligation to or under the 
League of Nations. He also stated 
that judges should be selectec with the 
consent of the United States, and its 
consent must be had to charge any of 
the rules of the Court. 

The President stands today precisely 
where he stood in 1920 on the League 
issue, and cn the Court to waich there 
has never been objection offered until 
now. 

His proposal is but an add2d item in 
the program of the most brilliant for- 
eign policy, measured by problems met 
and overcome, in American history. 
lf further reservation is needed to give 
more assurance that this is not a step 
into the League, let it be submitted to 
the Senate, and without doubt it will 
be accepted by the President. His 
concern is what the entire nation most 
yearns to accomplish, to lessen the 
chances of war. Reservations were 
made to our acceptance of zhe recom- 
mendations of the Hague Conferences, 
both the first and second, preserving 
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our traditional policy against entan- 
gling alliances. Reservations were also 
proposed <o tie League of Nations, for 
the same reason, and only the opposi- 
tion of Mr. Wilson defeated them, 
which oppos.ton led and, properly, 
to overwhelming rejection by the 
people. 

Any nécessary reservation to remove 
all reasonable fear that this leads into 
the League would doubtless be accepted 
by the Senate and be certainly agree- 
able to the Eresident. His concern is 
not any pride of opinion, but he yearns 
with our pecple to accomplish some- 
thing in the mterest of peace. If wars 
cannot be whally avoided—as they can- 
not—at least the chances of war can be 
lessened, and their horrors can be miti- 
gated, by prcviding an agency of pacific 
settlement submitted to it by the con- 
tending parties, for adjustment in ac- 
cordance with the demands of justice 
and equicy. 

This iz would appear to me is the 
opporturity and here is the concrete 
proposal to serve humanity, an oppor- 
tunity that should be eagerly sought 
for reasons most obvious, rather than 
shunned from fears not apparent. The 
President’s purpose is well understood. 
The action of the Senate can easily be 
foreseen an the verdict of the people 
acting on available information will be 
as definite as if it had already been 
renderec.. 


A Ten-Year Look Ahead 


By Bruce Buiven , 


Editor and Author 


O human activity is more foolish 
than prophecy. If the prophet 
is right he gets no credit for it,*and if he 
is wrong that fact is remembered 
against him forever. Having pointed 
out this truth, I shall proceed—for who 
can refrain from being foolish at least 
once in a while?—to make not one 
prophecy but four. These four pre- 
dictions depend upon two very big 
“Ifs,” each of which in tutn hangs upon 
the other. For clarity I shall postpone 
mention of the two latter until I have 
made my fourfold prophecy. It is: 

1. That the United States will eventu- 
ally adhere to the Permanent Court of 
International Justice, under the Hard- 
ing-Hughes reservations. 

2. That the United States will also 
become a full-fledged member of the 
League of Nations. 

8. That the conception of the League 
as “having teeth” will disappear; and 
that future emphasis will be concen- 
trated on its function as a vehicle for 
centering and registering the moral force 
of the public opinion of the world. 

4. That within ten years’ tyme all 
efforts to secure further reparation pay- 
menis or the collection of inter-Allied 
debi? from unwilling debtors will have 
been abandoned as costing the world more 
than they are worth. 

The first part of the “If” upon 
which my prophecy depends, is as 
follows: 

There is hope for the future only iF 
the new government of France proceeds to 
demonstrate an honest desire to secure 
and maintain the peace of Europe, and 
particularly, to permit Germany to live 
other than.as a slave state. 

And this in turn depends largely 
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upon the attitude of the United States 
in lending its aid to the execution of 
the Dawes Plan’s provisions. 

The European situation at this 
moment contains a better hope of a 
peaceful settlement than at any time 
since the Armistice. The French 
people have showt by the election that 
they are discouraged and frightened by 
the results of the Poincare policy. 
They now see, however dimly, that 
their government finance is facing a 
catastrophe which may destroy the 
value of the franc; and that the debacle 
might have taken place a few weeks 
ago had it not been for the intervention 
of J. P. Morgan and Company. They 
are also beginning to see that you can- 
not at the same time keep Germany 
economically prostrate and secure from 
her large sums in payment of repara- 
tions. Finally, the French are begin- 
ning to realize that a policy toward 
Germany which brings down upon 
them the antagonism of every other 
important Power in Europe, while it 
may prevent attack by the hereditary 
foe across the Rhine, may contain 
equally great dangers of its own. 


Tue Dawes PLAN 


At this, then, which perhaps deserves 
the much-abused phrase “the psycho- 
logical moment,” comes the Dawes 
Plan. ` Naturally, those who are pro- 
Poincare claim that it is a justification 
of his policy. Those on the other side 
claim it proves the recent British 
attitude to have been correct. So far 
as I can see, the Dawes Plan is neither 
pro-French nor pro-German but pro- 
economics. 

It says to Germany: “Your inde- 
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pendent efforts to pay reparations 
having failed, you must now consent to 
a receivership which shall take over 
the most important aspects of your 
economic and financial organization.” 

It says to the Alhes: “Germany can- 


. not pay very much in each year, and 


caw pay nothing at all unless her 
finances are reorganized by the aid of 
an outside loan. After this is done and 
she has deposited her reparations pay- 
ments in a bank within her own bor- 
ders, the problem of getting that 
money out of Germany is not up to her 
but to you. IJt must be done, more- 
over, without upsetting the exchange 
race of the new German currency. 
No penalties are to be inflicted upon 
her in case you should prove unable to 
transfer these funds. And if this is the 
case and the payments begin to rile up 
in the bank, Germanv is to be relieved 
of her obligation to pay until you have 
solved the transfer problem.” 
Everything depends, of course, on 
the way in which the Dawes Plan is 
carried out. If accepted as a whole it 
gives Germany the best chance for life 
she has had since 1918. But if drasti- 
cally modified by France because of her 
need, real or imaginary, for “guaran- 
tzes,” the plan becomes merely one 
more of the long row of battered 
wrecks of hope along the shore of time. 


WHERE AMERICA COMES In 


Here is where America comes in. 
The United States is relied upon to 
furnish the bulk of the money for the 
German loan on which the Dawes Plan 
rests. One hundred fifty million dol- 
lars means next to nothing to us; but it 
is a mountain of gold to impoverished 
Europe. If we but choose, we have the 
power to insist that the loan shall be 
made only if the Dawes Plan is accepted 
in good faith and completely by France. 

The situation is strikingly similar to 
that in 1917, We entered the war at a 


time when our aid was abgolutely 
essential to an Allied victory. We, 
could have made conditions then > 
which would have changed the whole 
face of history. That network of 
secret treeties among the Allies, which 
was a chief stumbling block to a just 
peace in 1919, was in existence when 
we envered the war; and its existence 
was known to important individuals in 
the government at Washington. Yet 
for some reason our government chose 
not tc demand the abrogation of these 
treaties—an act to which the Allies 
would certainly have consented rather 
than lose the war. The harm which 
our dacis.or cost, everyone sees today. 

Rarely does history afford a nation 
the opportunity to make the same 
vitally important mistake twice; yet 
that is our situation now. It is for us 
to say whether the Dawes Plan shall be 
a reality or a sham, whether Europe 
shall be set upon the road toward 
recovery or shall continue to flounder 
in the abyss. 


A New Tomorrow 


If we are intelligent about this 
matter, if we insist that the sunrise of 
new hope which seems to be dawning 
over Europe is given a chance to be- 
come the broad daylight of a peace 
based on common sense and good will, 
then I think the four terms of my 
prophecy have a good chance of being 
realized. Let me put them in the form 
of a picture of conditions as I believe 
they w:ll be a decade hence: 

First. Ten years from now the 
United. States will be a member of 
the Permanent Court of International 
Justice. 

We shall be in, both because that 
Court is an accurate expression of our 
historiz policy and because it will be 
transacting so much of the world’s 
business that we can’t afford to stay 
out. 
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Second. Ten years from now the 
_ United States will be a member of the 
League of Nations. 

So will Germany and Russia, and on 
terms of absolute equality with one 
another and with the rest of the 
Powers. We shall go in because, 
despite the talk about isolationist 
policy, the League is the most charac- 
teristically American idea ever put 
forward. In my judgment, the elec- 
tion of 1920 did not represent our views 
on the League. (In fact, it repre- 
sented our views on almost everything 
else.) Neither did the Senate irrec- 
oncilables represent the views, even of 
their own constituents. It+is true that 
a huge propaganda against the League 
has been disseminated in America and 
has had an important effect; but there 
are any quantity of signs to show that 
the intelligent people in every com- 
munity, the ones who make what we 
call public opinion, are recovering from 
this poison gas barrage. 

Third. Ten years from now all 
thought of the League as a police force 
with men and guns behind it will have 
been superseded. 

It will have become primarily a de- 
vice for registering public opinion, and 
secondarily, one for doing international 
business. Perhaps in extreme cases it 
may enforce its decisions by means cf 
an economic boycott. 

Fourth. Ten years from now the 
effort tp prevent war will have passed 
out of the stage of sentimental propa- 
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ganda and the adopting of resolutions 
by those citizens who are never con- 
sulted when the crisis actually arises, 
and will have produced three definite 
activities. One of these will be the 
effort to’ secure national and inter- 


national legislation to make acts of war. 


legally a crime. Another will be the 
effort to secure international arrange- 
ments for allocating the world’s 
dwindling stock of raw materials, and 
for dividing fairly the international 
markets. The third will be a study of 
the psychological factors in war and 
an attempt to discover what William 
James called a “moral equivalent” 
for it. 

Fifth. Ten years from now the 
exclusive responsibility of Germany for 
having started the Great War will be 
one of the exploded myths of history, 
supplanted by a general acceptance of 
the view that while some nations were 
less guilty than others, the war 
actually grew out of the economic and 
political organization of Europe, plus 
the psychological factor just referred to. 

Sixth. ‘Ten years from now I be- 
lieve all attempts to collect future 
reparations from Germany, or to 
enforce continued payment of the 
inter-Allied war debts will have been 
abandoned as costing the world far 
more than they produced. 

If anyone disputes my prophecy I 
have what I, at least, regard as a 
crushing retort: wait ten years with 
me—and find out! 
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The Permanent Court of International Justice asan 
American Proposition 


. By Wuaruam{m I. How 


Professor of History and International Relations, Swarthmore College 


ROFESSOR HUDSON in his arti- 

, cle! has presented very convinc- 
ingly three reasons why he believes that 
the International Court of Justice will 
prove to be a useful institution. So 
convincingly has he presented his argu- 
ment in behalf of these three reasons 
that I do not consider it necessary to 
comment further upon them. I should 
like rather to present to you two addi- 
tional reasons why it appears to me 
that the International Court will prove 
to be a useful institution. The first of 
these is that it is the only organ of 
International government proposed at 
the present time which is wholly in 
accord with American ideals, and which 
therefore makes a very strong appeal to 
the people of the United States; and all 
the world is agreed that if the United 
States will become a member of the 
Court, the Court's usefulness will be 
very greatly increased. The second of 
these is that the Court follows the 
American precedent of not relying for 
its sanction upon military or economic 
force. 

The appeal of the Court to Ameri- 
cans is due not only to its own intrinsic 
excellence, but also, and especially 
perhaps, because it is based upon the 
first and probably the most funda- 
mental ideal of the American Union; it 
is in fact—although a world court 
which the United States has not yet 
adopted—pretminently an American 
proposition. 


ARBITRATION METHODS OF 
Waoissam PENN 


That great Anglo-American states- 
man, Wiliam Penn, the founder of the 


1See page 122. EDITOR. 


Commonwealth of Pennsylvania, ad- 
vocated ar. international court as early 
as 1698, in his famous pamphlet en- 
titled An Essay on the Present and 
Future Pecce of Europe. A dozen years 
before the publication of this pamphlet, 
Penn had put into practice in the wilds 
of Pennsylvania, among the Indians, 
Swedes, Dutch, and English of his 
colony, the rejection of military force 
and “he application of exclusively 
peaceful methods to the solution of in- 
ter-racial and international problems. 

A hundred years after the time of 
Penn, th: Constitutional Convention, 
meeting n old Independence Hall in 
Philadelphia, put into practice among 
the thirteen independent states of the 
Union the plan advocated and adopted 
with such entire success by William 
Penn. Åt the close of the Revolution- 
ary War and with the establishment of 
the independence of the thirteen states, 
our American forefathers faced the 
question of whether the bloody history 
of Euroze’s military settlement of in- 
ternational disputes should be repeated 
upon tke soil of this new world, or 
whether some other and more effective 
method of settling such disputes should 
beadopzed. They answered that ques- 
tion by launching forth upon another 
“Holy Experiment,” namely, by estab- 
lishing the Supreme Court for the 
judicial settlement of disputes which 
might arise among the states. This 
court, besides the scores of disputes 
among individuals and corporations 
which it has settled, has adjudicated 
eighty-3even disputes between and 
among the sovereign states of this 
Union. 

Agan, the Jay Treaty ‘of 1794 be- 
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tween the United States and Great 
Britaifii inaugurated the ‘modern his- 
tory of international arbitration. Since 
that time some two hundred and forty 
international disputes have been set- 
tled by the arbitral principle. Nearly 
all of the disputes between the United 
States and other countries have been 
settled by arbitral tribunals, and two of 
the most notable triumphs of arbitra- 
tion were the settlement of the disputes 
between our own country and Great 
Britain over the Alabama claims and 
the boundary between Venezuela and 
British Guiana. The first of these 
noteworthy arbitrations involved, the 
British asserted, the question of na- 
tional honor and, the Americans as- 
serted, the question of vital interests; 
while the second involved the applica- 
tion of America’s most cherished policy, 
the Monroe Doctrine; and yet they 
were both settled thoroughly and ami- 
cably by the arbitral process. 


Sreps TOWARD PERMANENT Court 


So successful had international arbi- 
tration proved itself as between sepa- 
rate nations that by 1899 the First 
Hague Conference decided to create a 
permanent court of arbitration. This 
court proposed by Great Britain was 
effectively supported by the United 
States. The United States during the 
administration of President Roosevelt 
assigned to the court its first case, and 
it has participated in a number of the 
other cases which have been brought 
before the court. Fifteen disputes be- 
fore the World War and three since 
the close of that war have been suc- 
cessfully arbitrated by this Court, the 
United States and Norway having been 
parties to the last dispute settled by it. 

At the Second Hague Conference, the 
American delegation took the lead in 
proposing an improvement on the Per- 
manent Court of Arbitration and suc- 
ceeded in ‘securing the adoption, in 
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every detail except one, of the so-called 
Court of Arbitral Justice. The gov- 
ernments could not agree, however, 
upon the method of electing the judges 
of this proposed court and it never 
came into operation. With the estab- 
lishment of the Council and Assembly 
of the League of Nations, an American 
statesman, Mr. Elihu Root, saw in 
these two bodies the possible means of 
electing a comparatively small number 
of judges to represent the large number 
of nations. Mr. Root was the Ameri- 
can member of the commission of 
jurists who proposed the existing Per- 
manent Court of International Justice 
which has been established within the 
last few years under the auspices of the 
League of Nations. It was he who 
proposed that in case of disagreement 
between the Council and the Assembly, 
in the election of the judges of the 
Court, the precedent of the Congress of 
the United States in providing for jomt 
action on the part of the two bodies 
should be followed. 

From this brief historical sketch it is 
clear that, from colonial days down to 
the present, the judicial settlement of 
disputes between communities and 
sovereignties has been an American 
ideal whose development and applica- 
tion have supplied some of the brightest 
pages in our country’s history. It is 
peculiarly desirable, therefore, that the 
United States should continue its 
efforts in behalf of this ideal, and espe- 
cially should lend its utmost support 
to the present attempt to apply it on 
the world stage for the settlement of 
disputes among all nations. 


AMERICAN IDEAL OF PEACEFUL 
SETTLEMENTS 


Turning next to the absence of force, 
either military or economic, in the con- 
stitution of the Court of International 
Justice, we find here also an ideal which 
is pretminently American. William 
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PERMANENT COURT AS AN AMERICAN PROPOSITION 


‘the militery sanction for the peaceful 


Penn and his Pennsylvania colonists 
entirely rejected the use of force as a 
sanction of their “Holy experiment,” 
and by the aid of other sanctions which 
are efficient when founded on civiliza- 
tion and Christianity were successful in 
the peaceful settlement of disputes. 
When the Constitution was adopted 
in 1787, the proposition was urged in 
the Constitutional Convention that 
military force should be put behind the 
Supreme Court as the sanction of its 
settlement of disputes among the 
states; otherwise, it was argued, the 
Constitution would be but a scrap of 
paper, the Union a rope of sand. This 
proposition was rejected by the Con- 
vention, for the twofold reason urged 
by Madison, Hamilton, and Ellsworth, 
namely, that to give such a sanction to 
the Federal Government for the coer- 
cion of the states would be to cause war 
and disunion, and would be unjust in 
itself inasmuch as military coercion 
applied to entire communities, the 
innocent and guilty alike, is fundamen- 
tally wrong and wholly different from 
the arrest for trial and punishment of 
individuals suspected or guilty of crime. 
The Rush-Bagot agreement of 1818, 
which resulted in the disarmament of 
the frontier of 5,000 miles between the 
United States and British Canada, re- 
moved the sanction of military force, 
and as a consequence many disputes 
between the two countries have since 
been successfully settled by means of 
arbitration without the recourse to 
coercion or war. Between 1775 and 
1815, two wars had occurred between 
the two countries; but since the Rush- 
Bagot agreement and the removal of 


, 149 


settlement af disputes, the two coun- 
tries have celebrated more than a cen- 
tury of peace. 

The two hundred and forty odd 
disputes among the nations settled by 
arbitral tribunals, and the score of 
disputes settled by the permanent 
courts of, arbitration and justice have 
all been based upon other than military 
and economic sanctions. 

Following the precedent also of the 
United Stetes Supreme Court, the 
international courts and tribunals have 
been reused the right to compel the 
attendance of any nation before them, 
as well as the right to enforce their 
decisions. The precedent of the United 
States enabling the Supreme Court to 
take jurisdiction over a dispute between 
the states at the request of but one 
party to tae dispute was rejected, it 
is true, by the League of Nations when 
it proposed the adoption of the Perma- 
nent Court of International Justice. 
And since the crux of the question of 
peaceftl settlement is the getting of 
cases before a court, it is greatly to be 
desired that the international court as 
developed in the future will have re- 
stored to rt this American principle of 
ex parle jurisdiction. 

‘These, then, in my opinion, are two 
reason3 of fundamental and imperative 
importance why the Court of Interna- 
tional Justice makes a peculiarly strong 
appeal to the United States, and, why 
for its own welfare and for that of the 
world it should become a member of 
the Court on some such terms as 
President Harding and Secretary 
Hughes have proposed. 


- o 
The Press as a Preventive of War 
By W. E. Linceipacs, Pa.D. 


University of Pennsylvania i 


F the many factors for the mainte- 
nance of world peace I desire to 
emphasize two: Co-operation and edu- 
cation. 
With a small group of scientists I was 


recently invited by an astronomer, a, 


specialist on fixed stars, where there is 
really time and space, to visit the near- 
est of these and look back through his 
telescope upon the earth. Our first 
problem was to find it. , What we are 
still apt to regard as the centre of the 
universe was not easily found among 
the myriad other and larger bocies. 
Finally, when discovered, it was a 
comparatively little speck, altogether 
disappointing. Our next step was to 
find man. This proved even more 
dificult. Answering our look of sur- 
prise and perplexity our guide said: 
“You see at this distance the lords of 
the Universe are less impressive. The 
problems of his society, among them 
the factors for the prevention of war, 
which he discusses so seriously, appear 
at this long range mainly as questions 
of survival and existence.” 

Long before the appearance of man 
other forms of life on the earth were 
confronted with this fundamental prob- 
lem, There were the dinosaurs which, 
from-the point of view of time and size, 
quite surpass him. Ten million years 
before man was, the dinosaur stalked 
the surface of the earth, but he failed to 
adapt himself to his environment, and 
all that is left of him are a few dozen 
eggs and his skeletons. More success- 
ful in solving the problem of survival is 
a little contemporary of the dinosaur, 
popularly known as the cockroach. 
Wiser than his giant friend, he learned 
the secret of adaptation and survival 
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and he still lives. The same is true of 
another of the insignificant denizens of 
the earth, the ant. Long ago the ants 
learned the art of co-operation which 
man is so slow in acquiring. They 
ceased long since to be their own worst 
enemies, undoing and destroying in war 
what they create m time of peace. 
Perhaps it is because the females early 
took over the direction of affairs among 
the colony ants. To be sure they do 


the work too and the males seem to be a 


permitted only by tolerance. Mani- 
festly we need have ne alarm over the 
advent of women in our body politic, 
and reasoning from the analogy of the 
ant, man may even find in this tend- 
ency of our day one of the most power- 
ful factors for the prevention of war. 

Looking at the globe and studying 
the affairs of man from the astrono- 
mer’s distant standpoint, I must say 
that our petty hates and fears, our 
quarrels and conflicts, even the vaulting 
ambitions of present-day nationalism 
and imperialism, seemed strangely out 
of tune with the great laws of existence. 
It became convincingly clear that these 
things mean anarchy in international 
relations and anarchy means destruc- 
tion. If our civilization, and with it 
man, is to survive, it can only be by the 
substitution of co-operation for compe- 
tition and war. Leaving our distant 
poimt of observation among the stars I 
want to examine at closer range an- 
other of the urgent needs for the pre- 
vention of war. 


Trorsa Nor SENSATIONALISM 


I spoke at the beginning of edu- 
cation. It links up closely with co- 
operation. Space will allow the 
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Tun Press as A PREVENTIVE or War 


A 


consideration of only one of the main 
agencies for his education that man has 
devised; I must pass over the school, 
the+pulpit, the moving pictures and 
others, in order to draw attention to 
one that needs especial attention in 
these days. I refer to the press. The 
réle-ef the press is not easily overem- 
phasized, and in the stupendous prob- 
lem cf educating our people on inter- 
national relations, we have a right to 
ask of the newspapers that, instead of 
publishing murder notices, deeds of 
violence, Romeos in trouble, etc., they 
feature or the front page the truth 
abouz questions of real significance. 
Our Melchizedecks of the press are un- 


b, der Leavy obligation in this respect. 


We all know that ignorance has been 
and is one of man’s chief enemies. Ig- 
norance breeds suspicion, and suspi- 
cions breeds jealousy and fear, and 
these in turn breed hate, and alto- 


gether, they bring war. It has been, 


well said that, if the peoples of Europe, 
and by the peoples, I mean the average 
man and woman, knew each other 
better, understood each other, a great 
preventive of war would be created. I 
shali never forget the pathetic words of 
an English war victim in the days of 
demobilization: “We had no quarrel 
with the German peasant or the Ger- 
man laborer.” We didn’t. But we 
didn’t understand him and he didn’t 
understand us. A little over a year 
ago there appeared in the Daily Mail a 
story entitled “Don’t take all the lob- 
ster.” An Englishman traveling in 
France was dining at a provincial hotel. 
There was only one other person—a 
Frenchman—at the table. The waiter 
brought iw a finely prepared lokster, 
placing it before the Frenchman. “No, 
no,” said the Frenchman, who was a 
citizen. of the place, “our guest first.” 
Whereupon the Englishman, not under- 
standing French and thinking the 
Frenchman didn’t like lobster, took it 


f 


- 151 


all, with results of an international 
character as you may well imagine. 

Studerts of history are impressed 
with the fact that international diffi- 
culties and even wars are so often the 
result of a ack of knowledge of the 
attitude of tae other people; misunder- 
standings due to ignorance, or what is 
worse, musitformation engendered and 
fostered by the press. Many illus- 
trations from history could be cited. 
In those fat=ful days of April, 1870, in 
Paris, after Bismark had released the 
abbreviated Ems Dispatch, which he 
said would be a “red rag to the Gallic 
bull,” a few men like Thiers and Gam- 
betta undecstdod and urged modera- 
tion, but their voices were drowned by 
a babel of shouts for war. A sensa- 
tional press magnified the telegram and 
played it cp, fanning the passions of 
nationalism and war till they turned on 
those who saw straight and had the 
courage o: their convictions, and 
threatened to rend them. 


FONCTION OF THE PRESS 


I do not believe anyone would argue 
that we as laymen have a claim to de- 
termine the policy of anewspaper. On 
the other hand we have a right to de- 
mand of owr editors that so far as they 
can they keep their readers informed as 
to conditicns, that they show a respect 
for facts, a respect for truth, and oc- 
casionally, at least, feature it. A few 
days ago ir connection with an advanced 
class in h.story, in which one of my 
students was making use of the press 
for historical purposes, I asked him to 
estimate Low many items on the front 
page of ore of our very respectable pa- 
pers in Pailadelphia were devoted to 
deeds of v-olence, and other sensational 
news, as contrasted with things that 
you and I would, I think, like to read. 
Measuring the column space with some 
care he found that there were exactly 
93 incnes Df column devoted to the first 
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order of things as against 50 devoted 
to the second. The edition selected, 
moreover, was more than usually re- 
spectable, as front pages go. 

The press has, next to our schools, it 
seems to me, the greatest function to 
perform in achieving the second great 
aim for world peace; namely, to edu- 
cate the community in the right ideals 
for world organization. There is ur- 
gent need of continued propaganda in 
the interest of a better understanding 
of the need for a stronger world organi- 
zation in this great time of transition 
from nationalism to internationalism. 


Co-OPERATIVYH INTERNATIONALISM 


In conclusion let me say that if wars 
are to be prevented, there must be 
substituted for our existing competitive 
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nationalism, a co-operative internation- 
alism. This can only be brought about 
by education, which will instill in the - 
minds of men and women the world 
over that war is race suicide. In this 
process of education one of the most 
powerful agencies is the great press of 
this and other countries. And I yould 
like to close these cursory remarks with 
an appeal to the newspapers in this 
matter. Some of them have gone a 
long way in the right direction. But 
we need a much wider recognition of 
the fact that owners and editors of 
great newspapers not only wield tre- 
mendous power for good or evil in the 
cause of peace, but that they hold in 


their keeping a sacred trust which can AE 


be redeemed only by a sincere respect 
for facts and a veneration for the truth. 


Security and Understanding Lead Toward World Peace 


By Cuaruss G. Fenwick, Ps.D. 


Professor of Political Science, Bryn Mawr ollege 


N. turning over in my mind the 
various elements for the mainte- 
nance of world peace, two points seem 
to stand out as being the foundation 
stones, the main factors, toward this 
end:—the principle of security and the 
principle of sympathy. For it seems 
to me that the fundamental problem 
in establishing world peace is secur- 
ity. Security is the great basis of law 
~ between citizen and citizen. Security 
“Ys the foundation stone of our national 
state and security must be between 
nations the corner stone for world 
peace. 
We know that, as the world is at 
present organized, security means each 
nation making itself secure by its own 
armed force. We undertake to get 
security by isolated action. There is 
at present among the nations no 
recognition of the collective responsi- 
bility of all for the establishment of 
world peace. J am assuming for the 
moment that the League of Nations 
does not exist, because for the United 
States it has been declared by the 
Administration to be a dead issue. 
There is at present, with the exception 
of the League, no organization for the 
maintenance of world peace by an 
assumption of collective responsibility. 


And yet, if You analyze legal relations . 


between citizen and citizen, collective 
responsibility is the fundamental prin- 
ciple by which we get peace and order 
in our community. 


GENERALITY OF MONROE DOCTRINE 


The United States has a Monroe 
~ Doctrine. That Doctrine seems to be 
as sacred to us as the flag. But the 
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Monroe Doczrine is after all only a 
method of getting security by a na- 
tional poicy of isolation. It is im- 
portant to ncte, as I think our public 
men ofter: fail to do, that every other 
nation of the world has its own Monroe 
Doctrine uncer another name. I do 
not like tc suggest that the pet doctrine 
of the Un:ted States is duplicated else- 
where. We ell like to have something 
that nobody else has. 

But, as a matter of fact, there are 
parallels to -he Monroe Doctrine in 
the policies of many states. Great 
Britian has ~hat might be called the 
Disraeli Doccrine, the Salisbury Doc- 
trine, which means that the safety of 
the Empire requires that naval com- 
munication and the channels of trade 
to her colonial dependencies must be 
kept free, and for that the Empire is - 
ready to fight as we arè ready to fight 
for the integrity of the Western 
Hemisphere. France has a Monroe 
Doctrine, call it, if you wish, by the 
name of Poircare. It means that the 
French empire in Africa must be kept 
in close contact with the mother 
country, and that the _ borderland 
between France and Germany must 
be made secuze. Italy has its Mousso- 
lini Doctrine and it appears to mean 
that in tke Adriatic Italy be supreme. 
Greece hes a Monroe Doctrine; Japan 
has a Monrce Doctrine, the Ishii or 
Takahira Doctrine—every nation in 
fact has its Monroe Doctrine, because 
the Monroe Doctrine is nothing else 
than the word security translated in 
terms of isolated action, translated in 
terms of getting security by individual 
effort, not by common action. 
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Muryar RESPONSIBILITY AND 
: UNDERSTANDING 


The answer to this situation is, of 
course, that we must try to obtain 
security for the nations by common 
action based upon the principle of 
collective responsibility. Article X of 
the League of Nations proposed to do 
that, but Article X is the original sin of 
the League of Nations. Article X is 
the most offensive of all the articles of 
the Covenant, and one scarcely dares 
refer to it except to condemn it. Yet 
if you analyze the principle involved 
in Article X you will find it to be that 
of the collective responsibility of all 
for the protection of each. I do not 
say Article X. cannot be improved up- 
on. I confess that under present con- 
ditions it would not be wise for a nation 
to bind itself to go to war against its 
judgment of the merits of the particular 
case, although I do not think that any 
such obligation can be read into 
Article X. What Iam concerned with, 
however, is the principle involved in 
Article X, which is the principle cf the 
responsibility of all for the security of 
each. 

Now turning to the factor of sym- 
pathy, which the Ambassador of Great 
Britain ! has touched upon. It is the 
necessary companion of security. At 
present the nations are organized on 
the basis of their mutual differences. 
I have long said that the great problem 
of international statesmen is to organ- 
ize the nations on the basis of their 
common interests. That is not the 
method of diplomacy, using diplomacy 
not in the sense of courteous and 
kindly understanding, but diplomacy 
in the old sense. There was little or- 
ganization of nations before 1919 on 
the basis of their common interests. 
Nationalism has been the besetting sin 
of all the world. We are all as though 
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grouped in separate national ial 
each country a distinct unit, and al 


the people born in one saucer seem to 
be the natural born enemies of, the 
people in the other saucer. And sdme- 
how or other we have got the habit of 
thinking in terms of our little saucer 
and not of the world at large. ‘That 
does not mean, however, that I am 
ready to pour all the saucers into one 
common bowl. 

I believe in national units of govern- 
ment. I believe that liberty can only 
be secured by local self-government. 
But surely we can, without effacing 
our national life, organize on the basis 
of what we have in common. That is 


_ 
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the great problem of statesmanship. at. 


What have we in common with other 
nations? All the fundamental inter- 
ests in life: the desire for security, the 
desire for peace, adequate food and 
clothing, adequate housing, intellectual 
culture, and moral progress,—those 
interests are shared by all nations alike. 
We have our differences, but we need 
not organize on the basis of them. 


A New Eras 


Already we have made a beginning 
of this new organization. We are 
beginning to organize the social interest 
of health; we are organizing the com- 
mon interest of protecting women and 
children; the prevention of white 
slavery; the prevention of the opium 
trade. That is a first step. We can 
go much further and organize other 
common interests and asewe organize 
our common interests one by one we 
shall gradually learn how much more 
we have in common than we ever 
dreamed of. Little by little the mu- 
tual differences that keep us apart will 
dwindle down and we shall be ready in 
the years to come for the closer organi- 


zation of nations which will be a league | 


of prosperity as well as of peace. 


Nee ven, 


Book Department 


PATON, Smou0on Newson. Essays in Eco- 
nomic Theory. Pp. 399. Price, $8.50. 
New York: A. A. Knopf, 1924. 


It was the happy fate of the writer of this 
note'to bave had over twenty years of 
intimate association with the late Professor 
Patten, first as a student in his graduate 
classes and then as associate on the faculty 
of the University of Pennsylvania. .Those 
who have had the privilege of being in his 
class=s will recognize that Dr. Patten was a 
most Inspiring teacher. One never knew 
how ais mind would work on any preblem 
presented. Very frequently he came forth 
with some unexpected suggestion which 
_ often had great merit and which, regardless 
of the merit, always aroused active discus- 
sion -n the group. 


As one of the great economists of the 


couctry has said, “Dr. Patten says more 
true things than any of us.” With this 
verdict there will be a substantial agree- 
ment, yet Dr. Patten was the sort of man 
who leaves few disciples indeed. It was 
one of the great regrets of his life that so 
few of his students remained in the field of 
theccetical economics. Dr. Patten was not 
syst=matic; -he worked very hard on any 
given subject until he felt that he bad 
mastered it, and then having put down his 
ideas, went on to other topics. He used to 
" say chat one should stop teaching a course 
when he had written a book on the subject. 

I am taking the liberty of mentioning 
thes2 personal traits because they throw 
lighE upon the various essays included in 
the present volume. There are hundreds of 
students scattered throughout the country 
who have never had the opportunity of 
meeting Dr. Patten who will find in the 
reading of these essays some of the inspira- 
tior and stimulus which others of us got in 
the classroom. 


IL gave me great pleasure, therefore,- 


when a former student and admirer of 
Precessor Patten, Dr. Rexford Guy 
Tugwell, now of Columbia University, 
told me that he was gathering together 
some of Professor Patten’s work for publi- 
cation in a separate volume. He has 
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included twenty-three essays, most of 
which sre row rather inaccessible and 
which were written between the years 1886 
and 1918.  _ congratulate Dr. Tugwell on 
the selection he has made and I congratu- 
late him alse upon the success of his revi- 
sion. Lir. Fatten’s English style was not 
good; ard heving struggled myself to revise 
it for same of Dr. Patten’s volumes while 
he was living, I can appreciate the problem 
set before tke editor. 

A mošt irteresting introduction is given 
by Prof. Henry R. Seager of Columbia 
Univers.ty, an old pupil and associate of 
Dr. Patten. . 

It is useless here to list the various 
essays incl.ded. Suffice it to say that 
everyone wio knew Dr. Patten will value 
such a collection of his miscellaneous work. 
The book should find a place in every 
library consulted by students of economics. 


CARL Kasey. 


SHORT, Lucrp Minton. The Development 
of Natior-al Administrative Organization 
in the Gntted States (A Study by the 
Institute for Government Research). 
Pp. 48C. Price, $6.00. Baltimore: 
Johns Hepkins Press, 1928. 


The Inst tute for Government Research, 
after rendering important service in the 
securing of the National Budget, is now 
coucerning itself with administrative re- 
organization. Years of midnight oil on 
such histor.cal and painstaking studies are 
not wastel. The Joint Committee of 
Congress 01 Reorganization shows its wis- 
dom by besing its deliberations upon the 
work of these experts. 

Mr. Sho-t neither argues, theorizes, nor 
views with alarm. He digs. Occasionally 
he turns up a choice bit like the twenty- 
seven years of vain appealing by eloquent 
early attcrney generals that Congress 
should allcw them a clerk. They had no 
personnel troubles because they had no 
personnel, but to organize a department 
which begen and ended with one’s self must 
have been far more disturbing than merely 
to organize somebody else. 
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We get the impression that our fore- 
fathers gained more knowledge from their 
own mistakes than from inspiration. The 
Continental Congress and the Congress of 
the Confederation set up many administra- 
tive agencies that promptly fell down. The 
First Congress of the United States did not 
seek to set any Humpty Dumpties up 
again. The Continental Congress began 
by appointing one Congressional com- 
mittee to buy gun powder, another com- 
mittee to decide how many cannon were 
needed, another to buy cannon, another to 
draw up rules to govern the army. No 
wonder that the members of the First 
Congress, many of whom must have had 
first hand knowledge of the painful failures 
of committee administration, went to the 
opposite extreme and created departments 
with a single head and a single function. 
But decades of haphazard accretions of new 
functions have brought complexity. 

Presidents Harding and Coolidge and our 
author now desire to go back to early 
simplicity They desire that each depart- 
ment should be rid of everything unrelated 
to its principal function and reorganized 
around that principal function. For m- 
stance, what has Public Health to do with 
the Treasury, or Roads with Agriculture, or 
Patents and Mines with the Interior, which 
naturally belong to Commerce? How can 
the United States have a public works 
policy when, of the four principal agencies, 
Public Buildings lie with the Treasury, 
Public Roads with Agriculture, Rivers and 
Harbors with War, and Reclamation with 
the Interior? If all public works were 
under one administrative head there might 
be one far-seeing public works policy. This 
grouping is provided for in the proposed 
reorganization plan, in order that public 
works may be expanded when times are bad 
and unemployment general, and, vice versa, 
contracted in boom times when large 
government competition will dislocate 
prices and compete with private industry 
for the same men and materials. The 
capstone of the reorganization plan is to 
make the President the administrator-in- 
chief of the business of government. The 
Budget Bill has brought this possibility 
into sight. The author recommends an 
assistant to the President or a Bureau of 
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Administration as the organ through which 
the President could act effectively. 

As General Dawes said in his first report 
as Director of the Budget: 


It cannot be too often reiterated that this thost 
important reformation in the governmental 
business system is dependent upon the President 
of the United States himself, and upon his 
cantinued assumption of his responsibility ‘as its 
business head. The minute he relaxes his 
attitude or attention to this duty there will be 
felt the natural pull of the departments and 
establishments toward the old system of complete 
independence and decentralization. This is 
because of Jaws firmly embedded in human 
nature which have existed since man began. 
Budget laws or other legislative enactments 
cannot change humen nature, and, while compel- 
ling the letter of co-operation, cannot compel its 
spirit, which is, above all things, essential in 
business organization. The President, and the 
President alone, can do this, for his attitude ~ 
toward the heads of the departments and the 
independent establishments is a matter con- 
stantly in their minds. What he desires it 
becomes their interest as well as their duty to do, 
where consistent with right principles and in 
accordance with law. In the absence of his 
expressed desire, what becomes their selfish 
interest in action is inevitably along the lines of 
decentralization, and the re-establishment of the 
old condition of things, with everything running 


haphazard. 
Orro T. MALLERY. 


Nanoum, JuLeEs. The Key to National 
Prosperity. Pp. xiii, 881. Price, $6.00. 
New York: E. P. Dutton & Company, 
1923. 

This book discusses the development of 
our foreign trade and many of the technical 
facts in foreign trade such as drafts, the 
financing of foreign trade, letters of credit 
and the merchant marine. The thesis of 
the book is that foreign trade is the kev to 
national prosperity and that the prosperity 
of all countries would be enhanced by 
practices leading to harmonious co-opera- 
tion in foreign trade. 


The Foundations of 
National Industrial Efficiency. Pp. xiv, 
324. Price, $2.25. New York: The 
Macmillan Company, 1928. 

The principles of classical economics are 
applied to a number of new-old problems in 
this book. There is in the book nothing 
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new as to theory and little as to fact. It 
is, however, a discussion consistent in 
thecry of such subjects as the tests of 
efficiency, specialization, efficiency in 
laloz, conservation of natural resources, 
lang tenure, increase of saving, govern- 
menal regulation, etc. 


Rergs, Josh S. Legislative Histcry of 
Anerica’s Economic Policy Toward the 
Frilipmnes. Pp. 205. Columbia Uni- 
versity Studies in History, Economics 
and Public Law. New York: Longmans, 
Green & Company, 1928. 


Among the many publications dealing 
with the relationship of the United States 
to -zhe government and control of the 
Philippine Islands, Dr. Reyes’ volume 
presents a rather new point of view. The 
autior attempts to portray the “‘Cangres- 
sioral mind” with respect to America’s 
Phifppine policies and in so doing has 
given a suggestive account of the economic 
basis of modern diplomacy and colonial 
government. The way in which statecraft 
is mingled with “petroleum deposits” is 
shown in the change of attitude of the 
Republican party with regard to the 
annexation of the Islands after a full report 
had been made on the mineral deposits and 
other economic resources. The discussion 
in tae Senate relative to the treaty of peace 
wita Spain, so far as it affected the Philip- 
pine Islands, gives evidence of a strange 
combination of good moral intentions com- 
bined with sound commercial policies. 

The most valuable part of the study is 
that which deals with the dominant in- 
fluence of American interests in the prep- 
arazion of the various tariff acts relating 
to the Islands. After seven years of dis- 
cussion and controversy, Dr. Reyes ob- 
serves that a measure resulted dictated 
larzely by sugar and tobacco interests. He 
concludes that this promotion of American 
trade has been the essential principle of the 
entire tariff policy of the Islands. With 
regard to the disposal of public lands and 
franchises on the other hand, Congress 
seemed to follow a restrictive and somewhat 
nigzardly policy. 

Despite the discouraging implications 


` of this summary of the legislative policies 


wilh regard to the Philippines, it is con- 
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cluded that “America’s Philippine policy 
has shown a liberality unequalled’in the 
history of ather colonial powers.” There 
is some doubt as to this conclusion, but, 
whatever the verdict on this matter may 
be, much remains to be done as yet to 
place the government of colonial territories 
on a plane of fairness and equity and above 
the sordid -nfluences of selfish politics. In 
view o? America’s protest over her treat- 
ment at the hands of Great Britain, it ap- 
pears to ke a serious indictment of her 
colonial policy that over and above the 
desire zo regard the welfare of the Islands 
“the interests of the United States were 
always the decisive factors.” 

Studies such as this of Dr. Reyes cannot 
help but bring to public attention some of 
the flagrant evils of colonial and economic 
imperialism and may render a service in 
aiding the movement to inaugurate a 
different colonial régime. Being based al- 
most exclusively on the debates in Con- 
gress end other public records, the trea- 
tise appears at times formal and unreal and 
fails to shed light on the deeper moving mo- 
tives and causes in the formulation of a na- 
tion’s colonial policies. 

CHARLES Groves HAINES. 


A Hisrory or ORGANIZED FELONY AND 
Fotzy. New York, 1928. 


The Well Street Journal has put out a 
little brochure under the above title at- 
tacking trade unionism by inuendo. The 
names of all the people responsible for the 
various chapters therein are carefully sup- 
pressed. The anonymity of the method 
is enough alone to condemn the method and 
one would think that the WaH Street Journal 
would use fairer judgment. Thee book 
contains no imprint of the publisher and on 
the fly leaf there is simply “New York, 
1928." However, the introduction states 
that articles or parts of articles theretofore 
published in the Wall Street Journal “are 
now assembled and issued under chapter 
headings in the present form.” The bro- 
chure shows neither poise of judgment nor 
attempt to get at all the facts in the mat- 
ter. It is not even characterized by dis- 
cretion in language. 

One way to help trade unionism is for the 
Wall Street Journal to put out diatribes of 
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this kind without any personal responsibil- 
ity for*the statements contained therein. 
Should trade unions ever put out a similar 
anonymous, mud-slinging attack on capi- 
talista or capitalism the Wall Street Jour- 
nal would herald the infamy of such a meth- 
od through all its pages. 

Such a method can ‘have no effect other 


than to arouse the resentment of fair-mind- 


ed people. Certainly it will not.convince 
anyone not already prejudiced. 
CLYDE L. Kina. 


Hastines, Hupson Briar. Costs and 
Profits. ‘Their Relation to Business 
Cycles. Pp. x, 168. Price, $82.50. 
Boston and New York: Houghton 
Mifin Company, 1923. 


This book is devoted to a technical dis- 
cussion of the relation of costs and profits 
to business cycles. It is not a study of all 
causes of business cycles nor does it purport 
to be. It is a study as to the relaticn 
between costs and prices and the causes of 
commercial crises. These causes the au- 
thor concludes are as follows: 


1. The fact that busineas concerns as a whole 
do not disburse an amount of money equal to the 
value of the things which they produce, in ad- 
dition to all money received from outside sources. 

2. Dealer buying to keep stocks commensurate 
with sales, forward buying, and speculation: 
All of which bring about (a) the relative over- 
development of those industries producing 
tangible goods intended for the satisfaction of 
individual wants, and (b) an almost continuous 
advance in prices. 

8. The accumulation of stocks of goods held on 
speculation. 

4. The use of savings and profits to pay for the 
creation of goods, other than those used in the 
proceases of production and distribution. 

5. The lag in the flow of interest and profits 
into the hands of ultimate buyers, on account af 
the intercorporate ownership of securities. 

The reviewer was not convinced by the 
book that the last word had been said on 


‘this matter, but he was convinced that a 


very definite contribution has been made by 
the Pollak Foundation for Economic 
Research in the publication of this mono- 
graph. 

The author concludes, as do others, that 
the recurring periods’ of business depression 
are a result of present financial and business 
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policies. Since this is true we need not 
take the calamities of business depression 
as the cows in pasture take the rain. And 
this after all is the hopeful fact about this 
and other studies on business depressidps. 


STRAYER, GEoRG D. anp Hara, ROBERT 
MorraY. The Financing of Education 
in the State of New York. Pp. xiii, 205. 
New York: The Macmillan Company, 
1923. 

This report is really a monograph pre- 
pared by two men eminently qualified in 
such ‘matters—George D. Strayer and 
Robert Murray Haig. 

Part I of the book discusses the financial 
problem of education in the state of New 
York and Part IZ analyzes resources for 
meeting a proper educational program. 
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The total cost of public education and its „> 
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growth are analyzed as are current expenses 
of education. An.estimate is made as to 
the probable future cost of education in the 
state’of New York. The sources of taxa- 
tion such as the property tax, the personal 
income tax, the business tax and the 
miscellaneous taxes are discussed and plans 
for improving the state taxation system are 
given. 

One of the pertinent and interesting 
points brought out in the book is that the 
cost of education in the state of New York 
has approximately trebled since 1910 and 
the authors believe that the costs will still 
further increase. The monograph 18 
commendable in every way and it is to be ~ 
hoped that similar studies will be made as 
to all the state taxation systems in their 
relation to educational problems. 

Cuyps L. Kina. 


Wratonp, Cuanurs E. Atlas of Traffic 
Maps. Price, $4.50. Chicago: LaSalle 
University Press. 

The Atlas of Traffic Maps is the “First 
attempt to present comprehensive and 
accurate information concerning the freight 
rate territories throughout the country on 
maps prepared for that purpose.” A 
glance at the table of contents shows in- 
formation of a most varied character. The 
maps give in detail railway classifications 


4 


f 


f 


and rate structure groupings, as well as -<4 


parcel post units and zones, steamship 
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„onis, aulomobile roads and water ways 
(nmlead end ocean). The explanatory 
notcs and Lhe excellence of Lhe maps makes 
u. porsible to glean lhe desired inforn_ation 
with the minimum of cffort and trouble. 


Ci morn. Groxrce R., A.M., CE. 
Highways and Highway Transporiction. 
Pp. xx, 472. Price, $3.15. New York: 
Vhomas Y. Crowell Company, 1928. 
Yhis is a timely, practical and helpful 

book. Everyone of iis nearly five-hundred 

pages js chockfull of facts pertinent to the 
higuway systems of the United States. 

The earlier chapters are devoted to a 
historical development of the early trails, 
rogis, waterways, canals, railroads, and 
modern wagon roads. The relations be- 
iwveen highway and other kinds of trans- 
portation are discussed as is the probable 
development of automotive transportation. 

The book then turns to the discussion of 
plauning of highway systems, the se.ection 
of road types, the effect of case and cost of 
trnasportation on production and market- 
ing of gocds. One chapter is devoted to 
the financing of highways and one to high- 
way accidents and their mitigation ‘The 
author does not overlook the value of and 
uced for highway esthetics and he also dis- 
cusses aids and attractions to traftie and 
travel. 

The book is one of those that can be 
commended for purchase without the 
slightest reservation In light of the large 
plece our highways have in the pleasure and 
profit of our day, the book ought to be in 
every public library. 


CLYDE L. Kina. 


B.RNES, Harry ELMER. Sociology and 
Political Theory. Pp. xiv, 260. Price, 
$2.50. New York: Alfred A. Knopf. 
1924, 


This book takes the writings of the 
clussical, political theorists, sociologists and 
economists and class:fies these writings 
topically. As a topical compendium of the 
tenets of the Icading sociologists the book 
is invalucble. It does not purport to con- 
ir.bule anythiug new ın theory. The 
author does in Ins book exactly what he 
stis out to do. He tells us what each of 
tLe classical] sociologists have had Lo say on 


such subjects as ihe process aad mechanism 
of government, ihe scope of state uclivily, 
the state aud social progress, covereigpty, 
social environment, ete. 


WIssLER, Crank, Pa.D. Man and Cul- 
ture. Pp. xi, 371. Price, $275. New 
York: Thomas Y. Crowell Company, 
1993 


The autnor presents in this book an 
interesting and informing discussion as to 
the meanirg. continuity and diffusion of 
culture Culture is defined as human be- 
havior. Special stress is placed oẹ the 
mborn equipment. The author sanud 8 
that the cifferences that exist between 
man’s beliavior and that of the social in- 
sects are to be sought m the respective 
germ plasms and not im the environmental 
historics of the individuals concerned. 

lf the bee is merely a hive builder, so 1s inan 
merely a culture builder. All the strivings of 
mankin ł, as shown by the débris left upon and 
in the earth, are but the manifestalioaos of thi; 
behavioi—man biulds cullures because he can 
not help it; there is a drive in his protoplasm thau 
carries him forward even against lus will. 

Crrpz L. Kine 


FULLER, Rayvywonp G. Child Ibor and 
the Constitution. Pp. xm, 323 Prce, 
$2.50. New York: Thomas Y Crowell 
Compay, 1923. 

We have 1eached a new stage in child-labor 
reform, a stage which permils and demands a 
broader view of child labor itself and the ap- 
plicalicn of a new and broader piogtata for 
achieving ils disappearance, Not that the 
elements of this program are entirely new, but 
both the outlook and the program of chid-labor 
reform must be fundamentally and extensively 
re-formed. 


In chese words, the author declares the 
purpose cf this volume. Putting il per- 
haps e bit more specifically, itis a threefold 
task to which he scts himself: first. a re- 
interpretation of what child labor really is. 
second, & statement of the principles which 
musi underlie the child labor reforn: 
moveuenl; and third, as the title indicnics, 
a discussion of the relation of this move- 
ment to the broader aspects of our cunstitu- 
tional system of government. 

Child Iabor, Mr. Fuller points out, no 
longer implies the cruel exploitation o' 
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litle children in mines avd facioies. Ilis 
not, essentially 2 matter of occupacion or of 
age. Rather is it any work which interferes 
with the health aud normal developinent of 
children, which deprives them of opportu- 
nity for a fair start in life, in terms of health, 
play and educalion. Such Jabor exists 
icday aplenty, not only under urban and 
industrial condilions, but in iural disuricls, 
Loo, despile the somewhat idyllic concep toon 
of country hle that still holds sway—among 
aty folk. 

The movement to deal with this proslem 
misl be scientific and constructive It 
mst get at and deal with the causes of 
child labor. The problem cannot be deall 
with without recognizing the importance of 
the school. The antithesis of child labor is 
education. The school must develcp a 
greater holding power, through cormpul- 
sory school attendance laws, a more vital- 
ized curriculum, its inereased flexibility, 
efficient educational and vocational guid- 
ance, and a more concrete recogmlicn 
of the innate differences among chilcren. 
A real chiid-labor reform movement nims 
no. at an ureccupied but at a well-cecupied 
childhood. lt must cease to be negative 
mand become constructive. Instead of 
merely relying upon drastic legislative 
measures against unscrupulous employers, 
the biggest part of the task hes in the 
direction of better schools, better hoirces, 
with morc inteligent guidance and super- 
vision in both. For the fruition of this 
program, home, school, community, szate 
aud nation are arranged in an ascend:ng 
SERC. 

The latter half of the book deals with 
child-labor legislation, together with the 
larger aspects of the legislative program. 
There is a rather complete digest of 
legislation, past and present. Hs relation 
to che Children’s Code movement 1s dis- 
cussed. The weaknesses and specific prob- 
lem» of mass legislatiou are recognized. The 
Supreme Court, its place in our scheme 
ot government, its recent decisious, are 
calmly reviewed. Mr. Fuller, while dis- 
appointed with and frankly questioning 
th:se decisions. is not dismayed. In fect. 
he feels that they may be a blessing in 
disguise. At least, they have lead tc a 
reopening of the whole subject of child 


« ANNALS Ov THE AMERICAN ACADEMI 


labor, and at a ime whien reinterpretation 
is essentially necessary. here is also a 
chapter on international legislation. 

Throughout the volume, it is apparent 
that the author, unul recently directorcof 
research and publicity with the National 
Child Labor Commiltee. 1s dealing with 
facis which he learned at first hand. Yet, 
as has so often been the case wilh wrilers 
où this subject, he does not sink mto tht 
mize of sentumental twaddle. fe inarshals 
his facls on the solid ground of practic- 
ability, with the aumen of an enginecr. 
His viewpoint is fresh and sympathetic: his 
spirit, tolerant; his attitude. sane. He 
combines vision with patience. The result 
is a book, aulhenlc, timely, sympathetic, 
scientific, 

James H. 5. Bussarp. 


The Intellectual 
Pp. 351. Price, 
The- Macmillan 


MiucDonanp, WILLIAM. 
Worker and His Work. 
$2.50. New York: 
Compauy. 

The purposes of this volume are to 
analyze the position of mtcllectual work in 
the industijial organization of modern 
sociely, to uncover the conditions under 
which such work is performed; to examine 
the cconomic and social status of the 
inLellectual worker; and to consider ways 
and means of safeguarding the imterests of 
ull brain workers ‘Che whole discussion is 
dased upon the assumption that the work 
of professional classes, in common with all 
other forms of toil. 1s subject to the so-called 
‘inexorable laws” of economic hte Piog- 
ress in the lumprovement of conditions of 
work and hfe for such intellectuals is 
possible only when the labor character of 
tlioir efforts is generally recognized. 

The author offers indisputable evidence 
of the fact that in practically every country 
there is marked failure to fully appreciate 
ihe social utihty of work performed by 
professional groups. This Jack of ap- 
preciation is partly responsible for the fact 
that the income of intellectual classes 1s not 
commensurale with the value of seivices 
rendered by them. Moreover, it is the 
inability of society to appraise the im- 
portance of ideas in social progress which 
results in all sorts of stupid limitations 
upon freedom of thought and expression. 
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Without sien ircecoa inteleetvol workers 
cannot retaia iheir self-respect and make 
theu grestest contributon to the ruvance 
atuiwitzation, To the general curoruuily 
cor fice expression must be added improve- 
mentin economic and political stains Wot 
culy musk their incomes be increascd and 
tear econcimiec secvrity be ascured, Lut also 
liwtlectue’s must hnd a more active place 
in political fife. 

The frt step in solving the probleins cf 
professional wlasses is, Lhen, a new concep- 
uon ot Lhe necessity and value of intelleet- 
vil core Bul the development of lhis 
new evaluation caunot be left Lo the individ- 
qan Ali ustellsetuel workers must unte 
their farees and effcct permanent solidarity. 
Thos can b> done by the formation of pro- 
fessional unious and che federation of these 
uio nedonai end mlernational associations, 
with stiuciure aud functions similar to those 
of anons of manual iaborers. 

The discussion 15 founded upon an 
intiriate Euowledee of coadilions and 
Jevelapments im Europe, where post-war 
circumstanees Lave greatly injured intel- 
lecial workers. It cen hardly be said that 
condilion io tae Vinted States are yet 
ee for the unionization of intellectuals. 
Evon if conditions warranted such proce- 
dure, it is difficult to discover a general 
demaua for collceltive uction among Ameri- 
cau professional classes. (Whether this 
situction w the result of a favorable cco- 
noun status or fear of administrative 
‘scrim nation js a mailer for conmieciure. 
Re ths as it mey, the author’s discussion 
will repay « thoughtful reading by every 
wiielicclual worker. 

Gonpbon S, WATKINS, 


Syaw, Erren RavĒĮowi Prohibition: 
Coing or Conving? Pp. 4983. Price, 
s2.00. Berwyn, M.. Shaw Publishing 
Comnany. 
Bit. Shaw is ¢ 
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An informal preface fuanlauacgus wuh 
the cancr of the author, a man who has bad 
wide ond honorable experience im the 
lempcience movement as a speaker and 
wiiter. Mr. Shaw feels that this person: 
inliod: etian is neces.ary, but if 1s cnestion- 
able whether the fact that he hes spoken ix 
eighty-sigu: counties und has given aore 
than one tl ousaud prohibition addresses m 
Micbigih end Ohio wil materally aseist 
the reader to determine whether prohibition 
1s going or coming, 

The general tenor of the work is the 
vindication of prohibition. 1+ ene of is 
best chiptecs, ““Pronibition the Will of the 
Majority,” the author gives v comproben- 
sive accoutd of the connitions surrounding 
the enactment of the Faghteenth Amend- 
ment. He shows thai probipttion was ml 
with on.v insignificant legislative cppr sition 
and that tie two slates which iaded io 
rafy the 4mendment conta.o only one 
and eigut-tenths per cent of the popale tion 
of the Linted States. We need uct go the 
whole way with him, however, when he 
asserts ihat orohibition could net bave been 
secured witl out “tar vore Lhan a majenty” 
initsfavor. An analysis of the facis Juads 
equally to ile conclusion thet the Eight- 
centh Amendment was earmed under 
pressure from a large and cCeccumuned 
minoiity ageinsi the oppos.tion oF a sities 
Liinority wilt a lower morale, while 2 third 
eleracnt the passive portion of the public, 
simply acou eseed. 

The cLief defect in the boox ccoasiats La 
the overgenzrous use of quotauous fion 
othersorrce: It need haidly be menitoecd 
that a prme recuisite of productive 
scholers sip is bat the author shail, hiro. Hf, 
make a subs antial cordribution of thourld 
and’ material in the discussion of bis chose 
subject In this volume approvimater 
two thirds of tle marter presented is quoted 
in ihe words of other writers. Cnc 
quotation ceastitutes ar entire chapter anc 
runs for fiftz-nine pages. Axnple seetions 
of the 4nzi-Saicon League Fear Beur the 
Congressioaci Record and portions wi 
articles in current perodicals are repro- 
duced. Four ot five pages m the "ter 
part of tue beok get forth lists of petitioners, 
conimitties, and speakers, filyng ep spree 
which we skould wish to see orcupieu oy 
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more enlightening material. On the whole, 
» the volume contributes little that is new or 
original, but will be useful as a compilation 
of recent arguments in favor of prohibition. 
Benyamin H. Woi1ams. 


Earus, Epwarp Maan. Turkey, The 
Great Powers, and the Bagdad Railway. 
A Study in Imperialism. Pp. xii, 364. 
Price, $2.25. The Macmillan Company. 
Professor Earle gives us here a scholarly 

study, based largely upon first hand sources, 

of the strugglefor the exploitationof Tarkey 
that went on between the Great Powers 
during the decade preceding the World 

War. The contribution which the volume 

makes to our knowledge of the subject 

is all the more valuable in that the real 
facts were so generally distorted during the 
the war for purposes of anti-German 
propaganda. Instead of presenting the 

Bagdad railway and the concessions that 

went with it, as the object of a plot on the 

part of the German government to obtain 
political and economic control of the Near 

East, the evidence appears to show that 

they were rather the object of a common 

quest on the part of German, British and 

French financiers, backed more or less by 

their separate governments which had no 

definite political policy of their own. 

- ‘The story is one of “economic imperial- 
ism” in all of its familiar forms. Turkey, 

however, appears to have been a willing 

victim, believing that its economic de- 
velopment was an essential condition of 
holding its own in thé modern world of 

_ states. A significant feature of the story 
is the offer made by Germany to Great 

Britain in*1908 for an international control 

of thecBagdad railway, and the refusal of 

the latter to participate in the undertaking. 

Equally significant is the fact that, when 

the success of the German venture seemed 

assured, both Great Britain and France 
entered the field, and that satisfactory 
agreements for sharing the opportunities 
offered were concluded on the very eve of 
the World War. A closing chapter dis- 
cusses the resumption since the World War 
of the struggle for the Bagdad railway. 

The work offers excellent material for the 
study of modern economic imperialism, and 
it contains numerous references which wil] 
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enable the student to pursue the subject in 
greater detail. 
C. G. FENWICK. 


Brard, Cuarres A. The Administration 
and Politics of Tokio. A Survey and 
Opinions. Pp. vii. Price, $2.60. New 
York: The Macmillan Company, 1993. . 
To appreciate the scope and value of, this 

book, a word should be said as to its origin. 

Immediately aft/r the inauguration of the 


Institute of Municipal Research in Tokio, ° 
which was February 24, 1922, Viscount > 


Goto, then mayor of the city and president. 
of the Institute, invited Dr. Beard jo visit. 


Tokio and co-operate with him in develop-- 


ing a program of municipal work. Stated 
in general terms, the tasks which were 
presented to the author were: (1) to arouse 
a deeper interest in municipal affairs among 
the citizens of the leading Japanese citics; 
(2) to present a summary of American 
municipal experience in dealing wilh con- 
crete problems; (8) to assist the Institute 
in organizing its program and rescarch 
methods, and (4) to make a report to the 
citizens on the problems of the municipality. 
After six months of travel, lecturing, 
observation and study, the results were in- 
eorporated in the present, well-balenced 
volume. Shortly after his retuin to the 
United States, and just as the manuscript 
was going to press, Dr. Beard was again 


called to Tokio to aid in the work of fe-: 


construction necessilated by the earth- 
quake. The original survey was, however, 
published during his absence, with slight 
editorial changes, just as it had been pre- 
pared before the great disaster. 

About one Lhird of the volume is devoted 
to an explanatory introduction, a brief 
statement of principles of municipal science, 
a descriptidn of the urban area and the 
organs and powers of the city government; 
the remainder of the book deals with 
functions and administration and problems 
of- self-government. Limitations upon 
space forbid an adequate description of the 
t among the outstanding facts 
revealed by this study the following may 
be mentipned: Both in mechanism and 
administration, Tokio is still far behind 
t cities of the United States 

ina į w 
condition is due not so much to 
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